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Abstract

During these years of growing global uncertaintiigancial and

economic pressures, nations and internationatiitistis are searching for
political, social and professional answers to tleev rchallenges. The
Washington consensus has discredited itself in mespects. Denmark
seems to have found effective answers to adaptatemds with it

flexicurity system: a labour market arrangementt thailds on high

mobility, high income security, employment secyriyd active market
and educational policies. Security and flexibiltycombined in innovative
ways, giving wage earners transferable qualifioatiand social security
while at the same time improving the dynamics efldbour market and
the economy as a whole. There is no master plamdédhe Danish

system but politicians have realized that givirg sbcial partners pivotal
positions in decision making and in implementatistnuctures help
realizing the political aims of full employment, eee and equality. This
“high road” to competitiveness, social cohesion kiietbng learning has
been made a role model for Europe in 2007 by thedialecisions by the
European Union. And the question is posed to LAtirerica: why not

learn something from this flexicurity arrangementie potentialities for

learning are stressed in this report but it is edgiinat flexicurity must be
promoted not as a question of imitation but on@gpiration in a Latin

American context. Three policy principles of flaxiity are considered:
policy design, social dialogues, and outcomes ahsa system, the
orchestration of which is to be a national matter.
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|. Adaptation needs, the search
for role models and Danish
flexicurity

Globalization is considered to bring new unceriggntcommon pressures,
and also more common national reactions to theahallenges. This might
not be the case. Uniform national answers areyhgrdbable. World wide,
companies and labour market institutions are glesudier pressure to adapt
efficiently to more globalized conditions and int&ionalization of
employment is growing (Auer, Besse and Méda 20fif)at the same time
actors in national systems try to preserve andgehaocial and welfare
arrangements in order to find competitive and amtitions to the new
challenges. Greater demands are placed on thefovoek New skills must
be acquired and professional, geographical asasathental mobility must
be high. At the same time, workers must be pradeatginst loss of job
opportunities and income and against coming doviimeinwvorld. New kinds
of securities and protected transitions are in demAnd as demography
and technological changes put even stronger peessunational systems,
the search internationally for successful formuaeasole models for such
combinations of flexibility and security is intefied.

Not long ago the Netherlands was conceived as apEan role
model because of its success with combating opemployment. The
"Dutch job miracle” (Visser and Hemerijck 1997) hewe famous and much
admired during a shorter period of time — but th@ore people
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realized that it was based on part-time employmaationships to the disadvantage of women and that
more kind of problems were embedded in the econguoricess of the country. Previously, the New
Zealand experiences with neo-liberal policies ftbm1980es had a parallel status. It failed toseireral
respects — and also in having international reiputédr successful management of the labour marhet

the economy as a whole for a longer period of tv@re countries could be mentioned in connectidh wi
this phenomenon: to be appointed role model faeratbuntries (Scharpf and Schmidt 2000). It ista bi
dangerous to be trendy. As soon as a country geiigas “model”, it seems to get close to the &t
fashionable reputation. Countries come and golasmodels. The Danish philosopher Sgren Kierkegaard
was right in saying that if you marry time, youlsibon be a widow!

Now Denmark with its flexicurity arrangements isihg a unique European status as a role model
for the rest of Europe, assisted by decisions B62dnhd 2007 by the EU institutions. In 2006, the EU
Commission defined four main components of flexigulflexible labour market arrangements,
comprehensive lifelong learning strategies, actlmour market policies and modern social security
systems), and in 2007 four different “pathwayslési¢urity”, to be further developed by the indwal
member states, were specifieBrom the Communication of the EU Commission “TalsaCommon
Principles of Flexicurity” in June 2007, the EurapeCouncil officially confirmed these principles in
December 2007. On the' bf February 2008, the EU Commission, finally, lsas up a fact finding
“Mission for Flexicurity” with 7 permanent membetsaded by Viadimir Spidla, Commissioner for
Employment, Social Affairs and Equal Opportunitypragress report and a final Mission Report will be
ready in 2008 and presented to the ministers ofogmment. From the last quarter of 2008 and in 2069
2010, member states will have to report on theégmphtation of their national pathways to flexigyri
the framework of the National Reform ProgrammesAofumn 2008. The social partners have also
contributed to a common understanding and suppdiedcurity by a joint communication in October
2007. It is clear from this short overview thatsiagle EU country can avoid making explicit flexity
arrangements and try to benefit from experiencethier countries. The EU institutions defines tlexity
as a policy strategy to enhance, at the same tichénaa deliberate way, the flexibility of labouarkets,
work organisations and labour relations on thehamel, and security — employment security and income
security — on the other. In all its efforts the Eltbsses the importance of active labour markétigs)|
lifelong learning and training and is strongly somipg policies to secure equal opportunities fbeiad
equity between women and men.

1. Danish flexicurity and employment

Among the EU countries, Denmark and the Netherlaagle been the most often used examples of
well-functioning flexicurity systems. Denmark seeaisthe moment to be the principal role model as
Denmark already has realized nearly all targethdnLisbon strategy. The Danish system is becomiing
political celebrity — and treated accordingly (&mgen and Madsen 2007). Who can make use of $his? |
flexicurity as a policy formula for solving emplogmt and social problems to become a new spectre
haunting Europe — and in the future Latin Americamntries as well? Or is the Danish flexicurityteysto
be regarded as just the “flavour of the month™? tMeigropean countries still have high and structured
unemployment, employment rates below the Lisbogetsy inflexible labour market structures, low
productivity increases, and more social problemsisting from labour market developments. Those kinds
of problems are addressed by a variety of Europelinies at the moment, but not very successfully.

1 The various pathways should be designed in aeomel with national situations, but the basic foathmays are

highlighted as:

pathway 1: tackling contractual segmentation

pathway 2: developing flexicurity within the entdéges and offering transition security to workers
pathway 3: tackling skills and opportunity gaps amthe workforce, and

pathway 4: improving opportunities for benefit ggents and informally employed workers.
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In this report arguments will be given for condiatgthe relationships between the core elemettitein
Danish flexicurity arrangement crucial for an ustiending of the potentials of a high road to higlfuth
employment, competitiveness and social welfare theatheart of the goals of European policies at the
moment. The Lisbon strategy (in its original formulatibom 2000), the European Employment Strategy and
the discourses on the European Social Model areeatling for ways of bridging economic efficiendyhw
social justice and innovative policies in balaneeys. The special Danish combination of elements in
labour market and educational policies and indlisgfations arrangements, framed by universabweeitate
provisions of services and income security, seenfféo a suitable alternative to the stickines€onftinental
and Southern European systems and to the onesidedly unbalanced Anglo-Saxian systems.

It has become costume to talk about learning afahitly, it is collective learning that must coun
as a prime mover for innovation and policy develepts But it is also a fact that you can not copy a
system. No country can make total policy transfenother labour market or welfare regime — butgen
use insights from other systems as part of pdlicategies for improving and changing your owstesy.
Therefore, it is crucial not to regard the Danightean as a role model than can be duplicated —eochge
to be learned some policy lessons from. The pallifnd professional strategies embedded in theabo
market and welfare regimes are the interesting tmetudy if you want to reflect on the possitatitiof
learning across borders. The feasibility of theiflagtrategies in a Latin American context wilkbfected
upon here at the end of the report.

History matters and institutions matters as weit.i®w do they do this? Here you must follow nation
developments. The Danish flexicurity system is stohical result of many more or less wise decisions
conflicts, institutionalizations of compromises aralective learning results but its way of funotim is
having political-strategic potentials for more thae Danes. This means that strategic lessons axan h
political use value for decision-makers elsewh&m®onomic, political and cultural factors have to be
considered when implementation and adaptationtifmnahcircumstances is to take place. Policy liegaand
preferences often prevent a new kind of learnirititbof potential policies with existing traditits and power
distributions. And often governments simply do waint to learn! In this case they might be worse off
Historical and systematic analysis of the Danisttesy and its institutional pillars are to be fotiece as well
as some fundamental points of view as to policystes for Danish strategies and arrangements.

Undoubtedly, the reduction of open unemploymetihénDanish system during the 1990es, which
was quick and strong compared to European devetupraad especially in comparison with German
unemployment developments was among the first measobegin looking at Denmark. The changing
unemployment levels can be seen in figure 1. Leng-unemployment was brought down quickly during
the 1990es in Denmark. The de facto passive compaficinemployment benefit was on an average
reduced for adults from four years in 1994 to twarg in 1998 and again to one year in 2000. Tineafor
length of the unemployment benefits period was mddaced from seven to four years during the period
1993-2000. This is still a very long period compaiee other European countries but it signals td<ensr
who enrol in the unemployment insurance systenthibgitdo not have to fear an unemployment periaid; b
you have to be engaged in developing your competeaind skills also by participating in “activation”
measures (job training, education and so on).

2 By a “high road” is meant a societal choice ofivac public policies, lifelong learning strategiemd high value

production, also involving decent wages, accordinthe European understanding. This in contraat‘tow road” to

growth and welfare based on more market basedisatuto job growth, low wages, retrenchment poficéad low
investments in skills and abilities in order to fxemnterprises competitive. The metaphors have Iparalevance to
the lines of division between proponents of a dolkiseral (or social democratic) and a neo-libefahd neo-
conservative) political strategy. — The Europeatiomois to be separated from the discussion ofga,hiniddle and
low road to democratic governance of the Latin Aoser systems to be found in some parts of Latin Acaa

Research (see Korzeniewicz and Smith 2000).



CEPAL - Serie Macroeconomia del desarrolfong Flexible labour markets, workers’ protectiord dthe security of the wings”...

Figure 1
UNEMPLOYMENT DEVELOPMENTS IN EU, GERMANY AND DENMAR K 1990-2004

(Percentage)
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Source: Eurostat

Next, high and rising levels of employment, thdusmn of almost all women in the labour force,
welfare improvements and growing productivity wittidanish economy draw the attention of many
European decision-makers and social scientistet®anish case. The broader Scandinavian example of
choosing a “high road” to growth and welfare wasoabiscussed. But the Danish flexicurity
arrangements with easy access for employers t@hdadire together with strong incomes security and
active labour market policy soon had the biggesealto politicians, commentators, and academics.

The historical and institutional roots of the Darlsbour market regulation are important as is the
political traditions of corporatist decision makiagd cooperative adaptation (Jargensen 2002). dieey
interrelated. Much of this resembles policy elemmentthe other Scandinavian countries and the same
learning based way of securing good governanceb&es crucial for the Scandinavian countries to
overcome economic problems (in Denmark during #te 1980es and in Sweden and Finland in the
beginning of the 1990es) and to combat unemploymhamhg recent years. The deep economic crises
during the first part of the 1990es in Sweden anthfid shocked the normal political life and policy
priorities were changed, but restoration of fullpdwgment goals and welfare elements in improved
governance structures were soon to regain momeatuhestablishing policy success. In figure 2, the
Scandinavian development of unemployment duringasedecade is documented (based on national
statistics).

Figure 2
UNEMPLOYMENT RATE IN THE SCANDINAVIAN COUNTRIES 199 5-2006
(Percent)

20
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—&— Denmark —#— EU (15 countries) —&— Finland —¢— Norway —¥— Sweden

Source: Own elaboration.
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Because of its oil resources and other advantdmsyay has performed extremely well as
to combating unemployment (formally outside the EW)is, perhaps, much more difficult to
explain the Danish developments: bringing the Nwtiounemployment figure down from 12.4
percent in 1993 to 5.0 percent in 1998. This isrmarkable change within such a short period of
time; and at the same time Denmark is realizindh éghployment rates, Denmark is having the
highest mobility within European labour markets drag even been improving more welfare state
arrangements (such as child care facilities, eatiyement schemes, pensions and education and
vocational training facilities). Unemployment is tanger the most important problem within
Danish society and both men and women have highoyment rates. This is to be witnessed by
figures 3-5, giving an aggregated picture of emplemt participation (figure 3), a gender based
measurement, showing the high employment rate afhevoin Denmark (figure 4), and the
comparatively strong representation of elderly pedp Denmark (figure 5). And the Lisbon
targets for 2010 of the EU as to employment levelge been plotted in too. The three figures
(based also on ETUI: Benchmarking Working Europeéf@ocument that Denmark (DK) together
with Sweden (SE) constitutes the best performevsgalready realized the Lisbon goals.

Figure 3
EMPLOYMENT RATE IN EUROPEAN COUNTRIES, 15-64 YEARS, 2003
(Percentages)

PL MT IT HU SK GR BE ES LT LV SI LU EE FR CZDE IE PT FI AT CY UK SE NL DK B EU EU BG RO
15 15 25
1999

Lisbon target 2010

C— Employment rate E—3 Full time employment

Source: Eurostat, 2004d.
Figure 4
FEMALE EMPLOYMENT RATES IN EUROPEAN COUNTRIES, 15-6 4 YEARS. 2003
(Percentages)

15 15 25
1999

E==3 Employment rate 2003 E—AFTE 2003 e | isbon target 2010

Source: Own elaboration.
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Figure 5
EMPLOYMENT RATE OF OLDgER PEOPLE, 55-64 YEARS, 2003
(Percentages)
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Source: Own elaboration.

At the time of writing (summer 2008), the unempl@mhfigure in Denmark is down under 2
percent and there is a surplus on all economiccatdis (the balance of payment, the public
finances and so on). The labour market is simplygied of more labour supply now. The economic
textbooks are also to be revised as the Danishl@awents have shown that it is possible to
reduce unemployment and increase employment ateslesiating rate without doing damage to
the fundamental economic policy goals. Wage irdglathas not been a problem even if the labour
market situation has changed so dramatitalftyblic finances were not in a good state of ciori
in the beginning of the 1990es but as the resuthefnew policy mix and improving economic
conjunctures this situation has been dramaticadignged. It should also be noted that no sharp
shifts have been observed as to the income ditivihuStable economic growth and social welfare
seem to be combined in a new way.

As to developments of real wages during the 19%0wkthe beginning of the 2000es, a
steady growth of 2 percent per year can be recoadddhis at a moderate level of nominal wage
increases. The experiences of Danish wage earageslieen that rising living standards actually
can be realized while having moderate wage inceeddere the efforts in active LMP to improve
the functioning of the labour market have had afqnod influence and importance. Stronger
supply of qualified labour, better quality of mees better transparency, and avoidance of
bottleneck problems have contributed to this result

Then, what are the core relationships between &furattioning labour market and public
policies, and in which ways does the Danish flesitgusystem contribute to securing high
employment and social welfare simultaneously? Yau also ask: What does the DNA pattern of
Danish flexicurity look like? Is there a secret imehto be told to Europe, to Latin America, and to

3 In Annex A you will find documentation by thelpeof the Danish Phillips curve. It simply flatteheut in connection with the

implementation of new labour market reforms evethéf labour market situation has been approachithgrmployment. Normally,
the Phillips curve is used to specify a choicetenrhenu for combinations of (high) wage/prise iases and (high) unemployment.
The empirical evidence indicates a steep fallincstiral unemployment in Denmark.

4 In Annex C changes from 1995 to 2005 are docueakas to four central indications of Danish puBiliances.

12
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the rest of the world in choosing a high road tmpetitiveness and social cohesion? And how will
such a road map for realizing these goals at theesiime look like when building on Danish
experiences? These kinds of questions will be dttitin the following.

2. Forms of flexibility and security

But you have to state initially that no firm an&g concept and no definite and agreed-upon
research strategy and methodology have been foenih yhe flexicurity literature (see Jagrgensen
and Madsen 2007). Originally, the concept was usgdnore (Dutch) scholars as a political
strategy (see Wilthagen 1998), but now it seemsrfroitful to understand flexicurity as a concept
covering the functioning of a labour market regimgpecially in relation to mobility and security,
and taking into account the political framing oé teystem. Here a working definition of flexicurity
is used aghe institutionalized relationships between a labmarket regime and interventionist
policies in relation to security for wage earnersdadynamics in the labour marke®rotected
mobility, income and employment security and flégibnse of manpower by employers within a
welfare state framing are at stake; but specificetias to genesis and causal relationships need to
be given in each case. Talking about a balancedmatvilexibility and security can be misleading
as it unduly simplifies the nexus to a compromisésMeen employers and employekss not a
trade-off between flexibility and security as ini@ zero-sum gamélexicurity is no political deal
and no simple, one-sided political strategy. TBisliso to be documented by the analysis of the
Danish flexicurity system.

A matrix of flexicurity forms, developed by Ton Whhgen and others (Wilthagen et.al.
2004, 2005) has been very influential in flexicuriesearch also on the EU level. This matrix
combines different micro level forms of flexibilitfhumerical, functional, working time, and
wages) with security forms (protecting jobs, incorsecurity, employment security, and
combination security) addressing the question tdrizae between working life and private life, for
example public child care facilities facilitatingnicipation of women in the labour market.

Table 1
MATRIX OF FLEXIBILITY AND SECURITY FORMS (“THE WILT HAGEN MATRIX")

Job security | Employment security Income security | Combination security

Numerical flexibility (hire and fire)
Functional flexibility (between tasks)
Working time flexibility
Wage flexibility

Source: Wilthagen 2004

This matrix has been used in many studies to organollection of data and to place
different national systems in one or more “boxds’"table 1, different countries could have been
placed in order to show the normal way of treatirig heuristic tool. However, doing this kind of
exercise is nothing more than classifying nati@ystems or models (European Foundation for the
Improvement of Living and Working Conditions 200atad 2007b). It explains nothing and it might
even be a bit dangerous to think you have concladaednalytical task by figuring out what kinds
of flexibility are connected to different kinds dfecurity. And finally, there might be
methodological problems in combining the micro ptraenon with macro dynamics. Therefore,
this study will make no extensive use of the maitmixhis way in the concrete analysis. With more
modest ambitions, you could use the matrix as aafayganizing considerations as to those kinds
of different policies and measures contributingtihexicurity arrangement. This has been done in
table 2, omitting working time flexibility and défentiating between external and internal forms of
numerical flexibility.

13
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Table 2

EXAMPLES OF FLEXICURITY ELEMENTS (AS TO THE WILTHAG EN MATRIX)

Security
Flexibility

Job security

Employment security

Income security

Combination
security

External numerical
flexibility

Types of employement
contracts

Employment protection
legislation

Early retirement

Employment
services/ ALMP
Training/life-long
learning

Unemployment
compensation

Other social benefits
Minimum wages

Protection against
Dismissal during
various leave
schemes

Internal numerical
flexibility

Shortened work weeks/
part-time arrangements

Employment
protection legislation
Training/life-long
learning

Part-time
supplementary benefit
Study grants
Sickness benefit

Different kind of
leave schemes
Part-time pension

Functional flexibility

Job enrichment

Training/life-long

Performance related

Voluntary working

Training learning pay systems time arrangements
Labour leasing Job rotation

Subcontracting Teamwork

Outsourcing Multi-skilling

Labour cost/wage
flexibility

Local adjustments in
labour costs
Scaling/reductions in
social security
payments

Changes in social
security payments
Employment
subsidies

In-work benefits

Collective wage
agreements
Adjusted benefit for
shortened work week

Voluntary working
time arrangements

Source: http://ec.europa.eu/employment_social/eynpdmt_strategy/pdf/emco_workgroupflexicurityO6_eff.p

We have to go much deeper into the specific relatigpps between more elements in the
system and try to explain the way the system isaijmg — historically as well as systematically —
before any consideration as to the comparativeistait the Danish case and possible lessons from
the system can be made. But first, we have to doire the reader to a number of important
institutional and political traits of the Danishstgm.

14
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ll. Institutional and political
traits of the Danish IR and
welfare system

Denmark is a highly developed capitalist countrythwa universal
welfare state frame. For more than 30 years, théceesector — public
as well as private — has been dominant in the temustructure and
today more than seven out of ten wage earnerscarallg drawing their
wages by being involved in administrative and senbased activities.
Only during a shorter period of time, from the 1880 the start of the
1970es did the industrial sector employ a majarityvage earners in
Denmark and delivered the strongest export tradeataish economy.
Now, a changing composition of the production dtree and the
working force is to be seen as knowledge basedvitgesi are
mushrooming. Small and medium-sized enterpriseslaeacteristic of
the Danish production structure. 2.8 million peopte enumerated as
wage earners out of a population of 5.5 million.

The universalistic welfare statevas grounded more than 100
years ago. Danish decision makers choose not kowfdhe German
“Bismarckian” way of introducing social policy byhé help of
insurance based systems; in Denmark the choicanads early on in
favour of tax based and universal arrangementagjigach individual
citizen both rights and duties in relation to theblic authorities.
During the second part of the "®@entury, the Danish welfare state
was developed into a comprehensive social secwygtem with
relatively generous economic compensation schemes aalot of

15
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service based supply of public help. A strong tagdal system on progressive scales is fundamental
to the operation of the public sector. Compensatmyavention and public services are used in
order to have high redistribution effects withire toystem. Consequently, you will have extensive
public social expenses. In 2003, public sector edftares amount in Denmark to 28 percent of
GDP (OECD 2007). The universal welfare system tadigtes to a high degree, it takes over care
functions and is promoting female employment. itdsuoncitizenship giving everybody the same
kind of benefits and services in accordance witlitipal defined welfare standards (Hviden and
Johanesson 2007, Magnusson and Strath 2005). Ansl & women friendly welfare state,
redefining the family concept with now two breadaéns in each family, and also employing many
women in public functions. Welfare policies now eowa wide range of functions, each having
special target groups, policy instruments and tustinal set-ups. Welfare standards can only be
met by developing comprehensive public services lagrm@d you will find public schools, public
kindergardens, public hospitals, public educatianstitutions and other kind of services of general
interest. The high taxes needed for financing #rs normally accepted by the majority of the
voters (Andersen and Hoff 2001) as they benefinftbese arrangements and support guarantees
themselves and because of the fact that egalitaghres have been accepted by a vast majority of
the citizend Almost one third of the whole labour force is nemployed by the public authorities.

A clear majority of these public employees actuélywvethe municipalitiesas employers.
Two third of all public money pass through the nuipélities and most welfare service productions
are organized here too. Actually, to talk of thempoehensive Danish welfare state can be
misleading in this respect: it is primarily a mupal welfare system operating. In relation to
influence and power in a state system, the Danighicipalities — of which there are now 98 but
used to be 275 until 2007 — are amongst the stednge-a-vis the central state you can find in the
world. You must stress the decentral nature ofsysem — as well as the impartiality of public
administration and the tolerant and well-organizkdracter of society. Expenditures for child care
arrangements are twice as high in Denmark tharfcthiepean average. Each municipality decides
on the organization of this and other kinds of aedf provisions but are financially supported by
the state in several ways — some as grants, otierearmarked as to kind of activity. The
municipalities are also participating in labour k®rarrangements, the character of which will be
touched upon later on. But first, we will have tivega short history to and a profile of the
institutional arrangements in the Danish politiadministrative and labour market systems. Even
though the political and professional processaglyiehind the construction of these systems have
been conflict ridden, compromises and social undeds between groups in society have been
dominant. Class compromises have been cultivatethéwe than 100 years. Consensual, collective
culture combined with a comprehensive welfare statestitutes this core of the Danish model
(Jgrgensen 20025ocial capital— the collective consciousness, collective mensoead trust
amongst people - is strongly developed (Rothst@d82SAMAK 2006).

Policy priorities have been relatively stable innberk for more than half a century. Full
employment and economic growth constituted cordtipal goals from the very beginning of
macro-economic governance, highlighted as pertepmbst important policy objective during the
1950es and the 1960es, and they are also todayriogties in Denmark (and in the other
Scandinavian countries as well). The Social DentacRarty has been in governmental positions
during many periods even though it normally is cabyminority government formations you see in
Denmark. But right wing governments have also sugpathe core policy goals. Full employment
was never abandoned even during periods of econorises, the realities of which the Danes
experienced strongly during the 1980es and in gggnming of the 1990es. A policy-mix of macro-
economic policies and selective interventions, eisflg through active labour market and

®  The Danish tax structure heavily rely on progressicomes taxes (and consumption taxes), while@yep have very few social

contributions to pay.
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educational policies, has been central means iofjttg reach the goal of full employment. At thensa
time socialisation of risks through comprehensiwdfate systems has been a key trait, giving pesple
decent level of income substitution in case of ysleyment, sickness, growing old, accidents androthe
social circumstances, seen from the side of soaety common responsibility to compensate. Onipglur
recent years has individualisation of risks - thohging on the political agenda for some timeulted in
institutionalization in labour market policy chaada more “work first” approach being visible). 3piart

of the policy story is to be told in part 5 of thigort.

The organization of the public support arrangeméntsnportant as well. There & dual
structure of social protectioin Denmark following the division between socialsistance and
social insurance. Only as to the question of uneympént benefits does Denmark have elements of
social insurance introduced and maintained in trenfof a so-called “Ghent’-based system,
operating with unemployment insurance funds closelynected to the trade unions (and following
the educational criteria for differentiation in dea union structure). The Ghent system is to be
defined as a state-subsidized, but voluntary uneynpént insurance system administered by trade
uniong. From 1907, the state supported these unemploymsmtance funds financially and from
1969/1970 the state also took over the financiak rof rising unemployment. Economic
conjunctures heavily influence the real burdengrutax payers in this respect. The share of public
funding depends on the total number of unemploysaple and as this was high in the beginning
of the 1990es, the public share rose to 80 pewfeait expenditures, while it has fallen to lesarth
50 percent during the present economic upswing.

The unemployment insurance systenbasically a state-run system. For non-memipersple
without unemployment insurance — that means pewpsocial assistance — the administration is ruhdoy
municipalities (Damgaard 2003). Normally, strongyise and assistance based system are not sooeasy t
change as insurance based systems. But the Glstrnsg having strong support from the trade unions
which have an important recruitment channel opghisdway; and therefore it is not that easy to re-
institutionalize the system of unemployment besefitnionization is high in Denmark. More than 70
percent of all wage earners have joined a uniors (B case in Sweden and Finland who also have th
Ghent system). The dual structure of the Danisteisys further reflected in the activation policiéghe
last two decades, administratively organized inwitetiered system: one run by the state-run empdoy
service and one by the municipalities. Today 3tk serognised unemployment insurance funds esist, t
of which operate within specific occupational feelghd only accepting people with the same eduehtion
background. Normally more backgrounds and occupsltistatuses are accepted. Three funds are cross-
occupational, admitting employed persons fromaiupational fields to be members.

The “non-insured” unemployed people must apply docial assistancécash benefits) by
the local municipality. These cash benefits haweiing but are fundamentally means-tested and
the amount depends of the family situation of thdividual. You always have to be ready to take
up work in the open labour market in order to haweial assistance as well as unemployment
benefits, and from the very beginning there havenbeear duties attached to the rights of the
individual in the system. The universal welfargetdoes not simply give rights to all citizens — it

The name of the system stems from the Belgiam t@ent in Flandern where it was first introduckedmost countries, unions
have taken the initiative to have unemployment rasoe funds established because of the lack of atsmgy unemployment
insurance. Then governments have subsidized thests fon the condition that their resources areuset to finance strikes.
Eligibility for the earnings-related unemploymereniefits is de facto tied to trade union membershigll the Nordic countries,
except Norway (where the system was abolished 88 Ehd the state took over administration itsedfse resulting in much lower
unionization than in Sweden, Finland, and Denma#k)shent system may act as a valuable “selectigeritive” for being a
member of a trade union because it reduces theetegdor free-riding (Holmslund and Lindberg 199Bartial erosion of the
Ghent system is to be expected when independemhplogment insurance funds emerge. These will p@wigdemployment
insurance without union membership; and especalyple born after 1970 have shown a decreasingteydo become union
members (see also Ebbighausen and Visser 20002004, Vandaele, 2006, Kjellberg 2006).
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also defines duties. As to members of the unemptmgninsurance funds there are no family
concept operative in Denmark.

Legislation in relation to unemployment insuranod active labour market policy is set by
the national government while legislation as to lyment protection is largely left to the social
partners. This implies that a special law is refjudpthe dismissal of white-collar workers, while
rules for blue-collar workers are defined by cdilee agreements between the social partners
(Madsen 2007). Generally, Denmark has a low le¥gblo protection and this is a long-standing
feature of the Danish labour market, being indtnally grounded by the so-called “September-
compromise” from 1899, the first general collectagreement in the world. This agreement was
the outcome of a big general strike in 1899, lgstor five months and having severe implications
for all parts of society. In the final Septemberrgwomise, involving half of the total working
force, the employers had to accept the trade urasrisgitimate collective actors and counterpart
in agreements but the compromise also definedigt for employers to hire and fire. The low
level of job protection created by this originare@gment has persisted until now. This situation is
most different from the one in Sweden where yod fiild much better job protection due to
legislation during the 1970es. The Danish induktgkations system (IR system) is most important
in explaining arrangements operating now as cammehts in the flexicurity system.

It is up to the sectoral agreements to define idd&l job protection and to set up rules as to
dismissals. Therefore, you will find different rdgtions within branches of the Danish labour
markef. Collective agreementdo count very heavily, also in respect to paymam working
conditions. In Denmark there is no political definminimum wage; here again you have to look
into the different sectoral agreements in orderfibal concrete regulations. The diversity of
agreements and regulations implies that you haepedsion between different groups. For
example, in the construction industry dismissaiqar can be down to only one day while other
blue-collar workers enjoy protection similar to wehtollar workerd In Denmark, it is also worth
noting that you will find no big differences in rdgtions for people employed in the public and in
the private sector. A very small minority, howevstiJl exists in the public sector with special
status of civil servants and with more protection.

Without understanding of the special Danish indaktrelations system and it voluntary,
collective regulations it will be difficult — if tampossible — to decode the Danish welfare system
and the way political developments take place. &hsra strong acceptance on the side of the
politicians that allocation of values with respexthe labour market is a question to be answered
largely by the social partners Collective agreements regulate not only wages wandking
conditions but also questions which in other systaare handled by parliament, for example
working time. The strong Danish industrial relagosystem has its own norms, procedures and
regulations with strong traits of path dependeiait;the social partners are also put to the test by
the public authorities during recent years as t@ taver more responsibilities as to realizing
political goals. This is for example to be seenhwitference to integration of immigrants and
refugees, inclusion of special groups within adioraprogrammes, lifelong learning and financing
of further training and education.

7 Regulations in practice give notice periods frérdays to 6 months after 1-10 years of tenure.eBifices goes with duration of

employment and occupational group (see Madsen 3007a

Duration of employment 1 year 5 years 10 years
Construction worker 3 days 5 days 5 days
Industrial worker 21 days 2 months 3 months
Salaried and public workers 3 months 4 months 6thwon

This fact also makes it a bit tricky in the Ddngase to use the well-known OECD method of aggiregdifferent rules to a single
measure for EPL-strictness (index for employmeiotqation for ordinary employees with a permanenttiaxt) within a single
labour market.
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From birth to death, the universal welfare statstpposed to give need oriented help to
those who cannot take care of themselves. In 189Aca on Support in Old Age (for people over
60 years) was passed at the same time as pook welge revised, ensuring that public help for
medical care, midwifery services and burial would grovided. This was the historical start for
universal help, firstly for the “deserving pooratér on also to other groups in society. Universal
coverage as to public pension (“folkepension”) waached in 1956 in Denmark, built on the
principle that everyone has the right to a pensioaspective of capital and income and
independently of former employment and income. Aibancome amount (now for people over
65) has successively been supplemented with supplamy statutory pensions (from 1964) and
more means-tested elements (special support) istite organized system. During the last 15-20
years important changes of the pension system daim @daken place - but stability and slow
changes of the system is dominant. Here you callddf a silent revolution without big political
interventions (Revue francaise des Affaires sosial@03/2004). Policy drift has resulted in gradual
expansions from the 1980es. The social partners: -BDénmark called “the labour market
organizations” - have contributed themselves thihoogllective agreements to a development of
more income related elements and to rapid growtbtcoupational collective pensions. In annex B
the present pension system in Denmark is illusdrate

The tax system gives privileges to private pensioangements as well and they have been
expanded. A three pillar pension system combinixgfinanced public pensions, collective labour
market pensions and private pension arrangemesstbden developed during the last 16 years.
This proves that pension reforms are possible. Mdymthey are perceived as having strong
inbuilt inertia as they are long-term arrangemes@veen generations. But the pragmatic small-
step reforms in Denmark show that pension refonmmasreore than “elephants on the move”.

There has been no central idea or big master @himd the Danish welfare system. It is no
fancy “Model” to be copied. Many actors have cdmited to the development of the universal
welfare system and the employment friendly approtmhgrowth and welfare. The special
relationship and interactions between the polite@tem and the labour market system is to be
dealt with in more detail in the rest of this repas this represents the key elements in the Danish
flexicurity system; but general principles embeddedhe institutionalizations can certainly be
identified: economic growth, full employment, universalism ayglality, “working line” (labour
market related rights and duties) - and consultaflmrgensen 2002, Magnusson et. al. 2008). The
consensual decision making processes have beed buila corporatist attitude and concrete
institutionalization of influence by the side oktlkocial partners. Even before year 1900, the peak
organizations on the side of employers and empky@eganizations called “DA” (Danish
Employers Confederation”) and “LO” (Danish Confeateon of Trade Unions)) were invited by
the state to take part in public administration.thPa@ependent developments with both
administrative and political corporative institutaizations have resulted in shared responsitslitie
as to designing and implementation of public pebciSo the social partners have been close to the
political and administrative system for many decadmd the interplay and common policy
decisions are most decisive as to an understarditig Danish system.

The Danish IR system has more than two principadractraditionally the LO and the DA.
Today more organizations at both sides of indugtayticipate in collective bargaining and
regulations. The collective agreements are to besidered more important that parliamentary
decisions as to the regulation of the labour maiRetentralization of negotiations and agreements
and the inclusion of more elements during the 1@s15 years have implied more flexibility and
also more security in these private arrangementsléfsen and Mailand 2005, 2007). Besides
wages and working conditions rights for workers ftather training and education, co-
determination, working time flexibility, pensiongrotected jobs, and leave arrangements are
examples of issues to be dealt with in collectigeeaments. At more levels the system secures
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flexibility in labour regulation. Stronger multistel regulation has not eroded or weakened the
flexicurity system even if the decentral actors énayained stronger autonomy. Today more
organizations than DA and LO are also participatingneo-corporatist arrangements and in
tripartite negotiations. The social partners arg &etors in relation to both voluntary and public
political regulations.

Again you see the special ways in Denmark of briggpublic and private interest
representation, bridging public growth and welfgoals with the strategic interests of the social
partners, and in bridging public authority progragsnwith privately directed organizations. Only
on the basis of mutual trust and respect for resipdities placed upon you does this system work.
And sometimes it does not work very well. It is @adk of historically produced societal
“partnership”; it is not simply network arrangemeniut responsible and lasting cooperation
games, only having a politically defined institutzd framing. Seen from abroad, seen from
Brussels, and also seen in comparison with mosrdiuropean systems, the Danish flexicurity
system, however, is considered as well-functiorang as a big success. A judgement must be
more informed, more detailed, more complex, ana dlghlighting negative aspects of the
functioning of the system. But we will start with pgesentation of the core units and their
interrelationships in the system.
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1. The core elements of the
Danish flexicurity system

Full employment can not be reached by the helpesierl economic
policies any longer; and international and Europigdegration creates
more and more limitations to the use of nationahemic policy-making.
This is only one of the consequences of more cdmpgive economic
globalization. The interplay with active labour ketrand social policies
is crucial and the selective efforts are gainingnaoetum and importance
in the European context. Labour market policy (LN&Pp be understood
as direct regulations by the side of the publitaiities in processes and
structures in the labour market in order to copéh winbalanced
developments and unjust distributional resultshef tmarket processes.
Regulations can be in the form of economic, legdbrmational, and
service-based programmes and the instruments cechbim concrete
policy programmes. The goal has, officially, beem gecure full
employment and better use of productive resourndst@ improve the
productive potentials as well as realizing equity.

Economic efficiency as well as social justice istake and they
must be bridged. This has Scandinavian documentgddongas and
Palme 2005, Dglvik 2007, Magnusson et.al. 2009 Yfaust stress
the welfare elements embedded in the Scandinavdiore of active
labour market policy; it is not a pure liberal pglistrategy even
though it lubricates market processes and imprawvebility and
productive use of resources. The policy becameaddribe pillars of
the policy-mix that has been typical of the Scaadian countries -
and especially Sweden and Denmark - during theftagt decades
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Denmark has developed a policy mix since 1993/@4inyg industrial relations elements as well as
political interventions in special relationshipso#t important is also the universal welfare state
framing.

The primary axe of this flexicurity arrangementifigh-mobile labour market and income
security but equally supported by active labour keiand educational policies. Together, they
constitute one of the three pillars of a Danish Iiéa Triangle” (OECD 2004, Wilthagen 2005,
Madsen 2005, Bredgaard and Larsen 2005, Madsen 2008, 2006, 2007, Jgrgensen 2006, EU
Commission 2006, 2007). Graphically, you can seertdpresented in figure 6.

Figure 6
THE CORE ELEMENTS OF THE DANISH FLEXICURITY SYSTEM
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Source: Own elaboration.

It is the interrelationships between the elemelmas tount and account for the robust results
achieved. Three general qualifications must be nradeder to understand the processes operating
between these elements and the consistency inythens. Firstly, the question of framing where
the need for support from macro-economic policgesvident, secondly, the place and support of
the social partners (or the labour market orgaitimatas they are called in the Scandinavian
countries) as central actors in the system, andjlyhthe importance of communication patterns
between and contact capabilities of actors at diffelevels of society. Often, the social partners
are placed in pivotal positions in policy-makingopesses, and we cannot conduct an analysis
without strong reference to the actions and stiase@f them when trying to explain how
flexicurity has been created and is functionin@panmark.

Without the interplay with employment friendly maceconomic policies, selective policy
efforts will not have big chances of success. Batbh and pull factors must be at work in order to
have balanced growth and rising employment. Anthfd®94, Denmark has actually tried to "kick
start” the economy with financial and tax reforinelping domestic demand to raise. A policy-mix
of general economic policies and fine-tuned lalbmarket policies has been central to the Danish
success since the mid-1990es (Jgrgensen 2002,g02007). Demand-driven growth and active
LMP supported each other. When the economy recdvaand the labour market situation changed,
the macro economic steering could be corrected ageén, not to let inflation go up. And the
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exercise of synchronization succeeded which cawibeessed also by the fact that the Phillips
curve for Denmark flattened out, simply (see anAgxdespite growing employment and falling
unemployment. The policy-mix seems to work wellnBerk is also having turned a deficit on the
budget balances into the opposite and is havingcestipublic debt considerably. But this has be to
regarded as a side effect of successful governaxperiments and experiences within the
flexicurity system, supported by welfare investnsegmid sound general economic steering.

It is also important to stress the central positibrihe social partners, not only because of
their own regulations through collective agreements huge importance in the Danish system -
but also because of the central role as policy nsalked implementation agents which they
perform in the system. “Competitiveness” and sulihas well as procedural justice are basic to
the policy efforts. This is also an argument foe tBcandinavian welfare states to take an
overarching responsibility for labour market polagvelopments as well as steering arrangements;
but — as noted - the public authorities share theivers with the social partners and decentral
actors (municipalities and representatives of céaciety). The social partners are to be placed in
key positions if you want cooperative adaptatiobégproduced as the labour market organizations
have effective veto power positions within the eyss.

Thirdly, contact capabilities - not only contracpabilities — are fundamental (Jgrgensen
2002a, 2003, 2005, Swensson and Oberg 2002). Adsalevery level of Danish society short
power distances have been developed, making easgsaito decision-makers and other actors. A
culture of cooperation and consensus is preseryadsiitutional and behavioural reproduction of
common hands-on policies. Information, consultatiod co-determination are strongly developed,
also forming trustful relationships between actox®r time. This constitutes the institutional
puttying of processes (Kristensen and Whitley 1997)reality, no security for development of
trust and cooperation is given; it is an open eitgliguestion. No labour market regime is without
conflict dimensions — a regime simply builds onftiohlines. But the ways actors find institutional
frames for combating and finding solutions to chiaggroblems are decisive as to cooperation and
learning. This will be one of the fundamental lessdo be learned from Danish history and
flexicurity strategies.

Historically, you can see partial breakdown of te@sensual pattern bargaining in Denmark
as well as in Sweden, Norway and Finland duringlés¢ three decades. But only by regaining
ones” composure as to cooperative adaptation aaddBmvian governance principles, did the
actors in the Scandinavian systems revitalize potionsensus (Magnusson et.al. 2008). The
central requirements in the active labour marked aducational policies call for cooperation
between actors, for common understandings, delibergprocesses and wise decision-making
under a strong institutional set-up. Cooperatioednéo build on mutual recognition, mutual
understanding, clearly defined goals and lastiegrmtives for the actors involved.

Political implications have to be noticed. Normg feage formation have also changed
during recent decades. From 1987, the social parinddenmark have declared that they will take
the macro-economic situation into consideration nvhegotiating wage increases. Besides this,
decentralization of wage bargaining has enhancedi¢iibility of wage formation and resulted in
slower nominal wage increases.

In a Scandinavian context, labour market policydeeply interrelated to the industrial
relations system and the social partners becabseilanarket regulation is a joint voluntary and
public affair (Scheuer 1988, Elvander 2002, Dgl2B07). One has to remember that the social
partners regulate most of the questions relategayy working conditions, working time and
industrial rights, which in most other Europeantsys are handled by Parliament, and the social
partners have a strong or pivotal position toodlation to public policies. You can talk of a C-
formula of Scandinavian labour market regimes: €uive agreements, corporatism and contacts.
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The social partners are both privileged policy makand policy takers. The relationships to
general economic policies become — as noted -arasiwell when talking about the importance of
active labour market and educational policies. @&she governance question of the public sector,
more coordination of policies and practices ateddht levels has been called for since the 1980es.
Coordination involves cognitive, behavioural anstitutional aspects. No doubt, smaller countries
have some advantages because of closeness ando@asynication channels, but the size of the
public sectors of the Scandinavian countries amd tomplex structure must also be taken into
account. The fact is that Denmark has learned doa® some of the control and coordination
deficits which were obvious during the 1980s andyeh990s. Governance problems have been
reduced endogenously (Magnusson et. al. 2008). Adsscontributed much to better functioning
governance structures and to the Danish flexicstitycess.

The primary axe of the system produces high nurakfiexibility, high mobility, low job
security but high incomes and employment securggywell and it helps making quick and
cooperative structural adaptation possible. Withhatpublic policy measures, highlighted here by
active LMP and educational policies, it would netgmossible to reallocate resources and give wage
earners the qualifications and motivations neededbkaring the costs of adaptation. Neither
would it be possible to produce acceptance of thaetiges of coping with constant uncertainties
this way. The collective representation of intesdatthe system on both employer and employee
side is fundamental to the processes of joint d@tisiaking and to the contact capabilities in and
adaptation potentialities of the system.

24



CEPAL - Serie Macroeconomia del desarrolfon§ Flexible labour markets, workers’ protectiord dthe security of the wings”...

I\VV. The functioning of the
Danish system

Debates on flexibility during the last three deabave put pressure on
existing regulatory frameworks all around Europatétion of workers
with long tenures, regulations of dismissals amdl@runions efforts of
securing their members” job and rights have beeunsad for being
obstacles to economic growth and adaptation. uttistital rigidities have
been politically disputed. Deregulation has alsenbpolitical goals for
governments in many countries in the hope of impgthe functioning
and effectiveness of the labour market. Employeftaim for more
freedom and stronger flexibility have, however, roeaet by efforts to
preserve existing structures and rights for worlaerd more successfully
so in the Northern part of Europe than in AngleHrsystems. Denmark
has been especially interesting because of thelitradition of “hiring-
and-firing”, going back to the first ever genergitelement in the world, the
September Compromise from 1899 (Ibsen and Jgrgdi$5€n Due et.al.
1994). Here the employers got the right to adjustpower to the needs of
the enterprise while the employee side got thé tighe recognized and to
make collective agreements. High numerical exteiazibility and high
mobility within the labour market has been the lteglso because of an
industrial structure with many small and mediunediZirms and high
organization of wage earners in trade unions atglugational lines
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Seen comparatively, politicians in Denmark have enadatively few efforts to intervene in the self-
regulation of the social partners through collectagreements and professional deals; and thisdealan
between voluntaristic regulation and political rdatjon has implied a low level of job security for
workers (see figure 7 below) and a high degreeegidom on behalf of the employers as to regulating
employment. The result is the highest rate of wenand the highest level of mobility in Europeréie
Denmark is to be grouped together with the USAthedJK, the liberal systems. In Sweden, the labour
movement took chance of improving job securitytiallly during the 1970es. Denmark stayed close to
the Anglo-Saxon world in relation to low job setyrit has been social security — high unemployment
compensation rates and a decent level of unemplayipemefits and social assistance — that has lkept t
Danish system on its Scandinavian welfare course.

Figure 7
PROTECTION OF PEOPLE IN ORDINARY EMPLOYMENT IN SELE CTED COUNTRIES, 2003
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Source: OECD Employment outlook 2004.

Danes take up many jobs during life-time. And tlesen think this is good for themselves
and for society in general! As a consequence, &msifow in Denmark compared to the rest of
Europe and to the other Scandinavian countries @& W has even been lowered from the
beginning of the 1990es while in most other coestit has actually been growing (Auer and Casez
2003 — see figure 8).

Figure 8
AVERAGE TENURE IN SELECTED EUROPEAN COUNTRIES, 1992 -2000
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Source: Auer & Casez, 2003.
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Ireland is the other exception. These developmamss not what you should have expected
seen on the basis of the strong demands for mexibility within the labour market during more
decades. But more continuous developments exidt;emerything has become “flexible” and
changing. Stability persists. This also goes wiih high Danish numerical flexibility. Almost
every third person within the Danish labour maikeghifting employment each year. The high rate
of turnover and shifting of employment is documeritetable 3.

Table 3
JOB TURNOVER AND SHIFT OF EMPLOYMENT IN DENMARK, 20 01
Number of jobs/ Number of jobs/

employment employment
Job turnover Number of jobs Percentage
Job creation 285 000 12,1
Job destruction 266 000 11,4
Shift of employment Number of persons Percentage
New jobs 736 000 30,8
Dismissals 714 000 30,2
Number of wage earners 2 379 000

Source: AEradet on behalf of IDA.

Denmark is special in having liberal traditionst@ashe flexibility element and Scandinavian
welfare state traditions as to security. A hybmgpéoyment system, you can say. High mobility has
been important for many years also because oféabiethat Denmark and the other Scandinavian
countries are open economies in need of quick atlaptand innovative organization of work.
Dominance of small and medium sized enterprisegibones to a readiness on the side of workers
for job shifts and transitions within the labournket important. Craft traditions and common skills
and qualification priorities have facilitated thexible labour market. Internal labour markets are
seldom seen in Denmark because of the predomiredraseall and medium-sized enterprises in the
industrial structure. And with lower entry barrieasthe enterprise level it is easier to shift from
one firm to another. The level of job turnover anability between jobs is high for most categories
of employees within the Danish labour market. Edghe regulated job security is very low, the
perceived job security might be higher. It is thjsctive job and employment security that counts
(Anderson and Pontusson 2007) and you have to demsmrthe different components of job and
employment security.

For a long time, matching of unemployed personsjahddpenings has been a public issue
and a policy goal in Denmark. Reforms during th€éQE% installed a public employment service
system (“AF-systemet”) since 1969 operating withetgral offices all around the country and with
the social partners in important steering positisinge 1975. The place for LMP has been clear to
all political parties and to the social partnersaadl even though the LMP did not get the same
level of ambition and the same level of resoureemfthe beginning as was the case in Sweden,
the epi-centre of active LMP. Unemployment since ldite 1970es and especially during the late
1980es and the beginning of the 1990es was thegl@maokd for stronger political efforts to fight
social exclusion and this implied to raise amb#i@md resource mobilization. Since the end of the
1990es, the role has changed between Sweden anwallenNow Denmark is the European
country using most money on LMP — both as to thvegart and as to the passive one, which can
be seen from figure 9.
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Figure 9
EXPENDITURES OF LABOUR MARKET POLICY 2005
(Spending as percent of GDP)
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Without doubt these heavy expenditures on activePLhte seen as productive social
investments in Denmark. Even the present right vgogernment who took office in 2001 heavily
supports strong investments in labour market antatbnal arrangements because without these
the Danish flexicurity system would simply not beecational. Employers support the investment
strategy of LMP too even if they do not want a abcationale to be constitutive for decision-
making as to public policy. This calls for a deepeplanation of the role and functioning of active
LMP in Denmark. This will be the discussion in sect5.

Danish employers do not only benefit from the lare-fire options and from very few
political restrictions as to the licence to opetat¢ also from strong public policy arrangements in
labour market and welfare policies. The public esgypient service gives help to all kinds of
employers, free of charge, in relation to both wetrg and further training and education of
employees; and the costs of active LMP is placdg with the tax payers, e.g. the employees
themselves. The way public welfare institutions duons with comprehensive child care and
health care facilities, leisure-time facilities,uedtional arrangements and old peoples” homes,
eldercare etcetera heavily supports women takinfyllfime jobs in the open labour market. Full-
time housewives have been growing rare in Denmark.

As Denmark and The Netherlands are so strongly bgete EU institutions as examples of
well-functioning flexicurity systems, it will be wth noting that strong differences exist between
those two kinds of systems. About 75 percent ovalinen in The Netherlands are employed on a
part-time basis which is not the case in Denmarkd Avhile the central government plays a
decisive role in The Netherlands a broader govematructure is to be found in Denmark. Some
of the principal differences between the two flexity systems are represented in table 4.
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Table 4
PRINCIPAL DIFFERENCES BETWEEN DANISH AND DUTCH FLEX ICURITY
The Netherlands Denmark
Governmental regulation (for weak groups) Governance without much government (for the whole system)
Social partners important Social partners in pivotal positions (until 2007)
Part-time economy: Full-time economy:
Gender based Not gender-based
Many fixed-term contracts Few fixed-term contracts
Job protection high Job protection low
High social protection High social protection

Source: Own elaboration.

It is worth stressing that the Dutch flexicurityliog of the government aims at improving
flexibility for the firmly integrated workers whilstrengthening regulations as to employment and
us of less integrated people and “problem groupighinvthe labour market (van Oorshot 2004).
This is done solely by legislation. In Denmark xfirity arrangements do not have the same
targeting as to “weak groups” but covers all pessand enterprises in the system. Regulative tools
differ too and it is a joint public-private effort.
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V. The importance of active labour
market policy and lifelong
learning strategies

As an important selective type of policy LMP islldiairly new on a
European level, but due to the fact that generah@uic policies are
becoming more tied up by internationalisation atfldaims, LMP has
advanced on the political agenda. The Lisbon gfyadt®m 2000 and, of
course, the European Employment Strategy from 1998 directly
builds on labour market regulations as proposetidy¥Essen Summit, and
in more European countries this has been a nevinguitant experience
contributing to changing policy content and procedu(Pascual and
Magnusson 2007, Zeitlin and Pouchet 2005, Bredgaadd_arsen 2005,
Barbier 2005, Jargensen 2005, Galgoczi 2004, Pa2a04, Watt 2004,
Lind et.al. 2004, Magnusson and Strath 2005). Yauccalso say that the
EU subsidiarity principle further helps nationalogties. But Denmark
has a longer history not only as to LMP, but eslgcas toactivelabour
market and educational policies: these policiesstand the question of
giving wage earners income security during unenméoy and
administrating peoples” unemployment “carriers” attiresses active
help for individuals and firms; a balanced fundtignof the labour market
is at stake. The public sector has to monitor agdlate market processes
and set up services in order to help job seekétimggdack into the open
labour market (eventually on a higher gqualificatienel) when being
dismissed and to help firms solve their manpowet goalification
problems, thereby improving employment opportusjtigroductivity and
mobility within the labour market.
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Compatibility of growth and welfare objectives aimderplay with the industrial relations
system ought to bring a consensus platform for LA this is not necessarily the case, on the
contrary. It is difficult to imagine a field of gemment policies that is more controversial and
infested with vested interests than industrialtietes and LMP. The state is involved in regulations
and interest struggles with fundamentally conftidden structures and opposing actor strategies,
especially from the side of capital and labour. Thierrelations between class conflicts and
regulatory needs are both reciprocal and contr@lerBhe cleavages stir up socio-economic and
political questions, and the diverging nationaldaegional/local) responses to these questions
result in more or less stable paths to conflicohgson (Campbell, Hall, and Pedersen 2006). In
addition to the horizontal interest conflicts theaee vertical conflicts where state actors can
identify problems and act contrary to regional dmchl actors. More sets of interest games are
going on, and there are genetically and structuialtituted norms and values for managing and
“resolving” conflicts.

Negotiated solutions have been cultivatdtbugh, giving institutional profile to the
employment and labour market regimes. The Scanidinaystems are both conflict systems and
conflict resolution systems (Jgrgensen 2000, Stdlé@8) and they are publicly organized as to
policy developments. The countries with the highdsgree of institutionalisation of conflict
resolution are normally also the countries with Hest performance in terms of labour market
development. It has been witnessed that proactidecaherent design of the contents and process
sides of labour market policy is a prerequisiterfisust results (Crouch 2005, Streech and Thelen
2005, Goetschy 2005, Scharpf and Schmidt 2000).teébonsteering and financing are to be
synchronised, but the selective effort simultangonsed to be supported by the general economic
policy because the individual sector developmergsembedded in a wider set of factors relating
to the particular policy mix adopted and to ecormfhictuations.

From the beginning of the 1990s, you could seetiatéonal organizations as the OECD and
the EU recommendintactivation” as the core reform strategy for the labour mar&étsurope.
This was to be seen as part of the strategy foormehg the welfare state The level of
unemployment benefits and social benefits wereetdolvered which would bring more people to
work. Stronger economic incentives to take up aglebuld be created, and in case people did not
comply with the requirements they should be purdséeonomically. The social systems and the
labour market policy system should be “activatdd®mands on the individual unemployed person
should be tougher; individual obligations and daisbould be stressed. The message was clear: use
sticks more than carrots! By the help of reformghad welfare support systems and creation of
“activation” measures the whole system of sociabtgmtion should be changed, reactivated
(Barbier 2004, Lind, Jgrgensen and Knudsen 200d¢URh and Magnusson 2007). However, the
European countries made quite different forms difvation systems and more concepts are being
used to characterize these measures and incertivetuses (“workfare”, “welfare to work”,
“insertion” and so on).

Denmark and the other Scandinavian countries datestihe active corner of Europe as to
LMP. And the Scandinavian countries all have a ltnaglition for work being a prerequisite for
receiving economic compensation for the loss obine. Citizens in the Scandinavian countries
have for a longer period of time been defined asrkers”, backed up by the strong power position
of the labour movement, especially in Sweden. Therking lin€ and active LMP is one of the
most important pillars for having everyone partitipg in working life. Elements from the
Protestant Ethics are clearly to be identified. @kénition of (potentially) everyone participating

®  While theretrenchmenteform ideas (Pierson 2001) have signalled a nelieypdirection with quantitative reductions in $aic
spending and new definitions of social rights (fien@lue, eligibility, and entitlement)yestructuringideas (Clasen 2005) address
the policy profiles with more qualitative claims &s activation, innovation, shifts in public/prieatmixes, and shifts in
conditionality mix (need, reciprocity, universalismctivation is part of the latter welfare refostrategy.
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in the labour market is not seen only as a publiodgand a measure to improve productivity
simply, but also as a resource for tax revenuesaandy of financing welfare. For the first part of
the 20" Century, though, it was mostly men who took benfeim this consideration; but during
the last three decades women patrticipate on ar bgas in active working life. There is a moral
principle behind the Scandinavian labour markeicjes: rights and obligations go together

A generous income substitution level presupposasoag work ethics: you have to be ready
for taking up a job. Citizen rights can not be wstieod unless you also recognize the obligations
of the individual. Income compensations are aldoutated on the basis of earlier income from
paid work. It is mostly within the policy field gfensions that you have a clear dominance of
universal social rights. Now, as the active elemaritLMP have been strengthened during recent
years in Denmark this is mostly to be seen as &akwf the working line and qualification
principles. Activation measures have meant no furetdaal break as to the guiding principles of
governance. However, the active profile of labouarket and educational policies has been
sharpened in relation to working line and you cae marginal reductions in income substitution
levels for some groups, more tailor-made solutiansl decentralization. This has introduced
elements for an apparent “work first” approach. Tinenicipalities have become a more important
producer of services and organizer of activatiomsuees — also in order to mobilize those people
far away from the open labour market. Now, new cammrganizations of activation measures in
which state and municipalities cooperate are beiage in Denmark (from 2007). In this respect
some harmonization with European developments ntigirecorded but the level of ambitions and
the fundamental policy principles behind still diff

The functioning of active LMP and educational piglicin Denmark promises solutions to
key present issues in European labour marketsngd@bour productivity in general and especially
by investing in skills and abilities of the labdorce, reducing unemployment by the help of a mix
of general employment friendly measures and tadgeteasures to reintegrate unemployed people
into the open labour market, to encourage highgyl@yment for those presently out of the labour
market, that means those able to work, to incraasbility on both a geographical and a
professional basis, which will help both firms andividuals and which can keep wage increases
and inflation down, and — last but not least - anpensate and redistribute income, work and life
chances. Readjustments and adaptation processedsatiogn miss-match problems have been
facilitated this way. And from the very beginnirtbe working line has been the current-carrying
layer of labour market and qualification policies.

All of these objectives were part of the originahtributions to active LMP having Sweden
as the fore-runner. With the establishment of “Ashearknadsstyrelsen” in 1948, an independent
planning body for labour market policy with corptisa steering, labour market policy could be
better organized and find legitimization. And frone early 1950es, more and more measures were
developed in accordance with thoughts in thielin-Meidner-model(Hedborg and Meidner
1984), a way of modelling interventionist policiea the basis of general economic control of
prices and acceptance of solidaristic wage policokeshe trade unions — and having “creative
destruction of capital” as a positive side effddtis is to be seen as a Schumpeterian way of ¢ettin
unproductive firms watering down by competition.eTimodel got accepted and it has been used
both as an identity mark for the Swedish sociefplkehemmet”, the People’s Home) and for
sectoral policy designs. Until mid 1990s, Swedept ks leading position in this policy area but
then Denmark took the lead position and has kept least since 2000. Social policy goals and
economic developments have not been seen as ogposih the contrary: more economic
efficiency can go hand-in-hand with more welfareneénts provided for citizens (Kongas and
Palme 2005, Watt 2004). As mentioned, this is pkst of the explanation why neo-liberal policies
have not been implemented in Denmark in a similay \as has been the case in most other
European countries during the last decades (Camphdl Pedersen 2001, Campbell, Hall and
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Pedersen 2006). Institutionalization of interegtresentation, selective mechanisms build into the
systems with the division of labour between pdhtits and social partners as important variable
and path dependencies as to social and labour taokeies are operational.

By extension of the considerations from the Rehneier model, we can come to a more
comprehensive understanding of employment and Ligdédsgand functions (see also Rehn 1949,
Meidner and Niklasson 1970, Hedborg and Meidner4198eidner 1998, Milner and Wadensjo
2001). Brought to the most fundamental elementdyextabour market policy consists today of
four functions (Jgrgensen 1985/86, Hansen et.al. 1997, Bredgaarel.e2003): allocation,
qualification, activation and incomes security. Bwally, you could also add occupational health
and safety; but this regulative function is notyeell integrated into the active parts of LMP. The
first three are the active functionsllocation is fundamental and embedded in the way every
modern economic system works: public help to bdeghand and supply in balance. It is a kind of
exchange of labour, securing that employers andevesgners can find each other as quick as
possible by making the labour market transparewing guidance and information, and by helping
firms and job seekers to be matched in a proper. Vihg transaction cost will be diminished,
mismatch situations, bottle necks and quantitatissequilibrium are avoided. Seen qualitatively,
the matching processes will improve the functionifighe labour market. The allocation function
also brings strong political backing up of publimpoyment services, also because it is a
functional part of the operations of every markettem.

During the last two decades, more and more decisiakers have realized that the
qualification structure of the labour force is a crucial fadtoimproving the competitiveness of the
enterprises in a more and more knowledge drivenleacdhing economy and for the individual
wage earner it is of crucial importance in ordest&y in the labour market with changing demands
and job opportunities. The Lisbon strategy from@@ad the revised edition of 2005 strongly build
on this view, promoting life-long learning (LLL).LL is now also one of the four core elements of
the EU Flexicurity approach (EU Commission 2007ual@ications, mostly formal ones, have
become something that gives you access to jobsoacareers. Both on-the-job-training and formal
learning is crucial and the publicly organized diménced further training and education system
(CVT) in Denmark is decisive as to a well functiegieconomy in which small and medium-sized
firms dominate. There will be a permanent undestwent in the skills improvements of wage
earners in case the public sector do not interegigeorganize activities — which they do. Denmark
has set-up a further education and vocational itrgisystem early on for both employed and
unemployed people. A system was founded in 196QtHernon-skilled workers and for skilled
workers an equally broad and comprehensive eduradtgystem was founded in 1965. Secondly,
the unemployed persons also need to improve thedlifccations and through “activation”
measures education and further training has also becentral element in the programming and
implementation of active LMP. A stronger ambitiantd have life-long learning for all persons
realized and this have been an official goal forendecades now. In fact Denmark is one of the
European countries with most adult people taking @eery year in further training and education.
More than half of the labour force has been regist@s being involved in some kind of education
— public or private, job oriented or not job oriedt inside or outside working time — during the las
year and 13 percent are concluding a CVT coursk year.

Up till year 2000, the number of people and thaificial resources spent on vocational
training and education were rising but since thes been a stagnating development. Politically,
efforts to try to change this trend again are naindg made by the help of neo-corporatist
arrangements. In 2006 and 2007 tripartite negotiatihave resulted in new allocation of public
money and joint efforts on the side of the socidtipers to bring lifelong learning to a stronger
position within the system.
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Giving unemployed people training and educatiotoibe seen as part of this ambition, and
by combining qualification measures for the unemetbwith measures for employed people you
might produce both immediate gains for the laboark®et and develop potentialities. However, a
number of traditional economists still challengis thssessment, based on quantitative evaluations
made on measurement of individual support and imcsituations (Kluve et.al. 2007) Others use
other methodologié§ The position of the author is that the qualitythid activationoffers is most
important for peoples” positive motivation and fwoducing robust results. The philosophy behind
activation is to place unemployed people in comcitrangements related to employability that
should give them better opportunities for beingtejrated into the open labour market — but at the
same time work as a mechanism for achieving therdiigocialization of people. Penalties might
be applied if a claimant refuses to participatesith employment programmes. So there is a
special dialectic between control and helping pedplfind work themselves or to have a decent
life based on welfare arrangements. Here the Spawidin countries again were early pioneers as
to “activation” arrangements, helping transitionsdachange of occupations — but without
weakening the level of social protection for thereneulnerable groups of unemployed as has been
seen in many European countries. Rehabilitation efifiotts to bring down sickness levels are
becoming more and more important as the labour ehdskapproaching full employment and more
supply of labour is needed (Hviden and Johanss@@)20 hen all productive resources in society
are to be mobilized by the help of employment aimbur market policies (Pascual and Magnusson
2007) and it is not only individuals who must beativated: it is a question of mobilizing the
whole system of social protection (Barbier 2004).

High unemployment benefits and other formsimdome securitygives people a way of
coping with temporary placement outside the labuarket and help you not to loose faith in the
future. By trying to reallocate resources this widng public sector help the individual and his or
her family to still function on a decent level kiep up total demand in society, thereby securing
total employment levels, and it prevents employéxsm having unjust and unacceptable
exploitation developed. This passive part of labmarket policy is, however, a necessary element

10 Economic analysis critical to the effects of highemployment benefits have empirically also cotregéed upon effects of

unemployment benefits on labour market stocks {seexample Boeri and Macis 2008). As to a flexiguposition it is more
relevant to focus on effects on flows. Here positisizable, and significant effects on job reaflimraand worker’s attitudes can be
registred.

Introducing massive LMP measures normally provdiseussion as to the net effects of these measBtesh programmes have
both positive and negative effects on future empleyt possibilities of the individual and on thedtianing of the labour market.
Economists usually concentrate on three kinds feices: 1)the motivation effecimplying that an unemployed person will seek
jobs more actively immediately before participation a mandatory activation programme. Measureménthis is done by
calculating the probability of leaving unemploymégfore being obliged to participate in the actonatarrangement. 2fhe
qualification effect which is seen as the increase in the unemploygdops” qualifications during an activation progmeen
thereby improving the chance of finding a job afi@ds in the open labour market. AndtBe “lock-in effects) defined as
possibility that an unemployed person will not eely be seeking jobs while taking part in a progmeen The first and the second
effects are the two most important ones to discuss.

In Denmark, the Ministry of Labour (since the shfta right-wing government in 2001: the MinistfyEmployment) published in
2000 a study based on new, own databases, docungéhdit the chances for finding a job after pgpating in activation measures
actually improved; employability was enhanced, meas as the reduction in the proportion of the yeawhich the individual
person receive any form of transfer income. Thegétive) measure of improvement of the employminéatson of the individual
is connected the qualification effects. Private fi@ning has shown the best result this way (leub@ps also because of visitation).
For public job training and labour market educatibere are also positive, but less significant ltesd fully in line with
international studies (Martin 2000).

Other micro-based analysis using fix-effect metheoaisfirms these findings (Geerdsen 2003, RosholthSrarer 2004), but some
economists take for granted that only the motivagéfects of activation is really important (DR02) 2007). These people point
to the Anglo-Saxian labour market model as the reffgtient one (D@R 2007, p. 197) and they recomunienvering the benefit
levels (ibid. p. 208). This again is equal to sgyihat you should reduce the quality of the actraprogrammes in order to have
less attractive measure, forcing people to findkathemselves. This reduction of training and otHements in positive activation
will do harm to the skills improvements and quabfion effects of activation. (Parallel Dutch expeces with a more “Work First”
based approach are discussed in Bunt et.al. 2008).

By focusing more on mid-term and long-term effeaftactivation and using a more macro-oriented agghipthe Danish activation
programmes are considered much more positive bBr sitholars, especially in international compassatere Denmark is among
the best performing nations without doubt (Madsed&).

11
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in giving people “welfare security” (Auer and Gaz&906) and to cope with flexibility. It is central
to Danish flexicurity and it is also a crucial paftthe European Social Model (Adnett and Hardy
2005, Jepsen and Pascual 2006). The relative legargsity of the Danish unemployment benefit
system is documented in figure 10, indicating the compensation rate as the highest in the EU
area.

Figure 10
UNEMPLOYMENT BENEFIT LEVELS IN SELECTED COUNTRIES, NET COMPENSATION RATES 2002
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Source: OECD, 2002.

During recent years, the Danish compensation hatfonot been regulated in full accordance
with increases in the general price and wage l&adrefore, the unemployed people have suffered
a relative loss of about 10 percent during the fastyears (as to calculations by the Danish LO
(2006)). Some marginal groups in Danish society odptes on social assistance and new
immigrants — have seen their economic compensatimy reduced even more. Political decisions
as to ceiling of social assistance and a specialréde for “start help” for immigrants have since
2003 downsized the social security for these grolips is not in accordance with the general and
traditional trend in Danish labour market and wedfpolicy. We will return to this problem within
the Danish sysem in section 7.

By adding the LLL arrangements in the form of cnatus vocational training and education
to the Danish flexicurity system, we can reformalliie core elements and their interrelationships.
This means exchanging the “Golden triangle” of higbbility, income security and LMP with a
fourth element of LLO. This new coordinate brings wage earners the chance of having
competences to be mobile within the labour market during more years of their active working
life: they will, hopefully, experiencethie security of the wingGosta Rehn). Flexibility on the
side of the work force, high mobility and skillshemcements and education goes together. A life-
course perspective is also brought into the pictayethis extension of the “Golden triangle”
(Transfer 2004). Graphically, the reformulated Baniflexicurity system will look like this
(Bredgaard and Larsen 2007).
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Figure 11
“THE GOLDEN QUADRANGLE": EXTENDED VERSION OF THE DA NISH FLEXICURITY SYSTEM
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Source: Own elaboration.

Now, we need to talk of the Danish flexicurity syst as a Golden Quadranglé
Qualification elements and LLL strategies to pragltithe security of the wings” do not only stem
from education in active labour market policy bisiba— and fundamentally — from the Danish CVT
system set-up for both employed and unemployed lpedyl active persons within the labour
market are potentially participants in this welkrgualification system with a lot of local and
regional educational institutions implementing Ibiey learning strategies. The educational
institutions have corporatist steering bodies ak. vixe the history of this CVT system goes back to
the 1960es as does the history of the labour maiety in Denmark, the flexicurity system is not
identical to the new active LMP of the 1990es (#srodescribed in international contributions to
the flexicurity literature). There is more to ierrd more history to it than the last 15 years dicpo
reforms. More information is to be given in the nhe&ction. You can learn a lot from this history
as to questions of organizing and changing corgedtprocesses.
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VI. The historical development
of active labour market policy
in Denmark

Until the 1960es, LMP in Denmark was mostly an aygpeto social

policy, and the primary tasks were to fight unempient and improve
occupational health and safety via individual pcéit initiatives. The

picture changed after the mid-1950es when induigigace no longer
satisfied industrial needs. The industrial growthtlme 1950s and
1960es demanded a mobile labour market and direeergment

interventions in the labour market were instituéibsed. The 1960es
became the formative period for LMP, first with @cational training

system for semi-skilled workers in 1960 and theitintsonalisation of

continued education of skilled workers in 1965. QGofethe most

significant events in this connection was the é¢osabf the public

employment service (AF Arbejdsformidlingehin 1969 after many
years of preparation in commissions.

Early on, LMP comprised elements of welfare andridlistion.
The very generous (according to international saess) and mostly
government-financed support system was establighdgenmark. It
was based on needs — not considerations on priddity. In 1969,
fairly wide frames for support were adopted. Uneasgpient benefits
and the state's share of these benefits were raddigibility for
insurance and unemployment benefits was eased, laigt
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compensation for loss of income secured. In rethenemployers were exempted from disbursements for
unemployment which the state took over. Consequexgtithe employers never had to secure employment
and support, the hiring and firing costs for bussies have been very low. Flexibility is highly dat€his
could be calleca mix of high social protection and low job seguritow job security implies high
numerical flexibility within the Danish labour matk But the socialization of costs and public Help
unemployed keeps employees from protecting thesgmt job in negotiations and co-determinationdsun
The strong interventionist policies and securitfiniteons for wage earners facilitate the use exitbility
strategies by employers.

When LMP became an independent policy field in1®@&0s, it somehow took in complementary
elements of government “market lubrication” and farel protection. Until the mid-1970s, politicians
thought that economic growth and full employmentengermanent and that concepts like crisis and mass
unemployment were ready for the museum. But treyéal: Danish unemployment rose from 2 percent of
the labour force in 1973 to 7 percent at the enthefl970s, and to approx. 9 percent in the 198s.
emergence of mass unemployment meant that th@gxgsipport elements were put to serious use,tand a
the same time a number of selective measures neogliced to remedy some of the human costs of
unemployment and to ensure a certain educatidmedfindustrial reserve army” (Karl Marx). The pglic
raised its levels of ambition dramatically and sediutive elements were brought to the fore. Egmplnt
protection through activation measures giving a right to stay in the unemployment insurance system
and support became central elements in the LMPgaleith the economic crisis and growing
unemployment. To keep people in the system combivitld incomes support became the new main
functions in the LMP. It was attempted to realise former through government initiated additional
employment via public subsidies to private and iputanployment projects and (briefly from 1983-85)
public production (Dalsgaard 1985). Secondly, giterwere made to reduce the supply of work via an
early retirement option, and the early retiremahieme was introduced in 1979. The unions were, of
course, the most ardent advocates of these néativeis because they gave their members new options

When the AF and the municipalities took over adstiation of some of these schemes from 1978, a
two-tier labour market system was institutionalis€de AF primarily serviced businesses and insured
unemployed, and the municipalities had primary arsibility for welfare-oriented services and non-
insured unemployed (Damgaard 2003). The primargtifum of the employment protection schemes is to
find offers to unemployed in order they can mamgaconnection to the labour market. However, diiegt
nature of the initiatives, it is very difficult tdistinguish between passive welfare-oriented sesvic
(employment as a social measure and an attempifeict ¢he unemployment statistics) and active
intervention (e.g. skill enhancement).

The general “passive” character of employment seleralates to the tight association with the
support side of the policy which becomes incredgirgignificant as unemployment grows. Mass
unemployment thus placed a heavy burden on putpierglitures. The high unemployment increased the
incentive to become insured, and access to in®iraas expanded until 1979. As noted, Denmark has a
Ghent system of unemployment insurance dating tuad@®07 with strong public financial support. This
system operates with formally independent unempoyrimsurance funds but with close ties to theetrad
unions, giving these an easy recruitment situafidrose countries having a Ghent system: Sweden,
Finland, Belgium, and Denmark are also those cegntrith the highest unionization. More than 80
percent of all wage earners in Denmark were menaibéine system in the mid-1990es.

From 1970, this was a very generous system: afieryear's membership of the unemployment
insurance systemadkasserng the unemployed were entitled to up to 90 peroérformer income.
Ceiling, however, effectively reduced the real aepment rate. The employment schemes were
instrumental in keeping the majority of the unemgplb in the insurance system. Clearly, this was a
neglect of the working line principle. More poldicconflicts were unavoidable. The expansion of the
employment schemes in the 1970es was a resultlii€gdocompromises in which tight fiscal policy
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causing higher unemployment was compensated by emmoyment packages. Also the welfare

protection system was expanded in relation to iddal employees. As some of the few countries, the
Scandinavian ones even increased unionization githi@ crisis because of the association with the
insurance system (Ebbighausen and Visser 2002,200d). During the last years falling membership is
as noted to be witnessed also in The Scandinawiantries.

Employment protection and the expansive insuraysters have been controversial; and for several
reasons. First and foremost, the employers hatieisgdl the social policy elements that have been
introduced in LMP via the employment policy. Paitlyrelation to what must be defined as tasksHer t
public employment system (the “AF-system”), parthnd not least - in relation to a common neo-idaks
inspired argument that because the unemployednsérswentive to find work becomes too small, the
wage factor loses some of its weight in creatitiglanced labour market. In an international petisgc
the latter argument about reducing the supporsigshas not had a great impact on the policy pairSug
in the mid-1980es it was attempted politicallytidtgocus away from the employment protection sobe
in AF's task performance. In the mid-1980es, thedunis government therefore tried to subordirsetiest
that were motivated by distributive policies to fievice-oriented matching tasks. The open canfiint
reorientations of the 1980es were mostly seen immexdion with the way the labour market systems
prioritised their functions.

Nobody really questioned the fact that LMP contlioih economic and welfare political elements.
The expanded employment schemes and the suppernsyere not changed significantly. Education and
skills enhancement were introduced as more caxnalents in the labour market policy of the lat@QES.
Education soon became the new mantra for empl®/mehas unemployed people. Lifelong learning was
to be implemented for all wage earners. Continaihgcation and supplementary training would make the
labour force even more flexible in the labour marke labour market policy, it started in 1985 when
employment schemes were supplemented with an @hadat offer scheme (later called
“arbejdstilbudsordningen”, or “ATB"). Unemployed gge without qualifying education were trained in
between the employment periods. The decision teadpgesources for education and skills enhancement
could also be interpreted as an attempt to makertioyment scheme less passive. It is intereing
notice that the policy was made more active vidl-retated initiatives and not through cuts in the
employment offers and support — and this chandeitae in a period with economic crises and rising
unemployment. The historical compromise from thg@0#3 to balance labour market flexibility with sbci
security protection for wage earners was confirametiredefined - even under a bourgeois regime.

The policy profile remained intact until the eat890es. Internationally, a new discourse callimg fo
individualization of risks was to be seen fromltiie 1980es (Pascual Serrano 2004) and a litleitatiso
found Danish introduction. But the correspondingocete policy results did not really materializeoter
kind of change was underway, however. The offisialt signal was a White Paper on the Structural
Problems within the Labour Market (Arbejdsminigeril989), and it was continued in several
commissions. The practical changes followed ardiffiecourse. The first signs of change in the polic
came from another guarter, namely from social paind municipal initiatives for non-insured peojife.
1989/1990, the minister of social affairs introdligetivation as a new concept in the fight against
unemployment. It happened via the “youth benefit’rfon-insured 18-19 year olds in 1990, and wi¢h th
“activation package” from May 1992 it was expanttedover those less than 25 years of age. It wes th
the municipalities that introduced an activationagpt - a mix of obligation to work and skill enbament
- to young, non-insured unemployed (Bredgaard angedsen 1999). The skills enhancement element had
a central position, and legislation made it posdiblplan the activation offers according to thoividual's
needs. Metaphorically, committee reports and disesuhave endorsed the New Labour rhetoric about
replacing a safety net model with a trampoline rhddee policy has been made more active via a more
individual and tailor-made skill enhancement effortl a reduction in the insurance period from 18i€4
a new LMP reform. This need-oriented activatioortfivould be realised through radical regionaliggti
including strengthened regional corporatist bodies, via the introduction of individual action piaihat
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would describe the activation process and funet&®a contract between the labour market systerthand
unemployed individual. It has worked as can be feem unemployment figures and fewer unbalances in
the labour market.

A governmental change in early 1993 quickly paves way for thenew LMP reformto be
implemented from 1994. Unemployment had set neardsec The new Social Democratic-led government
created a new type of labour market “deal”. Fropeod with fiscal tightening and a politically apted
high unemployment which was compensated with fachiag protection systems (administered by the
unions), a leap was made to expansive fiscal paieguine and early individual training of unemgly
and new regionalised, corporatist steering arraagsnOn the other hand, the almost “sacred” fiotec
systems were attacked with shorter insurance peibogher availability assessments, and obligatory
activation. In combination with the reform, leawhames partially institutionalise the idea of exgjtthe
labour market on public support. Leave for up te year for sabbaticals, child care and educatidméth
continued unemployment benefits (only 80% for titgbatical scheme) were introduced in order to educ
the labour supply. This right applied to employsdagll as unemployed. The favourable conditions for
taking leave were reduced significantly during 1880s, and sabbatical leave was abolished aftgraonl
few years.

This reform from 1994 reorganised the LMP bothemms of contents and steering. In terms of
contents, a need-oriented approach replaced theeffaule-governed activation effort. Hence, where
certain types of activation measures were offeregexific points in the individual's unemploympetiod,
diverse activation offers could now be made attang during the unemployment period, accordindnéo t
needs of the jobless person and of the local @rralgabour market. The effort was tailor-madeciation
to the problem structure, based on the individatibia plan. Education and job training were the tmos
important offers. A promising instrument like jofitation was also applied, and here efforts foregdbl
would be combined with training of already employEade general benefit level remained unchanged, but
the right to unemployment benefits could no longerextended via activation or employment schemes
(also counteracting municipal speculation in finainmisuse of the old system). The maximum peniod i
the insurance system before was seven years,hgithassibility of an extension of two years' ledigs
was reduced to first five (1996) and then to faarg (2000).

If it is relevant to talk about two directions faistrategy that aims to increase the incentivleof t
unemployed to accept work via disciplinary elememis a strategy aimed at training the unemployed so
that they can re-enter the labour market, therpttiey is going in direction of the last one (Madse
1999, Hansen et.al. 1997). The active labour madiaty has caused a shift from benefit-based kocia
efforts to more social integration and offensivéore$ with tailor-made arrangements. There was a
greater emphasis on an active policy where thetambs to encourage a new behaviour among the
jobless people. At the same time, the rights siracthat was associated with the passive versien ha
been supplemented with obligations for the indigldunemployed. Everybody has to be active — the
working line is fundamental. And the qualificatieffects of activation were to dominate the motoati
effects of being placed in activation.

The Danish 1994 reform was adjusted three tim#sinemainder of the decade. Each reform was a
step towards a less activist approach at the ralgard local level. The regional corporatist bodiiss
some of their competence in connection with, faneple, a more statutory mandatory activation (ans t
less need orientation). Other effects are regiriateess to the unemployment benefit system aigti¢ou
availability assessments. The municipal activatioty was legislatively expanded to include all non-
insured, and an option to reduce cash benefitdrdiants was introduced. Also the possibilities and
conditions for leave were reduced significantlyrgea groups were broadened and activation made more
compulsory. From the start of the activation offemghe public sector has acted as employer tbfdasrt.

The private sector never delivered the number bf tfaining offers expected. The state and the
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municipalities have had to create a lot of additidypes of jobs and more kinds of job traininglitées to
carry out this important task.

You might like to ask what are the differences leetwthis strategy for public intervention in the
labour market (state-driven strategy) on one sidengo-classical inspired market solutions on ther®
More observers have categorised the Danish labarketrpolicy as an offensive “workfare” strategpxC
1998, Torfing 1999, 2004). Despite certain “workfanspired elements, it is more than doubtful ket
the Danish policy really fits in the category, eddt in a narrow sense as a punishment basediaotiva
strategy. It is doubtful for several reasons: Tiktlically constructed welfare systems in the afdaanish
labour market policy are still very developed adoay to international standards. And despite dioks,
the benefit system is not linked exclusively todgpio quo in the form of work requirements, and the
disciplining effects are also toned down. For eXemhere have been no substantial discussiond abou
reducing the unemployment benefit level since tilitiqal discussion before the labour market refamm
the beginning of the 1990es. This was not politicarrect at the time, and it is still difficuth propose the
use of German “Hartz reform” recipes. The changdyg applied to the length of the benefit period and
stricter availability requirement. That means thalow wage strategy initiated via reductions of the
unemployment benefit level has been seen as plijitisnacceptable. The actors agreed on an offensiv
strategy: activation instead of reductions (up 2ll03). The LMP strongly emphasistaining and
education of employed as well as unempl@asedoted. Continued education and vocational tigihas
been operational since the 1960es, as noted) fmoaps and with high ambitions and public insititoal
support. Protected mobility is being created fer wage earner and they will feel employment securit
being created:the security of the winggGosta Rehn). Mobility and employability of workeare being
enhanced this way. Equipped with the right competeou will not fear to experience shorter perifds
unemployment because your “employability” is high.

The system functions not only to cover an immediat@and for labour power, but also to stress a
more long-term strategy because the general gadilifins of the labour force has a dynamic effedhen
trade composition and productivity, and thus atsdlexibility in establishing different types ofites. The
formula has been: improve skills rather than irsgdlexibility. Training and education rather thvaork in
return for benefits! However, the newest 2003 refdid bring more “work first” elements into the iogl
Finally, the training efforts can also be seenraslement in social integration. It is importanstaess that
the unemployed have rights in this context: thelability requirement is accompanied hyright to an
individual job plan and activatiortChanges in 2003 again reduced the role of gliaditactivation offers
and immediate job placement was given priority.ri@lsbpossible way to a job and in the quickessiptes
form has been stressed again and again by thenpgesernment as the policy choice. This clearlg is
“work first” approach now being integrated into Danish activation system and it is another kinkbgitc
than the one prevailing during the 1990es. Nowveatisr — or motivation effects of activation — are to
dominate qualification effects as to the governtrigutt not all municipalities and regional bodieseegl.

The policy of the 1990es did work well. Howevegrsen the sectoral level, the Danish efforts have
never had the same effects of “creative destruoficapital” (Schumpeter) as has been the casead&h,
also because LMP in Denmark originally was moreomdy constructed, more adaptation oriented and
without strong interplay with other sectoral p@gi This has traditionally weakened the policy-gnixi
together with the lack of responsibilities placedtme employers this has given the Danish emplolereh
labour market regime a much more liberal coloun ikdhe case in the other Scandinavian counitiest,
the interplay between the labour market policyesysand the CVT-system has been crucial for securing
both skills and motivation. The new policy effodisl produce positive results reducing unemployment,
raising employment and helping firms to solve th&npower problems.

As stated, a right wing government took office ienhark in late 2001. In 2002/2003 the
government succeeded in having a political majdrigtuding the Social Democrats, supporting charimge
LMP. The reform was called “More people to workibstitution longer activation measures by successiv
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contacts and talks with unemployed as to firm tiai#es, and introducing “other actors” - that means
privatisation - in implementation of the policyddan reducing the share of education in activati@asures

to 50 percent. The result has been more creamihgaaking of unemployed people — and a re-regulatio
of processes, in reality more bureaucracy it sg@migaard and Larsen 2005). The instruments to use
were reduced to three: a) guidance, training, dodagion, b) practical introduction, and c¢) wadestdies.
From 2004, unemployed people have also been @aisadcording to five groups of “matching” categsri
This last visitation system is imitated from thetdusystem (having only four categories).

“More people to work” was not announced as a breistk the former policy, but in reality it
slowly changed the policy profile, the content bé twork, and the activities. The municipalities
and the AF were to develop “a common languageiyas said; it soon became more than this.
From 1.1.2007 there ia total rearrangement of the steering structuirgegrated job centres for
both insured and non-insured unemployed - formeer gfolicy transfer from the Netherlands -
organize labour market activities together with théher actors” (mostly private firms), having
municipalities taking the lead within a frame otveo-tier system with respect to benefits. The
employer organizations and the trade unions wemnglty against this “municipalization” of
labour market policy, but their common protestsemaot accepted by the government.

A recalibration of the steering structure has laehestrated. The social partners are no longer in
pivotal positions in the steering bodies. The megidabour market boards are transformed into roing
bodies only, but municipalities - especially biggees - will clearly become important players i game.
The social partners will still have a say as todibgree of use of “other actors”, but they willlolger be
policy-makers like they used to be. This has repsions as to implementation and legitimization of
policies. You can fear this will reduce motivatiand commitment from the side of employers and trade
union representatives to such a degree that itteaaten Danish flexicurity (Jergensen 2006). Speci
“problem groups” have now also experienced redostio benefit levels (people on social assistande a
immigrants and refugees). A change of policy cdrdad an abrupt change of steering processesowitl f
a path breaking point as to active LMP — and toldamental principles of the universal rights anchéityu
principle and the dialogue and consultation priecifpo foreigners this might look very strangetasds
the policy arrangements from 1994 that broughtrnat®dnal awareness of the winning potential of the
Danish labour market regime!

Corporatism is deeply rooted in a long history -nare than 100 years in Denmark - and just
institutions matters (Rothstein 1998, Larsen 200B§ corporatist structures in the labour markétyo
field are older than the labour market policy andrgolicies themselves. The development of reggjato
policies to counter problems in the labour market &/W |l also has given the social partners irtqoar
new roles in relation to the state. The industekdtions' traditions of autonomy for the partiesénbeen
redefined in relation to increased government atigml and a significant reinforcement of the cosfist
bodies via new competences took place in 1993/¥dtional Labour board (LARIl-andsarbejdsrap
and 14 regional labour market boards (RARgionale arbejdsmarkedsrfgvere set up. With increased
competence, LAR became direct advisor to the mini€in the regional level, the increased competaince
RAR meant that they had to give priorities anddalesthe effort in the form of, e.g. target groaps
activation tools (job training, education, etdigyt had to determine goal and performance requittsrfar
the effort.

The public employment office (AF) gave servicehe boards and assumed the function of “main
executor” of the effort. With the new reform of ZQGhe role of the AF is fundamentally altered.
Implementation of LMP, however, can occur only aordination with regional enterprises, counties,
municipalities, unemployment offices and educatiamgtitutions. The basis of the labour market goli
effort in terms of steering is thus network coacatitn where both social (horizontal) and institogib
(vertical) forms are at work. The Danish case stritive as to the public benefits of corporatifiring
the period 1994-2006. The “old” steering structfrieMP looked like this:
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Figure 12
STEERING STRUCTURE OF DANISH LMP UNTIL 2007
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From 1.1.2007, the basis of the Danish flexicusiygtem is less secure with 91 small job centres
operating with a hybrid character and without thstitutional support and both output and input

legitimacy produced by the social partners. Atshee time, decentralization and centralization is
taking place while the social partners are placel@ss important positions. Now they are only part
of advisory boards instead of being part of pulpldicy-making and implementation bodies (the

National Employment Board and 14 Regional LabourkdaBoards). The new steering structure of
Danish LMP looks like this (as from 2007):

Figure 13
THE STEERING STRUCTURE OF DANISH LABOUR MARKET POLI CY FROM 2007
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“BER” stands for the National Employment Board, ‘RBfor Regional Employment
Boards, “LBR” for Local Employment Boards, and “KB'is an abbreviation of
“Kommunalbestyrelsen” (The Municipality Council)S™ is a sign for state-led administration and
“K” for municipal-led administration. No “A”-type fgobcentres has been created as planned, to be
run by the state only. 77 of the jobcentres haskaaed leadership: 1 from the side of the state and
1 from the local municipality. 14 of out the 91 g@imtres are run exclusively by the municipalities
as an experiment. This new structure is in itsddfgaexperiment and during 2009/2010 there will
be an evaluation of the functioning of the new tee system. An internal governmental
commission has been set up in 2008 in order toym®avaluations of the present system and to
come up with new ideas as to renewal of the corardtsteering structure of LMP in 2009.

The most important changes in connection with tbw structural reform are to be fixed in
this form:

New structural reform 2007 as to LMP steering

Towards a one-tier system:
Joint entrance for all kinds of unemployed peopl@bcentres

From 14 to only 4 regions:
From steering bodies to mostly monitoring agencies
From corporatist steering to state-municipalityesitag:
Reduced role of the social partners
e Strong, big, municipalities in pivotal positions
* More rule-based efforts
* More standardized measures
< Erosion of regionalized labour market policy
e The social partners without much power and motivati

The consequences of the radical chance as to peipgnsibilities, initiative, and decision-making
competences — and that means policy processegeatavels - are still to be figured out. It is tarlg to
come up with a clear assessment and conclusiorthéutew arrangements do have a stronger state-led
steering and monitoring function build in while timeinicipalities are in positions to make decentahty
choices that takes a more local and territorigdgmmstive than a broader functional one. Tensiotrgcea
the state and the decentral actors are unavoidsbld, the municipalities have always operated at a
distance to the individual firms, and employers fisat the municipalities will give priority to sat
considerations to the disadvantage of employmeahteaterprise services. A strong disciplinary apgnoa
towards people on social assistance is calledlftola large extent, trade union representative® shiar
concern of the employers. Clearly, tensions areraiito the steering system - and this is alsaenpal
threat to national LMP priorities.
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VIl. The dark side of the
flexicurity arrangements

There is a dark side of the moon too. Most obvigusenmark has not
been very successful in reducing the number of lpdmgiween 18 and 65
on public assistance and large groups are acergglled from the labour
market. Finally, poverty problems and gender megasting might also
be partial — but less severe - problems.

The share of inactive adults between the age @intb64 is still
almost 25; and the groups forming this percentagee hbeen
remarkably stable during the last twenty yearshedaring several
years of a booming economy and many job openingsvender, the
high demand for manpower during the last two yéws given more
people on social assistance the chance of findnglayment and a
reduction of more than 10 percent has been reatinéag the last two
years. But this is not the normal situation forghgeople; they stay
most of the time outside the open labour markés & labour market
regime that functions well for core groups and sopeple in
transitional positions. Solidarity with those pempltside “the Golden
Quadrangle” might not be that big - not even with &xtension of the
system into more than a triangle! One reason fisriththe fact that a
highly dynamic labour market, involving many jolifs) continuously
is testing the productivity of each individual ewmyte. There is
selection processes installed this way and somee vesgners will
experience to be expelled from the labour markeatigally when not
complying with the productivity criteria of the fits or public
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authorities. Because of the few restrictions plame@mployers in Denmark in regard to dismissals
and lay-offs this risk becomes manifest in a langenber of cases. Marginalization as a labour
market problem can occur at the same time as bettle problems. This is now a prevailing
situation in Denmark. There is a prize paid for thgh level of efficiency of the labour market
regime. But a high level of the adult populationei@ing transfer income is no Danish speciality; it
is an internationally well-known phenomenon. Thevation strategy in Denmark could, however,
have been even more successful.

From the mid-1990es, under the Social Democraticgevernments, there were several
shifts in welfare elements in the LMP: Introductiaf activation requirements and tougher
conditions for staying in the unemployment insugnsystem; introduction of activation
requirements for non-insured unemployed and théwopgb reduce the benefits if the activation
requirements are violated. The benefit level hasbeen changed, however, for core groups. The
“working line” has been strengthened and the bépefiod has been reduced to four years, which
to international standards is still a very longipérof time. But during recent years, the right gvin
government has reduced social assistance for iramigrand a ceiling of permanent social
assistance has been introduced as well. In amatienal context, Danish LMP still belongs in the
universal welfare category, but some fractures hegweeared in the historically settled ideas of
balancing welfare and economy in LMP. Particulaifywe look at some of the labour market
problems Denmark is facing in connection with regration of highly marginalized groups and
integration of refugees and immigrants on the laboarket. Right here, there are some cracks in
the Danish success: For example, persons who areofn®anish origin are excluded from
participation in the labour market; only 47 percehethnic minorities are in employment (whilst
77 percent of the Danes). The attitude among ereptognd employees is very reserved as far as
immigrant and refugee participation in the laboarket - to put it diplomatically.

Lack of qualifications by newcomers —or lack ofageition of qualifications of immigrants—
is part of the problem. Job and educational prefeee based on cultures of the people themselves
constitute another kind of problem, but surely dimination within the Danish labour market is
also to be found. Anti-discrimination legislatiarather weak in Denmark; actually weaker than in
most other European countries. This is also dubddact that the social partners themselves want
to regulate employment relations and norm prodacthind the norms are not that favourable as to
integration of immigrants and refugees. Also asoasequence of this private nhorm production,
gender mainstreaming has not been heavily suppbstetie government or by the social partners
since the 1970es and early 1980es when pressurefoam the EU level.

Recently, the EU has again brought the questiogeoider mainstreaming of employment
policies into the discussion of Danish flexicurigyguing that there is “no gender mainstreaming in
the Danish flexicurity model and no discussion wageness of the cost of flexicurity and the
possible hidden redistribution between the femalidated public sector and the male-dominated
private sector” (EU Commission 2008, p. 71). Thishbold and new topic might be difficult to put
high on the political agenda as the situation ofmeo in relation to the labour market generally is
considered quite strong. And the documentation Igeghfpy the EU Commission is until now not
that convincing. However, the Danish flexicurityssm does have some kind of gender bias.

As to social assistance, incomes levels have legirced too during recent years for some of
the groups of immigrants: a special “start helpt fiew immigrants and a ceiling of social
assistance for families have put strong pressureéhenuniversalistic principles of the Danish
system, see table 5 (source: Jurainformation andaalculations).
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Table 5
MONTHLY LEVEL OF TRANSFERS IN DENMARK, 2005
Gross amount/month Percentage of unemployment
benefit level
Unemployment benefits 14.173 DKK 100
(1905 Euro)
Peoples pension 9.514 DKK 67
(‘folkepension’) (1279 Euro)
Social assistance 8.577 DKK 60
(1153 Euro)
Start help 5.527 DKK 39
(743 Euro)

Source: Own elaboration.

Flexicurity in Denmark is not restricted to groupsweak positions and income security is
relatively broad; but there are differences aste@ls of coverage. Table 5 shows that some groups
within Danish society are not well covered by thablc assistance system and thus by the
flexicurity arrangements. In fact, a poverty trajgint be visible for people on start help as to new
analysis. Very few actually find new jobs this way.

Another problem with the flexicurity system is irparadoxical way the high mobility in the
labour market. This means that workers not onhd firew jobs in case on restructuring and
closures but that they on a regular basis seek @he and occupations. This gives the enterprises
and the public authorities a disincentive to inveesavily in further training and education because
they can loose the investment. Underinvestmentatarns. And that is why it is important to have
strong public interventions as to securing educatiod CVT-courses.

A future problem might be the pressure on job aadevcompetition stemming from people
entering the Danish labour market from Eastern gemo countries. The accession of eight new
Eastern European states to the EU in 2004 hagedsul steady growth in the number of workers
going to Denmark. Estimates are that up to 10 perokthe present labour force is coming from
abroad; but most of these people still have Daniabe regulations. Social dumping is a fear on
the side of the trade unions in case those newl@ep not unionized and thus having normal
Danish wage and working conditions secured. Urtiwnthis has been a marginal problem, but it
might grow bigger in the future.

It goes without saying that the high costs for plublic sector in running active LMP and
educational policies is a problem addressed intipali discussions. When using more than 4
percent of GDP on labour market measures —activk @assive— it is understandable that
discussions pop up as to the efficiency and effeniss of the measures and the benefit levels. The
relatively high income replacement rates might poed a risk of financial disincentives, and
especially for low-income groups this will be alitya— as to the economic textbooks. However, it
has been difficult to document the magnitude of pineblem empirically in Denmark, and the
authorities have heavily relied on early activatineasures to counteract these potential problems.
Until now there has been no serious attack on tieenployment benefit level with the exceptions
mentioned above. In the short run it is unlikelgttbuch a proposal would be accepted politically.
This would also do harm to the balance betweerlgments in the system. In case of dramatically
changing economic conjunctures, the cost of maiirtgi the high expenditure level might be
challenged. Then, a political pressure to redutieeaprogrammes cannot be precluded.
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VIIl. Policy lessons to be learned?

1. Collective learning processes

Labour market regimes are created historicallyatiomal welfare state
framings. All markets are socially and institutitpeembedded — but
some are more strongly embedded than others. IfStaadinavian
countries, a central role has been given to th@lspartners in setting
policy priorities, in participating in (de)centrgirogramming and
implementation, and in securing and evaluatingltesim Denmark, the
positive functions of the participation of the sdgpartners in public
policy making and implementation and in finding permtive solutions
to adaptation problems have been strongly stresseégially during the
1990es. More than the logic of consequentialigtia/ork — also a logic
of appropriateness (March and Olsen 1989). Govemato be defined
as those mechanisms and processes by which thevidnaiah
regularities constituting institutions are mainerend enforced. Good
governance is characterized by policies and potiojnmunities in
which cooperative games and successful adaptasoroi found,
implying that the policy system is able to tacklecertainties
economically, politically, and socially.

The lesson which can be drawn from Danish expeeieris
clear: A policy must be both economically reasoaadohd politically
and institutionally feasible. The arrangement mbet seen as co-
regulation. The Danish approach to good governasamoperative
adaptation and flexible regulation with both paflii-administrative
regulations and voluntary regulations made by tbeias partners
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through collective agreements and sectoral andl laggeements as well. Administrative
corporatism has many branches and is the currentiag layer for many policy developments.
Network cooperation is a necessary, but not a dafft condition of successful policy
developments. Collective intelligence, time, styagemanagement and standards for policy
implementation and coordination are decisive. Yan also put it this way: The solution to design
problems lies in the processes themselves - indatien, understanding and learning. This is a
general policy lesson. But one has to remembetHgapolitical system is a third and important
party in labour market regulation. The state hasnbactive in creating conditions for Danish
flexicurity and corporatism, defining:

» adifferentiated set of institutions

» acoordinated policy-mix of general and selectigbqges

* norms and procedures for policy-making and impletai#on
e accountability rules, and

e monitoring and evaluation activities.

The flexicurity system, characterized by deliberagprocesses and robust results, operates by
the help of a cooperative mood, organizational itmmmsd, and intense interaction between public
authorities and private interest organizations. eMpolicy fields are involved in the co-regulation
exercises of flexicurity, but rationality rests the specific institutional conditions and the sigi¢s
of collective actors. Institutional complementastiare produced this way (that means cases in which
the presence and operation of one institution asae the returns of the other).

But it cannot be denied that Danish LMP is basedtimamn practical experience and the
actors' power struggles. There is no single poliory (Parsons 1995, Peters 1998) or master
blueprint behind. A rational “matter of fact” appah to policy formation is cultivated, which is
justified in more than one sense. The labour magkahges according to economic circumstances
and the unstable conditions call for varying typésefforts. Complex and constantly changing
problems cannot be solved efficiently via permarsmd detailed stipulations and administrative
rule steering in a machine bureaucracy. Unceresntiust be distributed between groups, regions,
municipalities and over time by the help of diffiereneans and strategies. Legitimacy problems of
policies are also solved by the participation & social partners. Collective learning is crucla.
understand Scandinavian labour market regimes fagid ¢urrent success, you have to look at the
special cooperative way of balancing these conaiagrs. In Denmark, employers have easy “hire
and fire” options and the employees have incomersigcand active, service-based help from the
side of the state in order to be reintegrated theolabour market. This brings about employment
security and labour market security in a wider medfbased understanding in case the efforts are
successful. Further responsibilities are not puth@employers. A major reason for this is that
many efforts have obtained institutional rootinggbdlity and legitimacy, among other things
because the actors have learned over time to iocatg others' deliberate “rationality” in
behaviour and experience formation. Another paldictrait of LMP is the historically established
acknowledgement of both economic and welfare malitgoals, and that a trade-off between the
two is not obligatory. Central and decentral poligwelopments might also differ. Regional policy
communities have developed. The policy style ofabrgarticipation by organisations and a
collective culture has been created and you haee sew types of policy coalitions. More levels
hold power positions and the social partners hate points in the system. The social partners are
in pivotal positions both in terms of political castation and as agents of designing and
implementing labour market policy. Both politicahdh administrative corporatism has been
strongly developed; but informal channels of infloe have had stronger importance during the
last two decades.
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How is the tradition for consensus in voluntarydab market regulation and in public
policy-making to be explained? In terms of stratebehaviour, the question is how one actor
thinks the other actor thinks and acts - if thedwébur is consciously “rational”. The key was that
dominant factions on both employee and employex biehan to count on the adversary's rational
behaviour and common interest in regulated conwitidConfidence became a precondition for
agreements as well as an outcome of the choicestmi. Collective experiences on both sides
settled as collective learning and consciousnessbigh first enabled the historical game of
collective agreements. Faith and generalized frusipponents and in rules must be present for
institutions to last (Jargensen 2002a, Rothsted8R@Professional and political consciousness has
shown that they are not short-lived, and the hisadly developed belief systems are therefore
decisive. Formal institutions only carry weight a@ngportance as long as the actors' “mental” and
discretionary cards speak of trust in relationhtese institutions. A parallel is insight from game
theory, in which considerations about completelyioraal or irrational actors are irrelevant,
however (see e.g. Scharpf 1998, Crouch 2005). Ithiss important to examine what the
compromise has developed into and how it is bessgluThe actors' strategic choices of action and
their respective attempts at extracting a collecgéxperience, i.e., create a collective historg, ar
critical points.

Historically, the institutions established influenthe actors' choices of action and ideas,
which again creates a sort of feedback mechaniam ah a general level, reflects and strengthens
the institutional regulations (Rothstein 2003, Bder 2001). This special historical path is marked
by collective learning processeand the resultingcollective memoriesas well asframed
institutional set-upsHere we are addressing some of the sufficienditioms of the Danish
flexicurity system. However, without conflicts, tieewould have been no serious experiences. The
outcome of general agreements was a stable meah&misecuring order and regulated influence.
Although later expansions of the system make # lé®ly that conflicts spiral out of control, theer
are still disputes. In Denmark, major labour digguin 1925, 1931, 1956, 1963, 1973, 1985 and
1998 shocked not only the labour market, but disopolitical system. It is impossible to prevent
social tension and open disputes completely, ang arpotential threat of conflict will ensure
genuine negotiations and a sense of responsiliityhe side of actors. An element of gambling
seems to be involved too. Counter power positioadrestitutionalised in the labour market and in
the relation between organisations and state, ahsh for conflict resolutions have been
developed. So the compromise has deep historicés in The Scandinavian countries (Svensson
and Oberg 2002, Elvander 2002, Jargensen 2002ndedwidersen 1999). The parties themselves
uphold the principle of non-intervention by the tetan industrial relations and collective
agreements, mostly so in Denmark. But, as statedeathhe state has become a decisive third party
or actor in the labour market regimes besides dingipopular welfare services and fundamental
security to citizens.

Even though, the self-regulation of the social pens is far-reaching. The politicians have
recognized that there are advantages by leavingdbial partners in charge of labour agreements,
contacts and contracts, and this creates favourednelitions for voluntaristic labour market
regulation in the system. But a significant parttieé labour market is de jure not covered in
Denmark; the country has no erga omnes principhe dollective bargaining principle put the
organisations at the forefront. The collective agrents have not been followed by supplementary
legislation before 2002, making semi-dispositivgidtation normal from this year on. In Denmark,
the political-administration system is supporti|eyt not steering. Again we see that many
relationships which are regulated via legislatinrother countries (working hours, pension, etc.)
are handled by the organisations themselves.

An industrial court system, originally set up in109 is also very much a product of the
common understanding and vision of the social gastnParliament may have prepared, decided
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and implemented regulations in the form of legislat but the system is based on the labour
market organisations - both in terms of origin @amglementation. They have a seat on the highest
court within this “private” system, and they onlgeeaentitled to bring cases before the Industrial
Court. They also conduct the cases - individual lepges or employers cannot have their rights
tested in court. Collective rights count. This iigtishes the system from that of most other
European countries, and thus from legal proceedimgise EU. The old EU “community method”
of regulative practices and Danish traditions do fitonicely into each other. In this respect the
Danish experiences are more in accordance withsthf€¢’ method of open coordination (“OMC” —
the Open Method of Coordination), used most stipimgthe European Employment Strategy, but
now also used as to pension, education and sociaision by the EU institutions.

At the time of writing, the flexicurity system igghaps not having macro-economic policies
in strong support of the sectoral arrangementsasstfrom 2008 have been reduced in order to
support private consumption, and the municipalitiage taken over responsibility for more groups
within the labour market from 2007. Functional neanf the entire labour market might be
disregarded. With the right wing governments” nestrdctural reform”, implemented from
1.1.2007, the social partners have got a redudedt@play. It will also be a challenge to Danish
flexicurity (Jgrgensen 2006). The organizationsrbelves did not approve the changes made, but
they try to continue to cooperate at more levelthiwithe new structure. Processes might not be
changed in such an abrupt way. The special polisyahgeneral economic and selective policies
(especially LMP and LLL-policies) from 1994 and tberporatist traditions do still influence the
fundamental thinking and acting as to the contéefforts.

2. Security fosters labour market flexibility
also in other contexts?

In the beginning of the 1990es, more observersriiational organizations and academics as well,
did not consider the Scandinavian welfare and laloarket systems with strong social partners
persistent at all (Wilensky 1985). The Scandinawianntries were portrayed as sclerotic, rigid
obstacles to economic growth and competitivenegzoRmendations as to retrenchment and
deregulation policies were put forward (Olsen 199Dhly a few years later, “the Scandinavian
lights” were shining bright once again. The Scaadian countries are amongst the best economic
performers, good governance and labour market ipslibave combated unemployment, welfare
state arrangements have been build out, and thie theno strong decline in unionization. The
Danish system of industrial relations and publitigies has shown remarkable adaptability and
resilience and the cooperative adaptation stradegjie now attracting international attention. From
a narrow job security perspective a broader empémraecurity focus has been developed, and an
even more encompassing labour market securityssaie (Auer 2007). But are “the Scandinavian
lights” able of shining for all European countrig@uropean Policy Centre 2005) — and is Danish
flexicurity relevant for the Latin American courdsi as well?

By combining economic growth and stability with higmployment and generous welfare
for the citizens through coordinated social andheaaic governance, Denmark has chosen a high-
road to growth, competitiveness and social cohedim wonder more and more analyses and
political recommendations take notice of the Danéstperiences presented here. Scandinavian
labour market and welfare arrangements have béettate for some time. Now, as noted, Danish
flexicurity has attained status as official Eurapeale model and during 2007 the European
institutions have issued basic principles of flexity to which all EU member countries are
supposed to correspond in the years to come. Baltlearning and policy transfer might be
difficult in the short run. And it is impossible &xport a whole system. The tendency is strong to
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look abroad to see how other systems have respdondsadhilar global trends and pressures labour
market problems, to share ideas, to draw lessahs$oaloring foreign evidence of success to comply
with domestic policy making traditions.

Analytically, few experts will deny that the Scamavian countries are amongst the best
performers in Europe now, economically as well asialy. At the moment, the discussion of
flexibility and security is going top speed. The Bbid also the OECD recognizes the flexicurity
arrangements of Denmark and the other Scandinawantries. In the “Employment in Europe
2006” report, the European Commission calculatasty scores along flexibility and security,
including a labour market policy and life-long Iesrg index. The result is clear as can be seen
from figure 14.

Figure 14
EUROPEAN GROUPS OF NATIONS AS TO FLEXICURITY INDICA TORS
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Again you can discuss if it is correct to place tdetherlands — a gendered part-time
economy — in the same group as the Scandinaviantries, but one thing is clear: High labour
market security and a flexible labour market goetbgr. Because of income security, welfare
frames and concrete employment and educationaldikpns are not afraid of changes but accept
adaptation to new conditions. In a positive andifiie way they engage themselves in these
processes, cope with uncertainties, and you willehaconomic progress and prosperity. In
Denmark there is a strong appetite for welfareisesvand high taxes as well. Social investments
pay off. This is the experience of Danish people paolicy-makers. Generous welfare schemes and
lack of strong economic incentives and sanctioesat simply to be blamed for bad labour market
performance and unemployment — on the contrary.ottapt is the relationship between
interventionist policies and “the working line” angualification principle which has been
reactivated together with other principles in tloairfdation of the governance approaches. Job
openings, also a result of demand management, etivhiion are interrelated. Macro-economic
policies, collective bargaining and solidaristicgegpolicies together with active LMP and welfare
policies, designed and facilitated by the help adial dialogues, have created fruitful conditions
for combating miss-match problems and securing hegkls of employment for all groups. Now,
more kinds of miss-match problems are to be foumthé economy and especially in the public
sector policies; but they are less gendered hareglsewhere.
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One of the problem with “export” of Danish solutiorio the employment and social
problems of globalized economies is that sociatqumtion has always been a closed nation-state
affair: solidarity and social justice pertain t@sbd communities (Ferrera 2005). Political cultures
are mingling practices, values and language anidnatgovernments and communities still have
difficulties in learning (Barbier 2007). The lack public-spiritedness of the European citizens in
Continental and Mediterranean countries, for examglearly can be an obstacle to implementing
flexicurity arrangements as it raises moral hagaablems. Policy diffusion is most unlikely to
happen without national and local translation efisland principlés

Much could be learned from the Danish experienees from a strategic point of view. The
different kinds of problems call fa two-tier strategyAs to general economic poliocgmployment
friendly policiesalso controlling inflation are to be recommended they have to be combined
with other sectoral policies and especiattive LMP and educational policies (lifelong leamy).
These policies will conquer miss-match problemghia labour market, reallocate resources and
prepare the working population to meet future emmplent and qualification demands. “The
security of the wings” is fundamental to adaptatwocesses and a positive attitude of the wage
earners. Open jobs and unemployed people have tmatehed quickly and the qualification
structure of the work force is crucial for prodwif and adaptation. Strong numerical flexibility i
a system may induce employers to invest less imtiatal training and further education, thereby
reducing the employment security of the employ@é®&n you need strong public engagement in
organizing and financing educational measures. &oemployed people the labour market
measures of the public sector offer ways of beingdnsitional positions in the move back into the
open labour market. Activation is important whernlotamade efforts are made to combine
individual profiles and needs of the local and oegil labour market by the help of qualitative
offers. Many long-term unemployed people simplyrdii react to economic incentives as they
have other kinds of problems as well than justléioi of a job. They need specialized help. And
those people will be needed in the future labourketa- also because of the demographic changes
and the coming lack of manpower in more brancheab sattors. In Denmark it is employment
security and not job security which is being prosdptand together with public guaranteed
securities and services “labour market securityihitalled. Outsourcing and too strong hire and
fire policies of the firms might lead to greatesdécurity and uncertainties in the future, lowering
not only effective demand but also fertility andthiain a bright future. Fortunately, the present
developments in Denmark and the other Scandinasgantries document increasing fertility rates
and a strong, positive believe in the future bydh®loyees — and the unemployed persons as well!

It is important to note that Denmark as the maiarse and as prime movers for growth and
employment generally has chosen not to decreasdslef unemployment benefits — meaning
lowering the reservation wage -, not to deregulate] not to have welfare retrenchment policies
implemented. (The recent changes in Sweden in @Bithe right wing governments” radical cuts
and changes of the unemployment benefit systemhdaever, contradict this tradition). The
combinations of general and sectoral policies,ititerplay with the industrial relations systems
and the welfare state framing have until now bestihed by the help of collective and deliberate
decision-making processes (Magnusson et.al. 2008).

Trust between the social partners themselves anst tin national governance is a
prerequisite — also for trust in a broader Europgagect having full employment as a real policy
goal. And trust is only to be developed in socidtigtitutionalized formgn case collective actors
learn to have a mutual interest in taking respalisiland having a social order established giving
long-term benefits for allL,earning and collective memoriese part of the success formula of the

12" n reality, the EU has never seriously takeriaeoof cultures, and therefore the specificitiepolitics in the national settings have

been ignored. This also brings to the EU the prolnélegitimization and mass support of “Europeation”.
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Scandinavian countries. The lessons were made @aily the industrial relations systems and they
have until now shown potentials for adaptation aedewal too. This might not be the same
situation in the future. Strong pressures and nesblpms are to be foreseen: the aging of the
working force and falling trade union density, eayars perhaps unwilling to play the same role as
has been the case until now in the systems, sexd@lision, EU-enlargement, low cost and wage
competition, off-shoring of jobs and so on.

So today the real problems facing the Danish systerof quite another kind that the ones
known on a European scale. It is also problemsinfré lack of supply within the labour market,
miss-match problems as to qualifications on the siilunemployed persons and people on social
assistance, growing welfare expectations amongjgens, immigration and integration problems
also in relation to regulation of own labour masgkdtigh sick leave levels, and occupational health
and safety problems. Just to mention a few of tteblpms. Some of them seem to be positive
problems compared to the main European problentedafy. And in a way they are. Qualitative
elements have become just as important as quargitahlances and some of the old and well-
known goal conflicts in public policies have beemidished or abandoned by the way governance
has been designed and implemented in socially doaei ways in Denmark. Most important
perhaps: full employment was and is a primary potjcal in the Scandinavian context. This is not
necessarily the case on a European level todaythguprotected mobility of today might be less
protected with growing European integration andorgjr low cost competition because of
liberalization of services and immigration in theure.

The central lines of argumentation in this conttiidm go like this:

- Interaction and institutional coordination acrpsticy areas and between different levels of
society is crucial to social and economic goveraaiming at securing full employment and a
balanced labour market development. Social diabgne compromises are processing policy
adjustments and societal adaptation to changirigogemeents and pressures

- The core elements of the Danish approach hava fonger period of time been market-
oriented and employment-friendly economic and itrialgpolicies, collective bargaining and
active and offensive labour market and educatipaokties, bringing skills and abilities of the
working force in focus. The wage earners are tidxible, skilled, mobile, and motivated all
thetime.

- And from the Danish experiences can be learradpthiblic welfare policies bringing security
for wage earners are crucial, also in removing lmtmfidden negotiation issues from the
enterprise level and providing general conditiomsflexibility arrangements. The universal
welfare state and the collective agreements toggthe institutional protection of employees
and opens flexibility opportunities for employdrabour market security fosters flexibility

The question of national conduction of the goveraaglements have been answered much better
since the mid 1990s than was the case before.eSes@nomic crises in the late 1980s and the begimfi
the 1990s were also caused by bad governance. aiishihistory during the last two decades showis tha
globalization and Europeanization do not mean faithmeans the possibility of flexible and handsom
governance at national and European level. In¢aediavian countries, product market dereguldias
gone hand-in-hand with inclusive and offensive labmarket and welfare policies. Better functioning
markets and adjustment processes have been conabidestipported by social and redistributive pdicie
through tax systems, social protection and publicice production. Until recent years, Denmarkuszsl a
new policy-mix successfully. Good governance, simpl

The special Danish comparative advantage in relétidlexibility is the easy access to hiring and
firing manpower by the employers and the sociaizii cost by the tax payers together with active
measures in LMP and social policies. The high nisaiditexibility is only accepted on the basis djth
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income security and strong educational and vodatitvaining systems helping people to develop their
qualifications and an active LMP set-up, givinggeanore tailor-made activation and qualitativessff
Quialification effects of activation have been mniomportant than motivation effects. Employment siéggur

is essential and the dynamic factors for improvimahility and motivation are active and individuatiz
labour market arrangements and lifelong learnirgyen though LLL does not solve all kinds of labour
market problems (Watt 2005).

The political defined forms of security facilitdtexible adaptation. Employers are having flexitili
and autonomy. By the help of institutional rootisfgsocial compromises and policy renewals structura
adaptation and innovation is possible. Some obtiteegic and tactic potentialities of flexicuritgtually
are being used - and here broader lessons colddrbed. This also goes with investments in labtarket
and social policies. Investing in people and theitfare is the most important and promising sidoal
foreign policy-makers from the Danish flexicuritystem and the functional equivalents in the other
Scandinavian labour market regimes. No simple “Vaoek principle is accepted — and it would only do
harm to the flexibility strategies of the employeldew LMP elements strengthening sanctions and
immediate job placement introduced during receatsyelo, however, signal changes. But unemployed
people should not have an offer they cannot rdfusan offer they will not refuse! Quality of offeand
co-determination are essential. It is the protectibpeople, not jobs, - protection of work, noistrg
employment opportunities — that counts in the Daigse. In the European notion of flexicurity job
creation is not stressed very much and the sangewgte decent work. Corrections in this directioa a
needed and protected mobility, high income secuaitgd strong public policy efforts in balanced
relationships are to give wage earners labour rsgkairity and trust in the future. To quote orgaéraone
of the founding fathers of the Swedish Rehn-Meiginedel, Gdsta Rehn: this kind of arrangements will
produce'the security of the winggor people and foster mobility; and public welféiaming is needed as
well. These kinds of security will facilitate bettese of flexibility options.

The policy lesson is: Forms of security are degigis to flexibility — it is not functioning the ath
way round! The political aim of having full emplogmt will be strongly supported by a well functianin
labour market regime capable of giving people diified and labour market security and in fostering
cooperative adaptation. In this respect you cam le@ore lessons from the Danish arrangements and
governance experiences, especially since the lieginhthe 1990es. The European flexicurity dissesr
have already de-legitimized deregulation approactzesl this might be one of the most immediatdiqalli
results to register to date.

Recent changes in Danish labour market policiepatentially weaken flexicurity arrangements
again, reducing social dialogue opportunities, ngkhe unemployment benefit system less attrattive
some groups at the periphery of the labour maaket, giving some imbalance to economic and labour
market steering. Besides, integration of immigraisill a common problem. The biggest challergjes
threats to the Danish governance success are riswmén The future status as role model might be
challenged in case the imbalances are not conqumet influential social and political forces witand
outside the country see the flexicurity arrangemasttoo “trendy” and they might - as Sgren Kieated)
almost predicted - be eager to help making thetoparwidow soon!
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IX. The relevance of Danish
lessons for Latin American
countries

Dealing with Latin American countries you have tophasize diversity,
differences and divergence when trying to des@dmmomic and political
situations, labour markets and regulative practi€egdtural diversity is
also a fact. Welfare institutions are relativelyopyp developed and as
always embedded in the social reproduction stractfireach country.
Social and welfare policies are having a haphazatdre. Universalizing
concepts of globalization, theories of world sdefet and functional
analysis of policy convergence stake everythingrmancard. But there has
been a misdeal héfe You need to distinguish between countries or
groups of countries according to their traits aistbhy, trajectory or paths
of development. Late industrialization has broughbut a process of
technological change superimposed on national esi@soand having
populism and labour supply growing rapidly at tlne time (Jatoba
1998, Huber 2002, Duryea et.al. 2003). The resst een only partial
modernisation of the economy and labour marketsvtiich firm job
holders in the core of the labour market with gripb protection exist
side by side with underpaid workers in insecureitipps and many
unemployed people. Informal activities and strofgpwages are to be
seen. During the last two decades, a transition fimtected state-led to
market-oriented economies has taken place, rastingtiabour markets

13 The same is to be said as to universalistic amfres in economics and sociology like rational soaial choice theories.
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and creating new changes, cleavages and ineqeaE@nomically, import substitution has been
replaced by neo-liberal market models. To more ase it seems obvious that only by the help of
bureaucratic authoritarian regimes did this chamgmeed (Collier and Handlin 2005, Duryea et.al.
2003, Huber 2002). Large layoffs have been theltresul changes in production structures have
weakened trade uniots

A shift in interest representation is also to btnessed in Latin American countries: From a
dominant trade union-party hub to a broader astoni interest representation structure. The
trade unions are no longer the sole basis of istap@up representation as “popular associations”
have grown in influence, especially at decentrakle At national level, the trade unions and
employers” federations are still in stronger posgi This is central to flexicurity processes.

Demographic developments will also bring new protden the future. The heterogeneity on
the demand side together with rising participatiates and demographic characteristics on the supply
side will pose serious questions to a balancedloiewent strategy. The inequalities of access te,job
qualifications, and incomes are huge problemsrthest be addressed by flexicurity policies.

Are those different kinds of problems to be solegd the help of Danish flexicurity
arrangements? Posed this way the question will haveasy answer: no! A labour market regime is
not to be imported, and as you cannot copy a sy$térmore interesting to see what kinds of lesso
you can learn from the Danish case and bring with y a political strategyfor introducing and
implementing flexicurity in other systeMsThis brings a promise of creating win-win-sitoas that
might give both employers and employees and othakebkolders an interest in flexicurity
experiment¥. It is also worth noting that European countrigthvilexicurity-oriented policies all
have high employment rates and low levels of incoraquality.

Even if transferability of Danish flexicurity to Lia America is limited, someuiding
principles and lessonsan be addressed, highlighting relevance of compisnand relationships of
elements for those countries. Best practice candirictive.

A starting point is to stress factors of transféigbof policies in general into another
surrounding. Vivian Schmidt (2002a and 2002b) haslensome important observations as to these
kinds of factorseconomic vulnerabilitfespecially presence or absence of economic riaed,
secondly political institutional capacitywhich is inherent in the political important actability
to negotiate and facilitate change and adapta#omell-organized IR-system will facilitate the
introduction of flexicurity elements and so will @otent and welfare-oriented public sector.
Thirdly, policy legacies and preferencesist be considered. They are important in findingatch
between potential policies and existing traditi@m institutional arrangements. The historical
preferences and policy legacies are also stressdteiEU’s present efforts to impose flexicurity

14 Argentina has been the most unionized countrhénregion. But here membership fell from 45 top28cent between 1980 and

1995. In Peru membership even plummeted from 23 percent of the total workforce within the sameiqee Brazil is the only
exception to this picture, it seems.

Early on Ton Wilthagen (1998) defined flexicyrés a strategy like this: "A political strategythattempts, synchronically and in a
deliberate way, to enchance the flexibility of labanarkets, work organisation and labour relatiomshe one hand, and to enhance
security — employment security and social securitytably for weaker groups in and outside the dalmoarket, on the other hand”.
Later, Wilthagen and Tros (2004) defined flexiguas a state of affairs in employment systerdeXicurity is (1) a degree of job,
employment, income and “combination” security thatilitates the labour market careers and biogesptaf workers and a
relatively weak position and allows for enduringldrigh quality labour market participation and sbaiclusion, while at the same
time providing (2) a degree of numerical (both exé and internal) functional and wage flexibilttyat allows for labour markets”
(and individual companies”) timely and adequateustdjent to changing conditions in order to enhacmepetitiveness and
productivity”. Here flexicurity is no longer a deérate political strategy.

Some scholars might even deny the possibilityadicy transfer because of path dependencies, mgdhat decisions made in the
past are to determine future choices (see Pierf6)2But path dependence is to be seen more asspettive than as a clear
theory, | think. Future decisions depend on pasisittns to some degree only because of the consteaiffects of those past
decisions on opportunities of action, power relai@nd perceptions. Layering, drift and conversiolh be concrete change
mechanisms (see Streeck and Thelen 2005) but tinefis open for new decisions.
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solutions to national labour market problems. Hjnathe character of the national political
discourseis important. On the national discoursive levet strong inflexibility might prevent new
thoughts — e.g. flexicurity — to influence the prefnces and perceptions of the actors.

It seems obvious that factors are to be locatedherone hand, on the political system and
the labour market institutions operating and, oe tther hand, with the actors and their
preferences and interplay. It is not enough thabracengage in bargaining rounds and in
supporting public policies; they must algsast each other to foster more exchange of information
and coordination and to develop cooperative sti@sedhe social partners and the government
must also have mutual trust. And as to the ingpital arrangements, strong incentives and norm
production should be followed by the creation ofchenisms capable of coupling interests and
policy goals, thus helping cooperation and coortitimaof efforts. Brought to the realities of the
flexicurity concept used here: to move from onefigamation of levels of flexicurity and security
to another demands that actors change preferemzbsi@ept new priorities in order that the
system develop resources and capabilities relef@nflexicurity arrangements. And without
institutional coordination and cooperation mechansis it will be difficult to orchestrate
arrangements that support the flexicurity experinagrd will find legitimization as well.

This kind of “exercise” is to be carried out in Baodividual case and we know that the
Latin American countries have different socio-eaoi®m conditions, coordination traditions, and
institutional capabilities in this respect.

In Denmark, a comprehensive welfare state with héglels of taxes and spending is fully
compatible with a dynamic, highly mobile and protikes labour market. In the Latin American
countries, you do not have this strong state amdstitial security connected to it. Therefore you
lack much of the welfare state services that suppalynamic labour market (child care facilities,
secondary and tertiary educational systems, inetudidult vocational training, active labour
market services and so on). These welfare serdmedo be seen as productive investments in a
well-functioning labour market and not just as englitures. Here Danish lessons might inspire
policy reorientation in the Latin American counsridespite different political and institutional
legacies and present labour market situations. d&essful reform strategy for Latin American
countries should also have strengthening of puhbBtitutions as an element to make them fairer
and more accountable. But internal reforms (cieilvice reforms) are to be combined with external
ones as to policy aims and programmes. Relevantdotbining pro-growth policies with greater
employment protection is the Danish LMP experieraied the LLL-strategies implemented for a
longer period of time. In the Latin American sysgeow job security in the informal sector of the
economy versus the high job security in the coréhefformal economy do pose special problems
to be dealt with. The positive experiences with Eyment security in the Danish system seem to
call for an offensive LMP dealing with separategreanmes and actions as to the different parts of
the labour market and different target groups. llistiaing a discourse change in order to put LMP
and LLL strategies on the political agenda is acpnelition; but then negotiations and policy-
making processes, including the social partners @hédr associations, might be productive in
trying to change the present configuration of jabd job protection on the one hand and income
and employment protection on the other. This isasy task as conflicting interests are involved
too. National and international experts might béptu to policy-makers in bringing in more
information and communications across borders.dBich a complex task cannot succeed without
supranational actors like the FN and the ILO alsgage themselves actively in these experiments
on this part of the world. Different national patiyg are again to be expected and accepted.

The EU has given birth to common flexicurity pripleis to be followed by the member
states from now on. A lot of indicators will be @éaped. This brings the risk of inflating the
principles into a detailed manual for flexicuritgs(was the case with the European Employment
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Strategy from 1998 to 2005). Such a manual wilhtisleading and the Latin American countries
should avoid doing the same. In stead it will hetful to start at a certain level of generalitydan
then bring national situations into the questiamsidering the special contexts and conditions for
proposals and policy drafts as to guidelines fange.

1. Three policy principles of flexicurity

Three aspects of policy change can be considenedccdntent side, the processes of policy-making
and implementation, and the policy outcomes (Madva). This equals principles of {@licy
design,(2) social dialogues, an¢B) outcomes

(1) The fundamental principle as to the conterthefpolicy in question must lie integrate
flexibility and security in policy drafts and arrgaments Simply to change one of the core
elements will do damage to the whole flexicuritpsouction. More risk taking on the side of wage
earners presupposes stronger income security aplkbyment security. And more flexibility to the
employers” benefit demands better training and &tilut of the workers, stronger binding of the
actions of the firms to goals in public policiesddameasures to make transitions pay. A goal must
be to give wage earners the experience of “therggai the wings”. Again it is important to stress
that it is not individual policy tools that counisit pools of tools and programmes. A reform
package is called for. Mobilization and linking r@fsources and capabilities from different actors
are part of the game when establishing flexicurity.

Uncoordinated production structures in Latin Amariao not eliminate the possibility for
redistributive welfare policies. They may complidite decision-making processes but the success
formula is to include reforms in the productiorusture, the labour market, and the welfare state
regime at the same time. The growing informal seist@f course a special problem here as is the
power structure behind. Latin American labour megkeannot be called inflexible because they
have absorbed many new workers and many differamiskof workery. Supply has been
excessive though and unemployment is a well-knothenpmena. In a few cases, countries have
experienced falling employment rates - thus alsingi unemployment — but in the rest of the
region rising unemployment seems to be relatedrowvigg participation rates which the labour
markets have not been able to absorb in higherammnt, especially not in Middle and Southern
countries®. As the Southern core of Latin America seems tmbee welfare state oriented than the
Northern part, you might expect those Southern t@sto be early starters as to flexicurity
strategies with investments in LMP and social siécuryouth unemployment and urban
unemployment are amongst the pressing probleme taddressed by flexicurity strategies. Low
productivity developments are also to be recordiékt, more and more workers are employed in
jobs and sectors that pay very low wages. It istadie expected the flexicurity arrangements can
conquer all those kind of problems immediately. rElffigre a mid-term and a long-term perspective
for changes might be appropriate. New mixes of almoarket dynamics, public programmes, and
private responsibilities are called for. Latin Amearcannot rely on informal rights and weak public
policies which seem to dominate today for muchhaf population in rural and urban informal
sectors. These segments and people are excludedelyidg heavily on informal security
arrangements. But it is not to trade some shont-wcurity in return for longer-term vulnerability

17" But you could say that labour law has been iiiflex quite resistant to change despite neo-libecanomic reforms during the

1980es and the 1990es. More labour regulation egjiane to be found (Uruguay and Chile having ome faith low levels of
collective protection but relatively high levelsioflividual protection, Peru and Bolivia anothemfiowith the opposite distribution
between individual and collective protection, andygntina and Mexico again a third form with strandividual and collective
protection. Other national systems seem to fallveeh these cases). Argentina has not changedsiisnsyery much, presumably
due to Peronist influence, but at the other extranferu with big changes in the labour law strietu

18 This includes Bolivia, Colombia, Peru, Venezu@eazil, Uruguay, and Chile.
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and dependence in new arrangements. Important ifgdgrate flexibility and security aspects in
concrete drafts and proposals in action progranmhagsmarry flexibility and security.

(2) In regard to the processes themselvegrtiraciple of supportive and productive social
dialogue, involving negotiated “trade-offsimust be applied. Building social and political
consensus is essential to advance reforms. A detwcstandard together with functional
arguments calls for the participation of all sigraht groups and shareholders in decision-making
and implementation processes. In order that plus-games can be imagined and arrangements
accepted by the actors, some kind of “horse trading massage of preferences is needed. Mutual
trust is to be developed during negotiations, megstand decision-making rounds, the institutional
set-up of which is to be made by the governmentthadoublic authorities. We are talking about
negotiated trade-offs “in the shadow of the higmgtc(to quote Fritz W. Scharpf) or tripartite
social dialogues. These processes must be tram$and negotiations iterative. Otherwise trust
will not be developed between the actors.

Flexicurity do not install itself. It needs soc&ld political forces promoting this new set of
policy principles, and it needs broader acceptandbe regimes in order to be implemented. By
including social partners and associations stroimgeecision-making processes in Latin America,
better policy-making and implementation can belitated. The presence of excessive veto points
in more systems could also be altered this wayrdier to develop active LMP this seems to be a
necessary condition. The social partners are topé&mnanent participants in policy-making
processes. The more polycentric structure of isterepresentation could, however, be used more
strongly by integrating more associative networksl arganizations in security arrangements
(Cardoso 2004).

A clear lesson from Denmark in line with this piple of social dialogue is that before
concrete action can be taken and public policy rnomgnes and private interest behaviour can be
coordinated you need to work on creating a newasa@tinsensus. Only such a common cognitive
understanding can help coordination efforts andpeoative strategies for reforming national
labour markets and welfare regimes. Yes, the soiuid some of the flexicurity policy problems
lies in the processes themselves!

(3) Finally, as to the outcomes of flexicurity arggments,principles of sustainable
employment, protected mobility and social cohesiom relevant. Realizing goals of sustainable
employment for both core groups and groups in weitions can only be done when having these
groups included in strong active measures influanekills and abilities as well as the motivations
of the persons involved. More than economic ina@stiare needed for securing those principles. A
positive motivational base is again to be fostdrgdtrengthening their social position and income
support. This is another lesson from Danish flesttgurom which you can also learn about the
importance of empowering people in weaker positibtmscope with their own situations by
supporting them in developing labour market ang fifojects. Individual action plans are relevant
for those people. The authorities and the socighpes have to calculate distributional effectg an
mechanisms of compensation for potential gainslasgks for different groups have to be part of a
flexicurity strategy. Redistributional elements dde be introduced in ways that will not do harm
to the improvement of competitiveness of the emises. And solving the recruitment and
qualification problems of firms are important aggeaf flexicurity. Firms are to anticipate better
by improving their work force’s qualifications -geto develop its human resources — and to foster
high value production. Here society at large medp land intervene in case of under-investments.
To ensure continuous adaptability of firms, to kegpproductivity levels and employability of
workers, reliable and responsible lifelong learnéggtem must be established or improved.

Women still has a low employment rate in Latin Aioarand are typically employed in
informal sectors, offering low wages and benefitse participation of women in the labour market
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is limited by their responsibilities as mothers arategivers, also because of norms giving low
status to women in some countries and to the laglublic child care facilities. The last element
can be changed rather easily by the help of expgngublic services as part of a flexicurity
offensive. Next, gender mainstreaming in publidges is highly relevant. Then men and women
could be given more equal job opportunities. Thallehge is intelligently to design reforms so you
will have support from both politicians, adminidtnes, the social partners and representatives from
civil society while avoiding opposition from thenfidies; and as expansion of public programmes
have financial and re-distributional effects itaisvays difficult in the short run to strike the hig
balance between the many shareholders.

Especially the interests of firms as well as thersts of workers are to be taken account of
in case of stronger LMP and LLL priorities. Todagyestments in LLL are rare in most Latin
American systems. Or you can put it this way: Itwvests in education do not seem sufficient to
boost productivity for many countries without adatial policy interventions. This is clearly a
strong argument for a new flexicurity approach tvelop labour market performance. Human
capital investments complemented by public andagpeivefforts to build up infrastructure, job
opportunities, anti-segmentation measures througl® Lcontact capabilities, and joint decision-
making bodies are in demand. Returns of higher athrc can perhaps more easily be documented
than returns of secondary education and vocatitaading; but the broad investments do pay off
as has been seen in Denmark and elsewhere. Afotmation from CEPAL (Carlson 2001) Latin
American countries are today falling behind th@mpetitors in key educational areas of upper and
technical education. Reforms seem needed in thatimgieducational system and in having strong
investments in a tertiary education system realiBedtected mobility, “the security of the wings”
and flexible labour markets could be promoted siamdously by new flexicurity arrangements.

Flexicurity as arintegratedpolicy and policy-making formula has to be develdpn ways
that will improve firms”™ competitiveness, improvarsitions within the labour market, reduce
segmentation, and improve labour market securitywofkers at the same time. But again:
flexicurity will take different forms from systeno tsystem. The initial conditions and national
traditions will influence the processes and desijrangly. No single road map can be outlined for
Latin America. No one-size-fits-all approach is ayiate (contrary to those recipes to be found in
the “Washington Consensus”).

This leads us to a most important statemElexicurity must be promoted not as a question
of imitation but as one of inspiration

National change strategies must be elaboratedcim e@se, sequencing change elements and
integrating existing institutions in the arrangetserPerhaps the four EU “pathways” can inspire
national choices in Latin America. Such pathways ¢aok like one or more of these (EU
Commission 2007, Wilthagen 2007):

a) Reduce gaps between non-standard and standgptbyement by making standard
contracts more attractive to firms and social secunore inclusive.

b) Reduce gaps between standard and non-standaidyenent and enhance companies’
adaptability to developing and strengthening titémsisecurity.

¢) Address opportunities and security gaps amoagmbrkforce by embarking on a higher
road towards a knowledge-oriented economy by deegémvestments in skills.

d) Enhance employment opportunities for the berdfitheir recipients, prevent long-term
welfare dependence, regularize informal work aritt bp more institutional capacity for change.

Pathway (a), (b), and (d) are highly interestingtfte Latin American countries seen in a
mid-term time perspective, while (c) must be a perent pathway to follow. (a) is addressing the
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issue of flexibility at the periphery of the labamarket by integrating non-standard contracts into
labour law and collective agreements, social sgcamd LLL. More or “full” protection can be
given to people who are integrated into private puolic enterprises. This pathway calls for public
interventions and new strategies from the sideoafad partners. (b) is directly connected to the
question of internal and external flexibility anthé security of the wings” for wage earners.
Together this might bring productive labour markansitions and improve mobility. But for the
Latin American countries there is a long way to Gois will dictate more steps in the direction of
transitional labour market arrangements. (c) isathway most relevant to the more developed
economies. But the approach of keeping the laboarket open and accessible for low-skilled
workers and for groups presently placed outsidddhmal labour market is important and relevant
and training and skills improvements are cruciahltdkinds of labour and all national systems. (d)
is directly linked to the need for increasing joportunities for all groups at the margin of the
labour market and to the question of broader antketbeoverage of social protection. It is
important to reverse the rising trend in urban upleyment and informal employment, also
because of the threats to social cohesion. LMP sawiial security should offer incentives and
welfare opportunities in order to get more peomekbto work or in transition positions. Informal
work can be regulated by offering flexi-cure contsaand special packages to segments of the
labour market. Flexicurity policies in this conrieatcan also be linked to the Decent Work agenda
of the ILO.

Arrangements will vary with level of economic demgdent, level at which they are to
function (macro, meso, or micro-level), accordiogattors involved (governments, social partners,
associations, political parties, firms and workees)d to the regulative package of tools applied
(legislation, public services, collective agreemsemirocedural texts, recommendations, individual
contracts etcetera). Political and cultural divgrss to be addressed too. We know from
comparative analyses that different forms of fldiib are relevant to different system and the
same goes with forms of security. In Denmark (ahd Wetherlands) external numerical flexibility
in combination with functional forms (demandinginiag and education) and combination security
are dominant while working time flexibility and arnhal functional flexibility is more in focus in
Germany, Belgium and France. As to the securityeetspnost European systems still have job
security and income security as primary base. Thisiot the case in Denmark as shown.
Employment security and broader labour market sigcare to be promoted together with creation
of more and better jobs. The Latin American coestivill be faced with different combinations of
flexibility and security to be developed, and nasibdiscussions as to policy choice of pathways
are urgently needed, it seems.

2. An example of a possible flexicurity initiative
and a concluding note

The common view in Washington and elsewhere is thi#s and institutions governing labour
markets in Latin America raise labour costs, cremtey barriers, and introduce new rigidities in
the employment structure (Heckman 2000, Heckman Rades 2004, Anaya 2002). These
“rigidities” are blamed for over-expansion of préoas employment relationships and rural
poverty. Flexicurity offers an alternative view rdadocumentation as well! The need to respond
rapidly to new challenges from globalization andré&ased foreign competition can be met by the
help of reforms as to labour market policies andiaowelfare elements that bring security to
workers and a new positive strategy of flexibilitlgd mobility. Bringing flexicurity principles into
Latin American policies will surely be in line witthe ongoing turn away from the “Washington
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Consensus” with its commitment to market soluti@ssthe arbitrators of economic activity
Upcoming financial and economic crises will show theed for a renewal of policy programmes
and institutional structures and within the labouarkets this will be in order to facilitate
innovation and adaptability of the national syst@ublic investments in better health care systems
and child care facilities are to be considered petige as to economic developments; they should
not be run down by old economic “wisdom” or poltiédeologies. Flexicurity offers an alternative
to the Washington consensus and at the same timest be regarded as a new test to national
reform programmes of the labour market. A recatibraof existing elements might be the first
step, both following and challenging national ttemwtis.

Flexicurity is, however, not a recipe of societgrr the ravages of uncontrolled economic
competition but a way of rethinking and reorganigstructures and ways of behaviour in order to
redeploy resources and to give new meaning to g¢benciliation of economic and social forces.
This must be done in accordance with the natiaaditions, institutions and level of development.
Reorientation of macro-economic policy could suppet these efforts. A failure to appreciate the
differences between European and Latin Americatitini®nal forms of regulation and economic
strength will, however, obscure opportunities fdaptation of flexicurity principles. Rapid policy
proposals might inspire — but not have persistffistts. Results of reforms can neither be trivial
nor cosmetic if support for flexicurity solutionsto be produced and renewed.

Oneexampleof an existing element in Latin American labourrkeds that could be central
in strategic flexicurity thinking ishe labour inspectorateA unified system of labour inspection
(with Spanish origin) exists in almost all counstrieadministred by a single public agency, the
“Inspeccion de Trabajo”, which also enforces cartaiovisions of private collective bargaining
contracts. By contrast, the European systems hare kinds of institutional regulations and no
general system of inspection but many elementsaith and safety regulations, many of which
have been orchestrated by the EU during the lastecades.

The Latin American labour inspection is having sgyaliscretion and it uses the capacity to
consider the effects of regulation imposed on gmiges before taking action. This system has a
micro foundation for balancing regulations and lieraeconomic interests of the enterprise — but it
gives no strong sanctions and very few macro effettegulation. In Latin America, the individual
enterprise is expected to comply with the warninfshe labour inspectors over time. Penalties
have only marginal effects it seems (Piore and &uhr2006). So the inspectors are to be
considered more as advisors or consultants tham anforcing institution. Surely flexibility over
the business cycle is met by the Latin Americartesys— but it is not connected to a broader
reform strategy of the labour market regime. If tleibility built into the system is considered to
be to the disadvantage of wage earners” securignvpinessures from the marketplace are strong,
the system should be changed. In case the syssenbahgs practices that distort competition and
do not urge enterprises to modernize and adapsystem should be changed. It could be reformed
in order to have a more balanced approach by hietegrated into a flexicurity strategy that can
tackle the pressures of rapid changing economidslabour markets. The ability to adopt and a
readiness for change — also on the side of wageeear are becoming more and more important.
Therefore, social protection, social cohesion, saitlarity must also be addressed.

Strengthening the compliance model of labour ingpeccould be one way to start
developing more effective regulations in Latin Ainar The practice of inspectors could be more
coordinated and seen in a broader context. By lgligade unions and employer organizations to
be credible partners in negotiation rounds andectite agreements there would be a chance to
have stronger decentral dialogues and integratidheolabour inspectorate in a strategy for regime

19 More presidential candidates in Latin America éhasied to run campaigns and reform programmesnagaieo-liberalism: just to

mention Lula in Brazil, Vazquez in Uruguay, Chaire¥enezuela, Bachelet in Chile, Kirchner in Argeat and Morales in Bolivia.
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renewal. Sectoral and national effects and resulist be sought. The public authorities are to
bring institutional set-ups by legislation and eely give support to deliberative dialogues and
joint decision-making. More expertise to help dogugrections of business practices, policy tools,
and more dialogues is needed. This could help kedgd development and “best practice” to be
fostered and also to generalize more trust in ystem as well. The Latin model of labour
inspection allows for additional help and expertisel here the social partners are one resource to
use, public research and advice is another. Toderodahe world view of inspectors seem very
important; and here they could have flexicuritydglines to follow new examples. Training and
education programmes, LMP services and financisis&sce could be the next elements in using
the system for broader purposes. This could betdmt of a more comprehensive CVT-system and
stronger LMP institutions. Training seems to benieed of stronger prioritization and such
programmes could facilitate compliance planninglph&age earners improve their skills and
employability (thus also perhaps being used astgutes for illegally hired labour), and upgrade
enterprise practices and labour standards. Taggetaining and education his way could help
developing more comprehensive labour market reiguiatand, as it has been expressed, to bring
“firms up to the standards imposed by their reguiabbligations rather than bringing regulatory
obligations down to the productivity levels chagadtic of firms” (Piore and Schrank 2006, p. 10).
Here is a place for an integrative flexicurity apgeh. Programmes and institutions are to be
connected and integrated but in new policy-mixd®e Tocal initiatives and practices are again to
be connected to a national and sectoral flexicustitgtegy.

Ongoing changes in a number of Latin American caoestactually do expand the scope of
worker protection. The Dominical Republic has feample set up new hiring criteria and wage
and employment guarantees, Chile has doubled thb&wof factory inspectors, and Guatemala is
developing a proactive approach to labour relatidwevertheless, this does not fundamentally
change the operation of the national regimes. “Séeurity of the wings” is not fostered and no
clear connection is established to LMP and LLL1tstyées. But building on reform of an existing
institution such elements and priorities could b&aduced in processes of flexicurity renewal.
More steps must be taken by more decision-makegainAthe principle of social dialogues must
also be remembered. The relevant actors in thersgsare to be included in discussions as to ways
of securing better functioning labour markets tteat bring more security to people too.

Flexibility is not the monopoly of the employersdagecurity is not that of the workers. In
modern labour markets, interest structures havedegroold understandings and conflict
perspectives, and new flexicurity arrangements slaow that flexibility and security are not
contradictory to one another, but they can oftearate as mutually supportive. This also implies
that there should be no talk about striking a bagalbetween flexibility and security as it unduly
will simplify the nexus — also in a Latin Americarontext. The Danish example should be
instructive in this respect. But the systemic chmaof the Danish case is documented by the long
and winding road to its installation. Long histalicprocesses, political and professional
compromises and learning processes are part afxplanation of this system. And the systemic
traits are not directly transferable to Latin Angan countries. Preferences, norms, and ideas are
difficult to understand outside the context in whitiey are constructed (Johnsson and Hagstrom
2005) and Latin American meaning has to be consduby disembedding policy ideas from the
Danish institutional context. But with the help &fstly, communication — like for example this
paper — and, secondly, local and national de-codimg) re-conceptualizations, policy diffusion
could be facilitated in the form of flexicurity tralation. Thirdly, institutionalization of adopted
policy ideas and principles will be a separate kgdlasting affair in which re-interpretation will
be a permanent national element. A flexicurity ppis made as it moves!

The Latin American countries have to develop tlein strategies and systems, to make
their own choices — and it will take time to haeform programmes decided on and implemented.
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A parallel policy trend is to be formed with thelfh@f more social actors, as stressed again and
again in this paper, but those open, continuousga®es cannot be seen independent of the societal
distribution of power. Some general principles texicurity can, hopefully, be productive in
developing flexicurity strategies tailor-made toethmational settings. Communication of
experiences and ideas can, however, only be asfipt

No full-fledged flexicurity programme is elaboratgdt and no easy political blueprint for
reform processes exists. Commitment to the insingatcipes of the Washington Consensus and
the form-fitting theories behind is much easiernthaeing a friend of flexicurity — but less
challenging, | think. In theory there is no bigfdience between theory and practice. In practice we
know there is.
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Annex B

Table B.1
THE DANISH PENSION SYSTEM 2004

State pension (“folkepension”) Basic amount
(tax financed)

Supplementary pension provision

Supplementary statutory Wage earners supplementary pension (ATP,
pensions (contribution based — since 1964) — earnings — related
fully funded)

Public pension

SP (special pension — 10 years)

LD (contributions from 1977-79)

Heating allowance and other personal forms of
support

Special public support arrangements for pensioners Housing benefit for pensioners

Different forms of tax reductions and discounts

Private pensions Collective Labour market pensions (since 1989)

Individual Other private pensions

Source: Own elaboration.
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Annex C
Table C.1
PUBLIC FINANCES IN DENMARK 1994 — 2004

1995 2004
General government expenditure
Denmark 60,3 56,3
Total OECD 42,4 40,8
Tax and non-tax receipts
Denmark 58,0 58,6
Total OECD 38,4 37,5
Budget balances
Denmark -2,3 2,3
Total OECD -4,0 -3,3
Government debt
Denmark 78,4 49,4
Total OECD 73,7 76,4

Source: OECD.
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