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Abstract: In recent years, European countries have facedmbeu of challenges
like, for example, the technological change, theetaration of globalisation, the
considerable ageing of European societies. In ¢bigtext, a more flexible labour
market combined with satisfactory levels of seguist necessary to meet the needs
of both employers and employees. “Flexicurity” abube the right solution.
Flexicurity has to be seen as an integrated siyatieat employs political choices
between various aspects of flexibility and securtp optimal balance between the
two dimensions differs a lot between countries aadh country has to choose its
best combination. In Romania, the concept of flesity was included for the first
time in the National Reforms Programme — Lisboratsgy 2006. In our paper we
have calculated the index of EPL strictness udiegprovisions at the date the new
Labour Code came into force and after the successivendments of the law. Also
we have tried to analyse all four of the policy gaments — flexibility of the labour
law, lifelong learning policies, active labour matkpolicies and social security
system — in an integrated manner.

Introduction

The globalisation and acceleration of the techriokdlgchange are exposing national
economies to intense competition and bring tramsédions for both workers and
enterprises. On the one hand, enterprises musiridsp unforeseeable changes in demand
patterns, to adapt to new technologies and orgéonsd methods in order to remain
competitive. On the other hand, workers need taavg their skills to create and use new
technologies and to adapt to new working practices.

In this context, a more flexible labour market camelol with satisfactory levels of security
is necessary to meet the needs of both employédrsraployees.

The Lisbon Strategy for Growth and Jobs [1] integrated Guidelines (IG) calls Member
States to promote flexibility combined with emplogmt security — “flexicurity”- and
reduce labour market segmentation, having due degahe role of social partners (1G21).

The Commission and Member States have reached semsus on a definition of
flexicurity which comprises four components:

1. Flexible contractual arrangement(both from the perspective of the employer and the
employee) through modern labour laws and work degions;



2. Effective Active Labour Market Policies (ALMP) which effectively help people to
cope with rapid change, unemployment spells antsitians to new jobs;

3. Reliable and responsive lifelong learning (LLL) sykems to ensure the continuous
adaptability and employability of all workers and tnable firms to keep up
productivity levels;

4. Modern social security systemsvhich provide adequate income support and faalitat
labour market mobility.

Flexicurity has to be seen as integrated strategythat employs political choices between
various aspects of flexibility and security. Theiol balance between the two dimensions
differs a lot between countries and each countsytba&hoose its best combination. There is
not one common or standard pathway to flexicuribd a&very Member State has to
construct its own pathway based on its history @mds political, cultural, institutional and
organizational tradition and its particularitie$.[2

In Romania, the concept of flexicurity was includft the first time in the National
Reforms Programme — Lisbon Strategy 2006. Thus ftard to talk about a Romanian
flexicurity model.

The aim of this paper is to point out the main mef® of the legal and institutional
framework that influence the evolution of the Romarniabour market and to characterize
all four of the policy components from the flexityrpoint of view.

1. The legal and institutional framework reforms

1.1 Employment protection legislation

Romania adopted in 2003 a new Labour Code [3]shts out an entirely new framework
for labour relations. The law provides for a coesable degree of harmonisation with the
“acquis communautaire”.

Some of the main differences against the old Lal@nde that had been in force since 1972
and had been amended many times after Decembear@®he followings:

» for the first time, special types of employment ttaat are regulated by the new law,
including temporary agency work, part-time employmesmployment on fixed-term
contracts and home-based work, while employmerfopeed under a “civil contract”
(as a way of avoiding social security contributionas been abolished;

» employment on probation for a period of more thixnnsonths is forbidden; it can be
renewed only once and no more than three consecytivbationary employment
contracts can be used for the same job;

» the new law regulates special types of vocatiorahing contracts initiated by the
employer, which are for professional qualificatioprofessional adaptation and
apprenticeship in the workplace;

» employees’ information and consultation rights hbagen greatly improved;

* in the event of a temporary cessations of a comipamtivity employees are entitled to
payments of at least 75% of their basic wage;

» collective redundancies may be made only afteripusvconsultation with trade unions
or employees’ representatives;

» the employer is required to give notice of the vior&e reduction at least 45 days in
advance and employees may propose measures to aveoatuce the redundancies
within a period of 20 days after the notification.



The 1972 Labour Code was very strict regardingrties provided for flexible working
arrangements. Employment under a fixed-term cohtwas only possible in the case of the
replacement of an employee in the event that higract was suspended or for activities
having seasonal or temporary character. The oldl&gpn did not stipulate any limits for
the use of the fixed-term contract, like the totaximum duration or the maximum number
of renewals. After the current Labour Code was tthahe number of circumstances in
which the conclusion of a fixed-term contract wasrnmpitted increased, but the rules
regarding the use of fixed-term contracts becameemestrictive. As a consequence
undeclared work was stimulated. The total duratbfixed-term contracts was limited to
18 months and the maximum number of extensionsilgesafter the expiration of the
initial term was two consecutive times, but onlythin the maximum term provided by the
law.

Regarding part-time work, even if this type of wdnkd always been possible under
Romanian legislation, the Labour Code that came fimtce in 2003 provided for the first

time the possibility to conclude individual labotwntracts for part-time work. Part-time

contracts can be concluded for an indefinite terra tixed term. Employees hired under a
part-time contract enjoy the same rights as fafletiemployees.

Later the practice revealed the necessity to anttemchew law because it was imparting a
certain rigidity of labour relations that impede ocompanies’ performances and on their
capacity to grow and develop through investmenthése circumstances the Labour Code
was amended twice: through Emergency Ordinance6B2005 and no. 55/2006. So,
labour market flexibility increased along with tredaxation of restrictions on the duration
and manner of concluding individual employment cactis. The revised law extends the
maximum duration of a fixed-term contract to 24 mfsn There can be no more than three
successive fixed-term contracts within this periafier which the employer must fill the
vacancy with an indefinite-duration employment caat. Also, in order to make individual
dismissal and collective redundancies more flexialaumber of changes have been made
as follows:

» after the trial period has ended both the emplayet the employee may terminate the
individual employment contract by giving writtentioe;

» in defining collective redundancies, the minimunmtner of redundant employees has
increased,

» an employer is no longer required to present arprage of social security and training
and development measures before resorting to tiokexedundancies;

» the notification period regarding communication trexlundancy decision to trade
unions has been shortened from 45 to 30 days.

The new provisions require employers to finance andure the participation of all
employees in training and development programmesew thing is also the fact that both
the employer and the employee may take the inigain terms of the training and
development programmes.

Collective agreements at national, sector or compavel are now given a decisive role
since a large number of the provisions of the nelvdur Code refer to the provisions that
exist in these agreements.

However, although there seems to be plenty of Bié® with regard to the new
regulations,the authors consider that the labour relations in Rmania are still quite
rigid. The permanent contracts are the norm and th& termination is made extremely
difficult. So, the room to manoeuvre for both employer and@&ysp is restricted.



1.2. Labour Market Policies (LMP)
1.2.1 Passive Labour Market Policies (PLMP)

In Romania, the unemployment phenomenon was resegdrior the first time in 1991
through the enactment of the Unemployment Insurakateno. 1/1991. The law has been
changed several times since the beginning of tmesition period especially regarding the
eligibility criteria, the duration of the unemploymt benefits and the amount paid as well
as the package of active labour market measurepih

The unemployment benefit system was reformed incM&002 within the framework of
the new law on the Unemployment Insurance SystethEanployment Stimulation (Law
76/2002) [4]. According to this law the unemploypdrsons registered at the local
Employment Agency were entitled to unemploymentdbigsif they had contributed to the
unemployment insurance for at least 12 months dutiire last 24 months prior to their
registration. Eligibility for unemployment benetitas conditioned by a monthly visit to the
Public Employment Service (PES) and the partiogpain training or other employment
stimulation measures offered by PES. The monthlgmployment benefit was a flat
amount fixed at 75% of the gross national minimuage and was tax-free. This was paid
for 6, 9 or 12 months depending on the person’sipus insurance records.

The current law has initially severed any link beén contributions paid and benefits
received, depriving the contributors of their riglts a consequence, in late 2005, the
Romanian government introduced new rules (throughedgency Ordinance no. 144)

aimed at granting unemployment benefits in a mapgitable manner, depending on the
length of the contribution period. While keeping thase level of 75% of the minimum

statutory wage, the newly enacted change supplentleistbasic amount with a sum that is
differentiated in accordance with the contributperiod of the beneficiary. However, it has
to be pointed out that the amounts provided as sarehnot large and the average
unemployment benefit does not exceed the minimdarysa

At the beginning the workers laid-off by enterpsisainder restructuring and/or
privatization, were paid severance benefits by RS from the Unemployment Fund
without any requirement for search or take-up wdnk1999 and 2000, Romania adopted
restrictive conditions. So, for the persons laifiiyf companies other than those under the
PHARE-RICOP programme, severance payments hadsapymorted by the employers.

1.2.2 Active Labour Market Policies (ALMP)

Training and retraining measures for the unemplayerk the first active measures put into
place at the beginning of the transition from Pkthiio Market Economy. The need for
other measures emerged progressively and the Ramaegislation followed suit. So,
ALMP have been successively modified to cope withnging market conditions.

The new legal framework (Law 76/2002) provided aaoler range of ALMP that comprise

training programmes, employment subsidies aimingertouraging employers to hire

individuals from various weak groups considerednasginalised or disadvantaged on the
labour market, temporary employment for communityrky counselling, job fairs and job

exchanges, incentives for territorial mobility dfet labour force, subsidized credits for
employment generation.

The reform aimed to raise the expenditure for ALMIRch indeed occurred. However the
intake rate of participants was not as high as eepe

Later, the law was deeply changed by the Law nd20@W4 and then by the Emergency
Ordinance no. 144/2005. However, a large numb&ldfP currently employed will most
probably be phased out, especially as some of ttlearly classify as state aid under EU

4



rules [5]. Vocational training is still at a lowMel which places our country at the bottom of
the EU hierarchy. We consider that the whole ALMBtem has to be revamped to focus
more on counselling and vocational training.

1.3 System of labour taxation

High levels of taxation on labour (including thepact of social contributions) can depress
the labour demand in the formal economy while eramging the informal economy and the
subsistence activities. The overall impact of taxed contributions can be summarised in
terms of tax-wedge (the average share of taxesacidl security payments as a proportion
of total labour costs).

The tendency is to reduce the tax-wedge on lab®tarting with 2002 and continuing
onwards the contribution rates for all social petitth schemes were constantly cut. In
2005 the Romanian government abandoned the proggessome taxation system for a
flat-rate of 16% income tax that was first appliedsalaries and then was progressively
extended to all types of income. The introductidrtios tax system has resulted in the
surfacing of undeclared work and increased theggheration capacity of the enterprises.
The combination between lower contribution rated arflat-rate income tax reduced the
costs of hiring and had a positive effect on seguri

1.4 Minimum wage setting

The minimum wage is a highly controversial instrunnef the labour market policies. The
minimum wage decreases poverty, reduces incomauritigg, protects and motivates the
low productive workers and makes work pay. Howethear,introduction and increase of the
minimum wage might represent a large burden to eyeps who might decide to fire those
workers whose productivity would not reach the minim wage.

Romania has a system for setting up the nationainmim wage as well as the possibility
to establish/negotiate financial compensation fier Ibss of employment. Periodically, the
reference basis for the calculation of the nationalimum wage is resized, as a basis for
negotiating collective employment agreements.

1.5 The social dialogue

The role of the social dialogue is very importametsure that flexicurity delivers benefits
for all. The social partners are best placed taestdthe needs of employers and workers
and to detect synergies between them.

In Romania, apart from the Social and Economic C€owrhich is the main social dialogue
body, all other labour market institutions, the iNiahl Employment Agency, the National
Pension House and the Adult Training Board haupartite structure and enabling social
partners to take part in the current decision ngkirocess.

2. Some figures relevant for the elements of flexicity

2.1 Employment protection legislation dynamics

The employment protection legislation (EPL) wagddticed with the aim of improving
workers’ employment conditions and enhancing thwegifare. The scientific literature
highlights a wide range of effects, both positivel anegative, of EPL on labour market
performance. On the one hand EPL stabilizes thel®m@-employer relationship and
stimulates the investments in training with conssgpes in higher productivity, but on the
other hand it raises the costs incurred by firmslevadjusting the stock of employment
diminishing the firms’ ability to cope with challges like globalisation, technological
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change and innovation. A stricter EPL favours iassd and is detrimental to the
employment opportunities of outsiders contributioglabour market rigidity and higher
unemployment especially the long-term unemployment.

Based on the OECD 2004 [6] methodology we haveutatied a summary indicator of the
overall stance of EPL. This is a weighted averafj¢hcee sub-indicators on dismissal
regulations covering 1) regular employee; 2) teraporemployee; and 3) collective
dismissals.

In the list of the 23 countries analysed by theharg the overall index calculated for
Romania based on 2003 Labour Code ranked our goimthe 22nd place with one of the
most stringent dismissal regulations (see tabl@H¢. changes made to the law in 2005 and
2006 have increased the external numerical flégjbfilacing Romania in the 18place.
The relaxationof the rules was made especially in terms of ragelaployment and
collective dismissals keeping the rules for tempoeamployment quite rigid.

Table 1: Summary indicators of the strictness of employment protection

Regular | Temporary | Collective CIEE]
Rank Country employmen{ employment] dismissald EPL
(Version 2)
1{United Kingdon 1.1 0.4 2.9 1.1
2]Irelanc 1.€ 0.€ 2.4 1.3
3|Slovak Republic 2.3 0.4 3.8 1.7
4|Hungan 1.9 1.1 2.9 1.y
5|Denmarl 1.5 1.4 3.9 1.8
6|Czech Republic 3.3 0.5 2.] 1.9
7|Bulgaria** 2.1 0.€ 4.1 2.C
8|Finlanc 2.2 1.¢ 2.6 2.1
9]|Polanc 2.2 1.2 4.1 2.1
10] Austric 2.4 1.5 3.3 2.p
11Netherlands 3.1 1.2 3.C 2.3
12]Estonia** 2.7 1.3 4.C 2.3
13]ltaly 1.8 2.1 4.9 2.4
14{German 2.7 1.8 3.8 2.p
15|Belgiumr 1.7 2.4 4.] 2.b
16|Slovenia** 2.7 2.3 3.3 2.€
17]Swede! 2.8 1.€ 4.5 2.6
18]Romania* (200€ 2.C 2.8 4.4 2.8
18| Lithuania** 2.6 2.4 3.6 2.8
19|Franct 2.E 3.€ 2.1 2.6
20|Greec: 2.4 3.3 3.3 2.¢
21| Spair 2.6 3.5 3.] 3.1
22|Romania* (2002 2.7 3.C 5.3 3.2
23|Portuga 4.2 2.8 3.6 3.5

Sources: OECD Employment Outlook 2004;*authorsudatons using the OECD
methodology; *Tonin (2005)

The least regulated countries are United Kingdomalahd and Denmark while stricter

employment protection is a feature of the Mediteesn countries like Greece, Spain or
Portugal. As can be seen, the new member statestdmnstitute a homogeneous group in
terms of EPL strictness. Slovakia and Hungary #&eqal at the top of the list having a very
relaxed legislation. So, one could say that therad pattern specific to the Central and
Eastern European countries.



Figure 1 emphasizes the evolution of the EPL fomRiia after December’89. In 1992 the
law was deeply relaxed in order to allow the langave of dismissals during the
restructuring phase of the economy.
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Figure 1: Theindex of the strictness of employment protection legislation for Romania, 1990-2006

In 2003 a new Labour Code was enacted becausddhawdidn’t suit the economic and
social realities at that moment. The aim was toalisage the undeclared work and to take
into account the principle of workers’ protectiofhus, although in line with European
directives, the new Romanian legislation was gdlyenaore protective for the employees.
After a short while, both employers and employegised their disapprovals related to the
restrictions imposed. As a consequence, the lawamanded twice, in 2005 and 2006, in
order to make the labour relations more flexible.

In the authors’ opinion, the current Romanian lavetill rigid continuing to cause a wide
distance between the labour market “insiders” aodtsiders”. It is a stringent need to
increase the employment opportunities of the yopegple, the persons who are benefits
dependant and those who are working in the infosuator.

The analyses based on the EUROSTAT statisticatdgyshow that in 2006 14.4% of EU

27 employees had fixed-term contracts and thatesgmts a continuation of the rise in
prevalence of this more flexible form of contrafigjire 2). By contrast, in Romania only

1.8% of employees worked on a temporary basis.fijlnees show a decrease in the last six
years of around 1.1 percentage points. Also, it bepoticed that in 2006 2% of males and
1.6% of females held fixed-term contracts while share of fixed-term employment in EU

27 was 15% for women compared to 13.9% for men.

The strictness of EPL for temporary employment nimy an important element in
explaining the incidence of temporary work. In Remaathe summary score regarding this
area jumped from 2.25 in 1992 to 3.0 at the datenttw Labour Code came into force.
That represents a relatively stricter regulatiompared with most of the EU countries.

The national labour force survey’s figures showt thaRomania 78.7% of individuals in
temporary employment want to work on a permanesisblaut are unable to find such a
job.
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Figure 2: Temporary employees as a percentage of the total number of employees (%), 2000 and 2006

The EUROSTAT statistical figures show that from @Q@6 2006, in Romania, the share of
part-time employment declined from 16.4% to 9.7%guffe 3). At the same time, at the
overall EU level, in 2006, 18.1% of workers were gart-time employment, with 1.7
percentage points more than in the year 2000. mahia, we notice that there is a balance
between the female part-time employment rate (9.%6) the male rate (9.8%).
Meanwhile in EU 27 part-time employment continuesbe predominantly a feature of
female employment: for instance, in 2006 the fennate (31.2%) was significantly higher
than the male rate (7.7%).

60.4% of men indicate that they work part-time dodcause they could not find a full-time
job. Also, figures from the Romanian national labdorce survey AMIGO indicate that
“other reasons” are responsible for part-time eyplent in the case of 42.9% of females
and other 33.6% declare that they want a full-gaiebut they can not find one.

Bulgaria* =
Slovakia [
Czech Republic—]
Ireland**
Netherlands

United Kingdom

EU (27 countries) e 1

Source: EUROSTAT

Figure 3: Part-time employment as a percentage of the total employment (%), 2000 and 2006



2.2 Active Labour Market Policies (ALMP)

Active Labour Market Policies aim at reducing labamarket imperfections and at

preventing the degradation of the situation of safisadvantaged groups of people (the
youth, disabled, unskilled, long-term unemployed,)e ALMP enhance the human capital
of those persons participating in programmes arsfasu their employability. Thus, the

provisions are expected to improve the efficientihe job-matching process.

Some figures regarding expenditure on active argbipa labour market policies as a
percentage of GDP in the selected European coardra&presented in figure 4. Romania is
placed near the bottom of the list spending abdl#%0GDP on ALMP and 0.3% GDP on

PLMP. Generally, all the new member states spemdbsively low amount of resources on

LMP. The three highest spending countries are Dekmaweden and Belgium. The

magnitude of the resources involved indicates thahodel like Denmark’s cannot be

applied to other Member States.
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Figure 4: Expenditure on active and passive labour market policies as a percentage of GDP (2006)

The active labour market policies expenditure ahare of GDP per unemployed is over
twenty-times higher in EU 27 than in Romania. Tiigsire can be explained through a very
low coverage rate of the Romanian unemploymentarse system.

The Structure of the expenditures on LMP in 2006wshsignificant differences between
our country and the EU average. Whilst most ofElaeopean Union countries spend a lot
on training, Romania assigns to this area only®Hdrcentage points of GDP. In Romania,
the largest share of the total ALMP expenditurgpient on employment incentives.



Table 2: Public expenditures on labour market policies

LMP expenditure as Share of LMP LMP expenditure per
percentage of GDP, expenditure by unemployed person (in|
2006 category, 2006 euro), 2006
EU27 Romania EU27 Romania EU27 Romanig

Labour market services (1 0.217 0.042 11p 9|8 1304.9 56.1
Training (2) 0.212 0.01¢ 10.9 4.1 1267.¢ 23.4
Job rotation and job sharing (3) 0.003 0.1 200 i
Employment incentives (4) 0.12¢ 0.05¢ 6.4 12.7 747.€ 72.4
Supported employment and
rehabilitation (5) 0.063 3.2 376.B -
Direct job creation (6) 0.07: 0.03¢ 3.8 8.C 437.( 45.€
Start-up incentives (7 0.04 0.001 2.1 op 2385 1.1
Out-of-work income maintenance
and support (8 1.119 0.279 578 65|2 6704.4 37p.0
Early retirement (9) 0.085 4.4 510.p -
Total LMP measures (2-7 0.519 0.10Y 266 25{0 30884.0 14p.4
Total LMP supports (8-9) 1.20¢ 0.27¢ 62.2 65.2 7217.0 372.(
Total LMP expenditures 1.93j 0.42¢ 100.( 100.( 11608.: 570.t

Source: EUROSTA

The share of ALMP expenditure in the total expaméitof the Unemployment Insurance
Fund for Romania has significantly improved betw@&®0 and 2006 proving that our
country has made efforts to adapt its policy tordguirements of a modern system.
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Source: National Employment Agency (ANOFM)

Figure 5: Share of ALMP expenditure in total expenditure of Unemployment Insurance Fund for Romania,
2000-2006

2.3 Lifelong learning strategies

Table 3 shows that in 2006 9.6% of the EU27 poputadged 25 to 64 participated in
lifelong learning (LLL). The differences betweenuotries are significant, ranging from a
participation rate of 32% in Sweden to 1.3% in Builg and Romania.

Only eight countries have reached the target dd%2participating rate to be achieved by
2010, but all the countries analyzed except Slavakid Bulgaria show a positive trend in
the overall LLL participation rate. Generally thene more women than men taking part in
LLL.
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Table 3: Participation in lifelong learning, percentage of the adult population aged 25 to 64 participating in
education and training, by sex

Total Females Males
Change Change
2000 | 2006 | 2006 -2000] 2000 | 2006 | 2006 -2000| 2000 | 2006 Ch;‘ggg %/c:oe
% % '

Sweden 216 32J0 281 241 3p3 4890 102  p6.0 35.4
Denmark ok 29p sol5 218 388 550  17.1 4.6 3.9
United
Kingdonr 208 264 206 23 31z 327 17 22c 257
Finlanc 179 23] 32.0 196 27. 376 15f 19 24 E
Netherlands 15|5 1.6 q.6 14.7 16.9 8.2 16.3 15.3 -6.1
Slovenia* 7. 15D 1055 719 14.3 1063 67 138 1p6.0
Austria 834 13l 578 7la 140 89.2 2 12 126
Spair 21 104 153 28 11 155.€ 37 9z 1514
EU (27
countries 7.1 9.6 35.2 7.5 10.5 40.C 6.7 8.7 29.¢
France 2B 3 171]2 31 8.0 15p.1 b 6 72 6.9
Belgium 6.1 75 21D 5[7 716 333 $7 n 0.4
Germany 5p 75 242 ds i3 5p.1 56 78 39.3
Ireland™ 54 73 321 o0 8[7 359 47 8.0 277
Estoniz e 3E 0. 82 86 4c 4E 4z 6.7
ltaly 2.4 6.1 271 2.8 6E 35.4 I 57 18.¢
Czech
Republic™ 5.6 X 0. 5h 5l ol3 s 4.4 -6.9
Lithuania 2. 2.p 751 3l6 a6 83 9 ) 1.6
Poland* Z 2y 9B 2l 5|1 41 17 i3 .2
Portuga 3.4 7.7 23k 3t 24 257 32 71 28.1
Slovakia™ BE 21 516 8.E 2.4 50 82 36 537
Hungan 2.0 3.6 31.C 3.3 2.4 33.2 2.4 31 292
Greece ip 1o 90|0 10 18 8p.0 10 2.0 100.0
Bulgaria® 14 1 71 ih 3 71 13 13 .0
Romania 0.p 13 4414 0.8 1.3 62.5 D.9 1.3 44.4

Source: EUROSTAT; *2001; **2002

In Romania there has been some slight progressebat2000 and 2006 taking into account
the overall participation in LLL. Our country haslyjust started to access the ESF and the
Sectoral Operational Programme has only just bpprozed by the Commission. There is
great hope that the intervention of the ESF wiltedep the LLL and will improve the links
between the process and the needs of the laboletnar

2.4 Social security systems

The generosity of the unemployment insurance systepends mainly on the duration of
the unemployment benefits and their level in respedhe previous labour income (see
table 4).

The scientific literature highlights that the magenerous the unemployment insurance
system the higher unemployment rate is (espediafljong-term component). This may be
explained by the rise in the employees’ wage claimesreasing their job-search intensity
and motivation to accept a job offer [8].

The negative consequences of the generous unemghdyinsurance system can be partly
offset by suitable ALMP aimed at returning the upéosyed back to work.

In Romania the generosity degree is 4.8, very lemgared with Denmark (30.2). The
maximum duration of the benefit payments is unkdiin Belgium and due to this fact this
country was placed at the top of the list.
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Table 4: Generosity degree of Unemployment I nsurance Systems, 2005

Net replacement rate: | Maximum .
L : Generosity
initial phase of duration
degree

unemployment (months)
[Belgium 54 Unlimited 10p
Denmark 6 48 302
Portugal 8% 24 19)7
France 6Y 2B 15}4
Spain 62 24 149
Finland 54 2 12.4
Netherlands 6b 18 147
Poland 51 18 9p
Sweden 6P 1% 8J7
Germany 60 1p 72
Austria 55 g 5.0
Romania 40 1p 418
Ireland 3] 11 4.y
Italy 63 7] 4.4
Greece 3p 1p 413
Slovak Republic 61 3 3|8
Hungary 4( D 3.p
Czech Republic 50 6 310
United Kingdom 41 p 2p

Source: OECD and [9] for Romania

Another very interesting indicator is the unempleym trap (see figure 6) which is
measured by comparing the net income from a jothéonet income while out-of-work.
When there is little difference between benefitoime and the income from work, people
may find it financially unattractive to accept @&jand can be trapped in unemployment
[10]. Hence the term unemployment trap is usedetxdbe this situation.

Denmark and Slovenia have the highest unemploytnaps. In these countries more than
90 per cent of the gross income gain is not recebyethe employee.

In Romania the unemployment trap in 2006 represeni€s, going down by 5 percentage
points compared with 2001. This meant that fronregeoss Euro earned by moving from
a benefit to a job, only 0.29 Euro remained astanueease.
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Source: EUROSTAT

Figure 6: Tax rate on low wage earners. Unemployment trap

12



3. Effects on the labour market

EU 27 has experienced a rise in employment betv2@&0 and 2006 while Romania has
witnessed a contraction in employment of around%.2see table 5). This development
may be partly explained by the external migratibthe labour force and by the significant
weight of undeclared work (around 20 percentagéDP). In addition our country has one
of the highest tax-wedge on labour in Europe esflgalue to the social contribution rates.
The reduction in employment was even higher for womand older workers proving the
development of a segmented labour market partheatfig the difficulties of conducting
comprehensive labour market reforms. This can hbs@ result of stricter employment
protection legislation.

Table 5: Employment rate and labour productivity, 2000 and 2006

Employment rate -
Total e V\\//omen Older workers LSBT TR V1
Change Change Change ﬁg‘;g’;sn) Growth
Country 2006 | 2000| 2006- | 2006 2000 | 2006 - | 2006 [ 2000| 2006 - employed | 2006/2003
2000, % 2000, % 2000, % (EU27=100

Denmarl 774  76.3 14 73.4 71.4 2.5 60.7 55.7 9.0 108. 2.2
Netherland 744 729 1.9 67.7 63.4 6.€| 47.7 38.7 24.¢ 113.8 1.2
Swede! 73.]  73.d 0.1 70.7 70.9 -0.2 69.4 64.9 7.2 113.¢ 2.3
United
Kingdom* 71.9 71.4 0.1 65.§ 65.( 1.2 57.4 52.7 10.C 109.7 2
Austrig 70.4 681 2.5 63.4 59.4 6.5| 35.F 28.4 23.2 120.2 1.7
Finlanc 69.d 67.4 3.1 67.9 64.4 4.6  54.F 41.4 31.C 112.¢ 3.1
Irelanc 68.4 65.2 5.2 59.3 53.9 10.(f 53.1 45.3 17.2 134.¢ 1.4
Estonit 68.1 60.4 12.7 65.9 56.9 14.¢f 58.9 46.3 26.2 64.5 5.3
Portuga 67.4 68.4 -0.7 62.( 60.4 2.5 50.1 50.7 -1.2 68.4 0.5
German 67.4 65.6 2.9 62.4 58.] 7.1] 48.4 37.4 28.7 107.1 2.7
Slovenia 66.p 62]8 6]1 61.8 58.4 b.8 32.6 b2.7 3.6 84 4.5
Czech
Republic 65.4 65.( 0.5 56.4 56.9 -0.2|  45.2 36.3 24.5 70.7 4.5
Spair 64.4 56.3 15.1 53.9 41.3 28.([ 447 37.( 19.2 103.1 0.7
EU (27
countries 64.4 627 3.7 57.3 53.7 6.7 43.F 36.9 17.9 10C 2.7
France 63.4 62.1 2.7 58.4 55.4 6.5| 38.1 29.9 27.4 123.t 1.2
Lithuania 63. 590 716 61/.0 51.7 7 40.6 40.4 P2.8 7.1 5.9
Belgiun 61.q 60.5 0.8 54.( 51.9 4.6 320 26.3 21.7 131.F 1.6
Greec 61.q 56.9 8.C 47.4 41.7 13.3] 423 39.( 8.5 103.¢ 2.7
Slovakic 59.4 56.9 4.6 51.9 51.5 0.8 33.1 21.9 55.4 71.§ 6.1
Romani: 58.9 63.( -6.7 53.( 57.5 -7.8 41.7 49.5 -15.¢ 39.2 4.9
Bulgaric 58.4 50.4 16.5 54.4 46.3 17.¢f  39.4 20.4 90.4 34.¢ 3.6
Italy 58.4 53.1 8.8 46.3 39.4 16.¢f 32.9 27.7% 17.9 10¢ 0.2
Hungan 57.3 56.3 1.8 51.] 49.7 2.8 33.€ 22.7 51.4 74.5 2.9
Poland 54.b 55/0 -019 44.2 48.9 -lL.4 48.1 8.4 1.1 61.1 2.8

Source: EUROSTAT,; *2001;**2002;**2003

The long term unemployment rate for 2006 averag&&o3or the EU as a whole, down

from 4.0% in 2000 (table 6). Amongst the individideémber States rates went down in 14
out of the 23 countries analyzed. In Romania theasbn became worse, the long term
unemployment rate being in 2006 with 13.5 % higih@n six years ago. The Denmark is
again at the top of the list and the figure is iayong which means that the flexicurity

model applied there is a very strong one.
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Table 6: Long term unemployment rate and youth unemployment ratio, 2000 and 2006

Long term unemployment rate (% Youth unemployment ratio (%
labour force) population aged 15-24)
Change Change
Country 2006 2000 2006 - Country 2006 2000 2006 -
2000, % 2000, %
Denmarl 0.8 0.9 -11.1|Lithuanie 2.6 11.C -76.4
Sweden 1p 1l4 -21{4 Estonia 1.3 9.1 -82.7
United Kingdom: 1.2 1.4 -14.%|Netherland 4.6 4.2 9.5
Austria 1.9 1.0 30.p Ireland 4.7 3.8 28.7
Irelanc 1.4 1.6 -12.E|Hungary 5.1 4.8 6.3
Netherlands 1{7 0}8 112.5 Denmark 5.4 4.8 2.5
Spain 1.8 4.6 -60J9 Austria 9.4 2.8 9p.9
Finlanc 1.9 2.8 -32.1|Bulgarie 5.6 10.§ -48.1
Lithuania 2.1 8.D -68.8 Slovenia $.6 b.4 -1p.5
Estonie 2.8 5.9 -52.5|Czech Republi 5.9 8.0 -26.%
Slovenia 2.9 41 -29]3 Romania 5.6 8.3 -40.5
Italy 3.4 6.3 -46.(|German' 6.9 4.3 60.5
Hungary 3.4 3L 9f7 Portugal $.9 .1 6B.3
EU (27 countries) 3|7 40 -71.5 Italy 1.0 1.9 -41.2
Portuga 3.8 1.7 123.t[Belgiun 7.1 6.2 14.5
Czech Republic 3|9 4.2 -7.1 EU (27 countrief) 7.6 8.4 -9.5
Franc: 3.9 3.5 11.4|Greec 8.2 11.4 -28.1
Belgium 4.7 3.f 13.p France 2 .0 1.1
Romani: 4.2 3.7 13.E|Spair 8.6 11.4 -24.€
Greece 48 6]1 -21]3 United Kingdomf B.7 8.2 6.1
Bulgaria 5. 9.4 -46.8 Slovakia 9.4 17.0 -4n.7
German 5.9 3.8 44 7| Finlanc 9.7 11.7 -13.4
Poland 7.8 43 54 Poland 19.2 13.3 -43.3
Slovakic 10.Z 10.3 -1.C|Swedel 11.C 5.9 86.4

Source: EUROSTAT; *2001;**2002;**2003

In our country the youth unemployment ratio hasriompd compared with six years ago,
but the figure remains quite high. The young pe@pke part of the disadvantaged groups
because they are a new entry on the labour mankke¢@perience the same problems as any
other outsiders.

4. Conclusions and recommendations

Based on the institutional complementarities/potegimes literature, the 2006 issue of the
Employment in Europe (EIiE) proposed a typology di Eabour markets along the
dimensions of flexibility and security. The analysicluded 18 countries and Romania was
not among them.

The five flexicurity systems identified there were:

* The Anglo-Saxon system (including UK and Ireland) that have a high degade
flexibility, relatively low security and low taxan;

* The Continental system (comprising Germany, Belgium, Austria and Francéthw
intermediate-to-low flexibility, intermediate-togh security and intermediate-to-high
taxation;

» The Mediterranean system (including Spain, Portugal and Greece) characdriy
low flexibility, relatively low security and no ce pattern of taxation;

» The Eastern European (plus Italy) including Italy, Poland, Hungary, Czech Republic
and Slovakia — low security, intermediate-to-hidgxibility and intermediate-to-high
taxation;
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* The Nordic system (comprising Denmark, the Netherlands, Sweden anthizd) with
high security, intermediate-to-high flexibility, dmtermediate-to-high taxation.

In respect of socio-economic outcomes, two regiooesd be classified as performing well:
the Anglo-Saxon countries’ regime and that of Thoed\c countries.

Judging by the main features of the two dimenswrftexicurity Romania can be included
in the Mediterranean rather than the Eastern Eamgeoup. Our country is characterized
by low flexibility (high EPL), low security (low smding on LMP and very low
participation of adult population in LLL) and higgaxation.

Romania is placed among the countries with the $bwenployment rates, the highest long-
term unemployment rates and the labour productig@presents only 39.2% of the average
labour productivity calculated for EU 27. Agriculéy a sector with a very low value added,
accounted for 36.2 per cent of the total employm&né economic growth has accelerated,
but to a significant extent in the form of joblegswth.

In this context, we consider that the prioritieshaiegard to the four elements of flexicurity
should be as follows:

» to gradually increase the flexibility of the caattual relations following the evolution
of the market;

» to further develop the active labour market pofidie meet the demands of a
continuously and fast changing labour market;

» to raise activation while unemployment benefitsraxaeived,;

» to introduce systematic lifelong learning and tuedep a system geared toward labour
market needs;

» to stimulate employers’ investment in LLL in orderincrease productivity rates;

* to limit the tax-wedge on labour in order to redudermal work;

» to find ways of increasing the financial resourtiesbuilding up a more comprehensive
social security system especially through combattiegundeclared work.

We wish to conclude this paper here but not bestmessing the fact that flexicurity is not
in itself a panacea and the policy should be pur$sne wider context of sound macro and
microeconomic policies.
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