-

View metadata, citation and similar papers at core.ac.uk brought to you byj: CORE

Comparative Economic Research, Volume 19, Number 4, 2016
10.1515/cer-2016-0027

a8
Il DE GRUYTER &
I OPEN &
G !
)
""'-“1.

s,

% Uniwersytet

; EODZKI

o

",
.

EUGENIUSZ KWIATKOWSKI

Why Have Labour Markets Reacted
To The Global Crisis In Different Ways?*

Abstract

This paper aims to identify the effects of the aglalisis on employment
and unemployment in the EU countries and indicattofs which may explain
the differentiated response of labour markets i ¢hisis.

Analyses show that the global economic crisis tdtethe labour markets
of EU countries, causing declines in employmentiaogkases in unemployment.
The greatest declines in employment were observé&teece, Estonia, Ireland,
Spain, Iceland, and Portugal, and the lowest intAaisBelgium, the Netherlands,
and Poland. The greatest increase in unemploymentrced in the Baltic
countries, Greece, Spain, and Portugal.

The analyses indicate that the scale of changegnmployment and
unemployment during the global crisis depends am $actors as: the depth of
the demand shock and scale of GDP adjustmentgjdbece of openness of the
economy; the scope of alternative labour marketstijents and some labour
market institutions, especially employment protetiegislation and the share
of fixed-term employment contracts. The analyse&ate that the smallest
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declines in employment (and correspondingly the llestaincreases in
unemployment) during the crisis can be expectedoimtries where the EPL
indexes and share of those employed on fixed-terployment contracts in total
employment are moderate.

Keywords employment, unemployment, the global crisis, EU

1. Introduction

Market economies are subject to a variety of imgaghose origins may lie
in the economies themselves, or outside of theras&limpacts are of a various
nature: cyclical, long-term trends, or one-time@ymr demand shocks. They
produce imbalances in the economy, including inldbeur market, which induce
adjustment processes in various areas of the egonAdjustment processes
require a certain flexibility of the economy, i.¢he ability of an economy to
change its existing states. Due to the fact theattgree of flexibility in individual
areas of the economy is different, the adjustmentgsses in the economy,
including the labour market, have different natures

The final years of the first decade of the 21sttugnwere a period of
strong negative macroeconomic tendencies in thé&dwbhey commenced by the
real estate market crash in the US in the year§-Z20D7, which also affected
other segments of the financial sector of the Acagrieconomy, and later moved
rapidly into the real sector. Over time, these tiegacyclical impulses and crisis
phenomena moved to other countries, giving risevtiat came to be called the
‘global crisis’.

The global crisis became the subject of lively deband investigations in
the economic literature. Its course was analysedetail, various concepts with
respect to its causes were put forward then fudieeeloped, and attempts were
made to identify and assess its effects. The casigerely affected the vast
majority of countries and the economic positioralbgroups of economic entities,
left its mark on the activities of the States, sed a series of common views held
in the theory of economics. It is no surprise ttheg global crisis has become
a burning issue in economic debates during recarsy

The global crisis affected also labour marketshan European countries. It
was reflected in the drop in the volume of emplogtmand the increase of
unemployment rates. The scope of this paper costkenchanges in employment
and unemployment in the EU countries, as well &ir timterpretation in the
existing mainstream economic theories.



Why Have Labour Markets Reacted... 7

This paper aims to:

* |dentify the employment and unemployment effectthefglobal crisis in the
EU countries; and

« indicate factors which may explain the differergchtresponses of labour
markets to the global crisis.

The structure of the paper is as follows. Part @wshthe changes in
employment and unemployment in the EU countriea essult of the global crisis.
Subsequent parts of the paper analyse the fadhitk way explain the differentiated
effects of the global crisis on changes in employnad unemployment in the
countries under study. These factors are examinedthe theoretical side, as well as
from empirical side, which demonstrates their dgwelent in individual countries.
The factors include openness of the economy (8e8JicGDP dynamics (Section 4),
alternative labour market adjustments (Section &) selected labour market
institutions (Section 6). Section 7 offers conduasi

2. The effects of the global crisis on employmennd unemployment

The situation on the labour market can be describgidg different
economic measures and indicators. The economiatlitee devoted to the overall
assessment of the state of the labour market masdg measures determining
trends in labour supply, labour demand, unemploynaer wages. In the analysis
of developments in the labour markets undertakahisstudy it was decided to
use two economic measures characterizing the aitdte labour market, namely
employment and unemployment. Although these ecanomeiasures are to some
extent dependent on each other (an increase wothme of employment usually
leads to a decline in unemployment and a declir@riployment to an increase in
unemployment), nevertheless the determining faaldfer to some extent and
they can demonstrate tendencies different from gbeve interdependencies.
Therefore, taking into account both measures irafisessment of the situation on
the labour market deepens the analysis of the aitdite labour market.

The global crisis produced significant negative nges in the labour
markets in most EU countries, even though its nsglid not take place in the
individual countries at the same time. The year92@@rked a watershed, when
the negative trends intensified in most countrirg, in the following years the
effects of the crisis continued in various waysnany countries. They involved
both employment and unemployment.



8 Eugeniusz Kwiatkowski

Figure 1. Rates of change of employment in the grps of countries in 2005-2014 (in %)
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Source: Eurostat — http://appsso.eurostat.ec.ewgofpai/show.do?dataset=Ifsi_emp_a&lang=en;
NMS 13 — Author’s own calculations [access date062015].

Figure 1 shows the trends in employment in fourugsoof countries in
the years 2005-2014, i.e., the EU-28, the EU 1f eane countries, and new
member states NMS 13 (these groups partially operigs seen in Figure 1, in
the years 2005-2008 there were tendencies towacdsaised employment in all
groups of countries, but in the NMS 13 they wenmrgier than in other
countries. After 2008 strong downward trends in adlntry groups can be
observed, but in the euro zone they were strorger in the other EU countries.
It was not until 2014 that the negative trends rese.

The detailed data on annual changes in employmerindividual EU
countries are included in Table 1. The data shaevdifferentiated situation in
individual countries in the period under study. tdalas the only country which
demonstrated a continuous upward trend in employriepughout the entire
period. A quite favourable situation took also platthe countries in which upward
trends were intertwined with stabilization or stigteclines in employment. This
concerns such countries as Austria, Belgium, treelCRepublic, Sweden, and also
Poland. Other countries demonstrated strong fltiohg in their employment
changes, coupled with significant declines in eyplent in the crisis years. The
table shows, first, that the greatest variabilitghe rate of changes in employment
took place in Greece, Ireland, Latvia, Estonia,afiagp and Spain. Secondly, the
largest declines in employment during the perioduoed in Greece, Latvia,
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Ireland, Spain, Portugal, and Lithuania, as eviddray the highest values of the
negative semi-standard deviation. On the other ,héma largest increases in
employment occurred in Luxembourg, Estonia, Irel&dgaria, and Cyprus.

Table 1. Employment growth rates in the EU countries2005-2014 (in %)

Country 2005 | 2006| 2007 2008 200Pp 2010 2011 2Q12 3Rp12014
Luxembourg 2.76)  0.84 38 -025 781 166 1181 5.03.10| 2.89
Malta 1.01| 1200 278 206 0.57 194 246 2{22 3.28.07
Poland 233 339 443 347 043 -249 058 (.1815-0. 1.89
Netherlands 006 18 245 1%3 0p4 -2{63 -0.02660.-0.71| -0.56
Cyprus 250 267 577 132 000 3p1 0|76 -3.26225.-0.14
Germany 145 223 220 146 -0.18 0/9 013 0.8703 1. 0.88
Austria 1.93| 2.10 2.51 180 -0.30 0.87 0/89 079 490. 0.19
Belgium 2.33| 0.68 2.73 15p -087 154 046 032 14Q. 0.29
Croatia 0.65 083 9.29 212 -0.16 -3.80 -3|86 -3.62.69| 2.74
France 0.74  0.63 176 131 -097 02 024 -0.01000. 0.08
United Kingdom| 1.05 092 0.64 0.85 -1.04 023 0}54.07| 1.20|{ 2.30
Greece 123 189 081 102 -1.18 -3/65 -7.64 -3.8692| 0.65
Romania 0.13 194 o0.6f 017 -1.34 -5{74 -2112 0.90.65| 0.76
Czech Republic 157 13 194 164 -136 -100 60.20.36| 0.96/ 0.75
Slovenia 0.61 126 25p 111 -15%55 -1p0 -3[10 11.31.94| 1.20
Italy 0.20| 156 060 0.86 -1.70 -0.96 0.82 -0j14 .661] 0.40
Sweden 132 19 251 115 -204 054 226 0.67 2[1.0..44
Hungary 0.03f 0.69 -0.6f -1.38 -2.61 -041 0|71 181.71| 534
Slovakia 219 393 241 322 -27 -2.p6 -0/09 059.01| 1.46
Denmark 052 193 -006 1.75 -2.88 -2.32 -0[13 20.50.04| 0.99
Portugal -0.300 0.63 0.2y 047 -2.89 -141 -3[23 084.-2.58| 1.58
Finland 153 1784 197 158 -291 -040 1j07 0.34.0#| -0.39
Bulgaria 2.03| 430 459 332 -319 -6.17 -2/87 5100.03| 1.58
Spain 5.87| 3.81 321 -054 -6.66 -2.p0 -1l62 -4.22.80| 1.20
Lithuania 0.99| -0.3§ 158 -1.68 -7.69 -5.p9 0/47 761 1.34| 2.03
Ireland 467 470 486 -069 -7.85 -403 -1]76 1062.36| 1.74
Estonia 228 586 091 -0.24 -947 -4B36 6[20 1.94.04| 0.56
Latvia 0.88| 6.03 257 -0.24 -388 -6.36 1p8 1}62.097 -1.04

Source: Eurostat — http://appsso.eurostat.ec.emojpai/show.do?dataset=Ifsi_grt_a&lang=en
[access date: 05.06.2015].
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Let us now consider the development of unemploymanthe EU
countries. Figure 2 shows trends of changes in pfement rates in the four
main groups of EU countries. As clearly shown ime thigure, the highest
declines in unemployment rates in the years 20088-200k place in the group
of New Member States NMS13. Moreover, Figure 2 alsows that the global
crisis was affecting the growth in unemploymengesahot only in the years
2009-2010, but also in the years 2012—-2013, althanghe latter sub-period
this impact was relatively weak in the New Memb&xt&s.

Figure 2. Changes in unemployment rates in the grgas of EU countries in 2005-2014
(in percentage points)

2009 2010 2011 2012 2013
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Source: Eurostat — http://appsso.eurostat.ec.ewofpai/show.do?dataset=une_rt_a&lang=en;
NMS 13 —Author’s own calculations [access date062015].

Table 2 shows indicators of unemployment ratesdividual EU member
countries in the years 2004-2014. These data i@dicadigh differentiation of
unemployment rate levels in individual countriesd grarticular sub-periods.
Firstly, the highest unemployment rates in the querdf the global crisis
occurred in Greece (27.5% in 2013), Spain (26.1%0h3), Latvia (19.5% in
2011), Lithuania (17.8% in 2010), Croatia (17.3%2@13), and Portugal (16.4%
in 2013). Secondly, relatively low unemploymentesatn the period of the
global crisis (after 2008) occurred in Austria @al6%), Luxembourg (below
6%), and Malta (below 7%). Thirdly, in the last yed the period under study,
i.e., in the year 2014, the highest unemploymetdsravere in Greece, Spain,
Croatia, and Cyprus, while the lowest were in Gewynaustria, and Malta.
Fourthly, the unemployment rates in Poland bef@@82stood above the EU-28
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average, and since 2009 slightly below the EU-28&aye. However, the level of
the unemployment rate in Poland in 2014 (9.0%) khetill be considered as

too high.
Table 2. Total unemployment rates in the EU countries2004-2014 (in %)

Country 2004 | 2005| 2006/ 2007 2008 2009 2010 2011 22012013 | 2014
Belgium 8.4 8.5 8.3 7.5 7.0 7.9 8.1 7.2 756 84 8.5
Bulgaria 121 101 9.0 6.9 5.4 6.4 10{3 113 12.33.01 114
Czech Rep. 8.3 7.9 7.1 5.3 4.4 6.7 713 6.7 1.0 7.06.1
Denmark 5.5 4.8 3.9 3.8 3.4 6. 7.5 756 715 7.0 6.6
Germany 10.4| 112 10.1 8.5 7.4 7.6 700 5.8 9.4 5.25.0
Estonia 10.1| 8.0 5.9 4.6 55 135 167 123 1p06 8. 7.4
Ireland 45 4.4 45 4.7 6.4 12p 13]9 147 147 118.113
Greece 10.6| 100 9.0 8.4 7. 9p 127 179 245 527265
Spain 11.0| 9.2 8.5 82 113 17)9 199 214 248 126.245
France 8.9 8.9 8.8 8.0 7.4 1 9.3 92 98 1p.3 310
Croatia 13.9| 13.00 114 99 8.6 9.2 117 137 1p.07.31 173
Italy 8.0 7.7 6.8 6.1 6.7 7.7 8.4 8.4 10{7 121 712
Cyprus 4.6 5.3 4.6 3.9 3.7 5.4 6.3 70 119 159 .116
Latvia 11.7 | 100| 7.0 6.1 77 175 195 162 150 .91f1 10.8
Lithuania 109| 83 5.8 4.3 58 138 17(8 154 18.418 | 107
Luxembourg 5.0 4.6 4.6 4.2 4.9 5.1 4.6 418 5.1 5.96.0
Hungary 6.1 7.2 7.5 7.4 78 10p 11{2 110 11.0 210.7.7
Malta 7.2 6.9 6.8 6.5 6.0 6.9 6.9 6.4 6.3 6|4 5.9
Netherlands 5.7 5.9 5.0 4.2 3.7 4.4 5/0 5.0 9.8 1.37.4
Austria 5.5 5.6 5.3 4.9 4.1 5.3 4.9 4.6 49 514 5.6
Poland 19.1| 179 139 9.6 7.1 8.1 9l7 o7 101 10.3.0
Portugal 7.8 8.8 8.9 9.1 84 10f7 120 129 158 .41614.1
Romania 8.0 7.1 7.2 6.4 5.6 6.5 7.0 72 6.8 7.1 6.8
Slovenia 6.3 6.5 6.0 4.9 4.4 5.9 7.8 82 89 101.7 9
Slovakia 18.4| 16.4| 13§ 112 9.4 12|11 145 137 014.142 | 13.2
Finland 8.8 8.4 7.7 6.9 6.4 8.2 8.4 7.8 7(7 82 q.7
Sweden 7.4 7.7 7.1 6.1 6.2 8.3 86 718 8.0 8.0 7.9
United 47 | 48| 54| 53| 56| 76 74 81 79 7B 67
Kingdom

Source: Eurostat — http://appsso.eurostat.ec.ewmafpai/show.do?dataset=une_rt_a&lang=en

[access date: 05.06.2015].
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The sensitivity of unemployment to changes in tt@nemic situation can
be better observed taking into account changesnimployment rates in
consecutive years. Table 2 shows that, firstlythimm period of the global crisis
the greatest increases in unemployment rates ttede gn the Baltic States
(Latvia, Lithuania, and Estonia) and in Greece,iigpand Ireland. On the other
hand, a relatively weak sensitivity of unemploymenthe global crisis (annual
increases of unemployment rates below 1 percernpage) were observed in
Germany, Luxembourg, Belgium, Romania, and MalecdBdly, Table 2 shows
that in certain countries the effects of the glabyidis continued for a relatively
long time. The longest periods of uninterruptedéases in unemployment rates
occurred in Spain and Cyprus (6 years), as weah &reece, Portugal, Slovenia,
Bulgaria, and Croatia (5 years).

The above-presented trends with respect to changles labour markets in
the EU countries show that the crisis has leftgaicant imprint on the labour
markets, causing decreases in employment and sesea unemployment. The
scale of these changes, however, was stronglyreliffi@ated with respect to
particular countries. The question thus arises: Vdhathe main reasons for this
high degree of differentiation? In the investigatibelow we focus on a few
selected reasons, such as:

* economic openness,

* GDP dynamics,

« alternative labour market adjustments,
* labour market institutions.

All these factors can be of some importance inamjlg the differentiated
response of the labour markets to the global crisis

3. The role of the openness of the economy

In the contemporary globalized world there arergireconomic impacts
between countries. These impacts concern alsoceydimpulses. For many
economies, the global crisis constituted a negasiieck for their overall
economic activity, the source of which was outsideir domestic economic
systems. Simply put, the negative external shoadkndoits way, through
different mechanisms, to the national economiessiog various effects in these
economies. It follows that for many economies tffeats of the global crisis
depended on the degree to which the economies wpea to economic
cooperation with other countries. We assume thattbhre an economy is open,
the greater will be the effects of the negativeesxdl shocks in this economy.
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To make this hypothesis more credible, let us amsthe impact of external
shocks. One can identify several mechanisms ointpact of external impulses
on national economies. These are shown in Figure 3.

There are four main mechanisms of transmission xtéreal cyclical
impulses on a national economy: labour migratiomoets and imports, capital
flows, and transfer of scientific and technical Whedge. In the case of the
recent global crisis two of these mechanisms seeimetthe most important:
exports and imports; and capital flows.

Figure 3. Mechanisms through which external shockaffect the national economy

Migrating labour force National
> economy v
Exports and imports Goods market | — Labour
E);]terrllal > Money market market
SNocks Capital flows
" L

Transfers of scientific and
technical knowledge

State’s
policy

Source: Author's own compilation.

Negative cyclical impulses abroad affect a nati@tanomy, firstly, through
foreign trade. The downturn in the partner county} reduce its demand for
products manufactured in the country under stuayth® other hand, the companies
in the partner’s country are, in the face of déatjrdemand for the products in their
own country, trying to increase exports to otheuntdes. Thus a decline in net
exports takes place in the domestic economy, whigly cause a decline in
aggregate demand for goods and a decline in piioduct

Secondly, negative cyclical impulses from abroadverto a domestic
economy through capital flows. The downturn inplagtner country may result in
the withdrawal of their capital from other counttiéds a result, we can observe
outflows of foreign capital from the national ecampto home countries, which
usually has both long-term and short-term consempseriThe outflow of foreign
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capital may in the long run weaken economic growtthe country under study,
and in the short term can cause severe excharguettations.

It follows from the above considerations that trengmission of cyclical
impulses between countries requires the existehopen economies, in which
foreign trade and foreign capital play an importaple. The greater is the

openness of an economy, the stronger is the respmrsich an economy to the
global crisis.

Table 3. The degree of economic openness in the EU ntries between 2005 and 2010
(average for the whole period)

Country Openness index Country Openness index
Austria 1.11 Latvia 1.04
Belgium 1.67 Lithuania 1.38
Bulgaria 1.40 Luxembourg 3.39
Cyprus 1.07 Malta 1.90
Czech Republic 1.98 Netherlands 1.57
Denmark 1.08 Poland 0.80
Estonia 1.76 Portugal 0.79
France 0.60 Romania 1.24
Germany 0.90 Slovakia 1.83
Greece 0.57 Slovenia 1.42
Hungary 2.31 Spain 0.67
Italy 0.55 United Kingdom 0.64

Source: Author's own calculations on the basis ufoStat data.

Table 3 presents statistics showing indicatorspeihmess of the economy
in the European Union between 2005 and 2010, adkxdilas the relationship
between the total annual exports and imports aad3P of the country. The
table shows that the highest rates of economic regsnwere in Luxembourg,
Hungary, the Czech Republic, Estonia, Slovakia, sladta. The lowest rates
were in Italy, Greece, France, Great Britain, apdi® While the differences
between these indicators are not able to fully @rpthe differentiated response
of the labour markets in the EU to the global stisi seems however that in
some countries they may explain a lot. In Polahd,dpenness of the economy
was at a relatively low level and this can be sagem source of the relatively
mild nature of the global crisis in our economy.
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4. The importance of changes in GDP

The shocks of overall economic activity do not eiffdae labour market in a
direct way. Their impact is indirect, mainly thrdugheir impact on the goods
market. As stressed in Section 3, two transmissienhanisms of shocks are the
most important: the commercial and financial. lthiough these two mechanisms
of transmission that the shocks reach the good&anaand trigger appropriate
adjustments and have further consequences onrotrgets.

A negative shock in overall economic activity, whitbook place in many
European countries during the global crisis ye@(922010, creates an imbalance
on the goods market, causing a tendency towardndscin net exports and
aggregate demand. As a result, the negative shamkerall economic activity can
be reflected in the decline in aggregate demangraalucts. This is precisely the
trend observed in many European countries duriagykbbal crisis of 2009-2010.
We can say that the global crisis was, in many &0 countries, associated with
negative demand shock.

Figure 4. Adjustments in the goods market in respoge to the negative demand shock

Adjustments in the goods
Negative market:
demand shock

- Falling prices of goods

- Growing volumes of goods
in stock

- Shift in delivery time

- Reductions in production

Source: Author’'s own compilation.

The shock decline in aggregate demand for prodipssts the balance on
the goods market, resulting in the adjustment @®de the market shown in
Figure 4. The decline in aggregate demand for mtsddoes not necessarily lead
immediately to a reduction in production volumemity cause adjustments in the
form of a decline in prices of goods (under flegipkices and competitive market
structures), changes in delivery dates, or an @serén stocks of commaodities in
enterprises. If, however, the negative demand shsckelatively deep and
continues for a longer period of time, the adjusti®en the form of reduced
production volume are rather inevitable. Thesestjants of production to shocks
are not without significance for changes in emplegtrand unemployment, with
the stronger production adjustments bringing algoegiter changes in employment
and unemployment.
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Figure 5 shows the trends in GDP changes in thedtlotry groups in the
years 2005-2014. It demonstrates that the trendedvaetween the groups of
countries under study, and that in particular there different in the new
Member States. As the graph shows, in the perid@b-22008 the dynamics of
GDP growth in this group of countries was much rejey than in the other
groups. The year 2009 saw similar dynamics of declh GDP in all country
groups. In the years 2010-2011 there was a GDPtgroend in all country
groups, albeit it was stronger in the NMS 13 grthan in other country groups.
Among the NMS 13 group an upward trend continudtd tire end of the period
under study, while in other groups of countriesre¢h@as a clear slowdown in
the years 2012-2013.

Figure 5. Rates of change in GDP in the groups obantries in 2005-2014 (in %)
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Source: Eurostat — http://appsso.eurostat.ec.ewwofpai/show.do?dataset=nama_10_gdp&lang=
en; NMS 13 — own calculations [access date: 0500&P
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Table 4. GDP growth rates in the EU countries, 2005624 (in %)

Country 2005 2006 2007 2008 2009 2010 2011 2012 32012014
Poland 3.52 6.17 7.24 3.98 2.35 3.73 4.80 172.691 3.51
Cyprus 3.87 451 4.97 3.60 -2.09 1.42 0.80 -2|3%.41 -2.27
Malta 3.78 1.77 4.02 3.34 -2.4pR 3.52 2.10 2/43.29 3.55
Belgium 1.95 2.56 3.01 1.01 -2.59 2.46 1.60 00|1 0.29 1.08
France 1.58 2.39 2.34 0.20 -2.87 1.4 210 0.20.59 0.19
Portugal 0.83 1.55 2.44 020 -297 194 -1.80 .074 -1.59 0.86
Netherlands 2.32 3.79 4.1¢ 230 -3.B2 111 1{7e1.57 | -0.80 0.91
Spain 3.72 411 3.74 11y -3.57 0.00 -0.60  -2/11.23 1.35
Austria 2.07 341 361 149 -3.78 183 3.0 70[{80.19 0.29
Em:;:l?)m 2.85 2.98 2.59 -0.39 -4.29 1.94 1.0 0.69 1/662.88
Greece 0.90 582  3.54 -045 -4.34 548 -890 9-6.53.88 0.86
Czech . 6.48 6.88| 5.49 279 477 225 200 -088 -0/691.99
Republic
Bulgaria 5.98 6.44 6.92] 5.76 -5.97 0.70 2.00 490{ 1.07 1.64
Denmark 2.46 3.81] 0.77 -0.6f -5.11 1.63 1.20 90.6:0.50 1.10
Sweden 2.78 479  3.41 -0.60 -5.23 6.p4 2[70 -0.29.27 222
Slovakia 6.55 8.28| 10.64 545 -5.26 482 20 561 1.44 2.46
Luxembourg 4.07 492  6.50 050 -5.37 5.5 2600.19 | 2.05
ltaly 0.99 197| 145| -1.0§ -548 173 060 -2,78L.74 | -0.42
Germany 0.75 3.72  3.28 0.99 -5.60 406 360 90.30.10 1.63
Ireland 5.74 543 496 -2.64 -635 -0.30 280 90{20.10 4.78
Hungary 4.24 3.97 0.48 095 -6.59 0.81 1.80 714150 3.63
Romania 4.21 8.08 6.84 8.50 -7.10 0.9 110 905344 2.76
Croatia 4.16 4.81 5.08 204 -738 -1.67 -0.80 212 -092| -0.41
Slovenia 3.96 5.66| 6.91 3.28 -7.15 1.21 0.60 582. -1.02 2.58
Finland 2.78 4.06 5.21 0.67T -8.22 2.99 2.60 -1{44..29 -0.10
Latvia 10.13 11.67 9.74 -3.1% 417 -291 500 64/8 4.18 2.35
Estonia 949| 1034 795 529 -4.76 246 8B0 246159 2.09
Lithuania : 7.42| 11.15 2.59 -4.8F. 1.3 6.10 638 3.27 2.90

Source: Eurostat — http://appsso.eurostat.ec.ewgofpai/show.do?dataset=nama_10_gdp&lang
=en [access date: 05.06.2015].

The GDP growth varied in individual EU countriesdifferent years of
the 2005-2014 period (cf. Table 4). It should bepleasized that in the EU
countries an uninterrupted positive GDP growth digtwout the entire period
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occurred only in Poland. In other EU countries éhaere declines in GDP for at
least one year, which were obviously related taytbbal crisis. The longest periods
of decline in GDP occurred in Greece and Croatige@s), Italy (5 years), as well
as in Ireland, Spain, Portugal, Finland, Denmaik @gprus (4 years). In contrast,
the strongest rates of annual GDP declines occumréae Baltic countries (more
than a 14% decline in 2009), as well as in Finl&idyenia, Croatia, and Romania
(a decline of more than 7% in 2009). These diffésigsd trends of GDP in the EU
countries are no doubt (according to Keynesiana@uoigs) very significant for the
differentiated responses of employment and unempoy in these countries to the
global crisis.

5. The role of alternative labour market adjustmens

Adjustments on the goods market, in the form céduction of production
volume, cannot be irrelevant in assessing the t&ituaon the labour market.
Empirical observations of the process of changesenmployment size and
production volume in the business cycle, howevedicate the existence of
a number of regularities. Empirical observatiordidate that fluctuations in the
size of employment are milder (weaker) than fluttuwes in production, and
moreover take place with some delay (Smith 20034Bp51). In times of crisis,
when production volume is declining, companies lgudo not immediately
reduce employment. They try to maintain, for astesome time, the current size
of employment despite the declining productionisitworth noting that these
trends indicate a decline in labour productivity pmployee. When the decline in
production deepens and lasts longer, companienarable to maintain their
current size of employment and the reduction plikéses in. The reduction in
employment is finally halted by an upward trendpoinoduction. This growth in
production does not, however, entail immediate eyment growth. The upturn
is also accompanied by an increase in labour ptivityger employee. It is only
after some time, when production growth is wellablshed, that employment
increases. So we can say that there is some inar@nployment effects in
relation to production in the business cycle, whighs visible even during the
crisis. The causes of this inertia are rootediriter alia, the degree to which
alternatives to employment adjustment processtmilabour market are used.

The above-described inertia in terms of employmesntdue to the
existence of costs related to adjusting the empémtmsize to changing
production. This concerns the costs incurred bypaoies related to dismissals
(mainly severance payments), the costs of recguiiew employees when the
crisis is over, and the cost of training employgasith 2003, p. 48). If the costs
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of adjusting employment to changing production wetecompanies would find
ways to make rapid and deep adjustments in emplolynidowever, their
existence leads to the so-called employment inectiasing declines in labour
productivity in the crisis phases (i.e., the pheapnon of hoarding the labour
force in enterprise$)and to the rapid growth of labour productivity tine
prosperity phases. It can thus be said that regubim intensity and productivity
of labour are, taken together, one form of laboarket adjustment to a decline
in production.

Job cuts and reductions in the intensity and priddticof labour are not
the only forms of labour market adjustments torikgative demand shock and
declines in production. Observations of the behaviad enterprises suggest that
in practice other alternative forms of adaptatisacpsses are also used. Their
combination is shown in Figure 6.

Figure 6. Labour market adjustments in the case of mduction decline

Adjustments in the labour market:

Decline in

production > - Decline in real wages

- Reduction of working time

- Reduction of the intensity and
productivity of labour

- Reduction of the size of
employment

Source: Author’'s own compilation.

One form of the adjustment process in the labouketan the situation
of a shock decline in production is a reductiowages. This form of adaptation
of the labour market is a big part of the neoctadgsheory of the labour market,
which implies a high degree of wage flexibiltyrhis assumption, however, is
doubtful in the modern world, with fairly strongatte unions, collective
agreements, and acts on minimum wages. Therefatees not seem that wage
cuts would today completely exhaust the descripbitiine adjustment processes
in the labour market during the crisis.

2 The phenomenon of hoarding a labor force in Polisnbroadly described in: (Strzelecki,
Wyszynski, Saczuk 2009, pp. 77-104)

3 Wage flexibility is understood here as the serisitiof wages to changes in the factors that
determine wages, particularly in the labour marledtour productivity, or competition on the labour
market. See Smith, 2003, p. 245.
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Another important form of adjustment process in kieour market to
shocks in economic activity is made up of changesvorking time. These
changes consist in the fact that in times of dediindemand and production, the
number of weekly working hours is reduced. Thedased use of this form of
adjustment is fostered by practical reasons, agratsrbetween employers and
employees, and trade unions. It is much easierefoployers to persuade
employees to reduce their working time than to cedemployment or reduce
wages. The significant dismissals costs (severgagenents), as well as the
costs of hiring and training employees, are of gi@aortance in explaining the
wide-spread use of working time adjustments. Tighdri the costs, the stronger
are the incentives for employers to use workingetochanges as a form of labour
market adjustment (Cahuc and Zylberberg 2004, §).19

It is worth noting the specific interchangeabil{.g. trade-offs) between
the different forms of adjustment processes inldbeur market. This is related
to the fact that these forms constitute, in practaifferent ways of adjusting
(reducing) the operating costs incurred by manufacs to their monetary
revenues from sales of products (which obviouslgreé@se in times of crisis).
Therefore, it may be possible to effectively lowlse cost of operations through
one form (e.g., by reducing the working time), thargive in to the pressure to
lower costs through other form of adjustments. imach as our analysis focuses
on the adjustment of the labour market in the fofhthanges in employment
(and unemployment), it is important here to nota the scale of employment
changes in the business cycle also depends on ébeeal to which other
alternative forms of labour market adjustments wmed. So we can talk about
a certain interchangeability (e.g. trade-offs)easst in the short term: the greater
the adjustments of the labour market in the formeof., changes in working
time, changes in intensity and productivity of lahoand wage changes, the
smaller are the adjustments in the form of changesmployment (and
unemployment). It can be concluded that the schigse of alternative labour
market adjustments explains to some extent therdiftiated responses to the
global crisis in terms of employment and unemplogtrie different countries.

6. The impact of labour market institutions

Labour market institutions are standards definimg rules of conduct of
business and/or public entities, and in particthar regulations determining the
rights and obligations of entities operating in thkebour market. These
regulations shape the rights and obligations dfi leohployers and employees, as
well as the principles and mechanisms of individaad collective labour
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relations (Ostoj 2012, pp. 47-48). By determinimgl a8haping the system of
incentives and constraints, they affect the behaviof individuals and their

decision making. As a result of these policy decisj the fundamental
macroeconomic variables of the labour market igemand for labour,

employment, wages, labour supply, as well as uneynmnt, are established at
specified levels. These decisions result alsoaaterg a particular type of labour
market adjustment process to shocks in economigtgcivhich shape the scale
of quantitative adjustments in the form of changas employment and

unemployment and adjustments in the form of wagengbs and changes of
working time and labour intensity. For these reasdmorder to explain changes
in employment and unemployment during the globsiscit is necessary to take
into account the determinative impact of labourkaamstitutions.

Two of the basic labour market institutions whiabuld play a role in
shaping the scale of employment and unemploymerihgiihe global crisis
include employment protection legislation and @etof employment contracts
in use. Hence we need to take a closer look aétimssitutions, and in particular
at the diversity in the EU countries and the meidms whereby these
institutions impact on the development of employtrard unemployment.

Employment protection legislation is a set of noramsl restrictions on
dismissals, notice periods, severance payments(@ahuc, Zylberberg 2004,
p. 734 and Boeri, van Ours, 2011, p. 258% primary objective is to increase
employment stability and security of employees’oime. When the regulations
concerning employment protection are more restectemployers must pay
higher costs for redundancies and therefore useytpe of adjustment to a more
limited extent. In other words, the increase in tost of layoffs discourages
employers from making use of quantitative employmadjustments, and
encourages the use of wage and working time adarsnSo we can say that
stricter regulations on employment protection dizdiemployment fluctuations.
Indices of the degree of employment protectionslegjion in the various EU
countries during the global crisis are shown iruFég7 below.

4 For more on employment protection legislation, iegatkowski, Wiodarczyk, 2012.
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Figure 7. Employment Protection Legislation in the Eropean Union countries in 2004, 2007
and 2013 (1= very weak; 6 = very strict)
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Source: OECD - http://stats.oecd.org [access d&t86(R015].

However, the practical experiences in many cowtde well as theoretical
analyses, indicate that the impact of employmentegtion legislation on the
labour market is more complex. According to E.Pzdaa (Lazear 1990), the
introduction of restrictive employment protectioegulations in conditions of
flexible wages and working time has a neutral inhpacemployment, because the
increased costs of redundancies are taken intauatdo wage negotiations with
employees (i.e., wages are determined at a redlmed), and as a result
adjustments in times of crisis consist of the rédacof wages and working time
rather than reductions in employment.

The situation is however different in the caseigifirwages. In conditions
of liberal employment protection legislation, thegative shocks evoke strong
quantitative adjustments in the form of reductidremployment. An increase in
the stringency of these regulations results inilstabon or weakening of
employment fluctuations (Blanchard, Summers 19B@\wever, there are other
consequences. Restrictive regulations preventattienal allocation of workforce
and worsen corporate profitability, which negatjatfects the size of the demand
for labour and employment, increasing unemployni@ntenwald, Stiglitz 1995).

Statistical research concerning the influence & BPL index on the
elasticity of employment relative to GDP was cafrieut on the basis of
statistical data for 26 OECD countries in the ye2068-2012 (Kwiatkowski,
Wiodarczyk 2015). The hypothesis that employmenttgmtion legislation
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influences the elasticity of employment relative G®P was confirmed. The
obtained results show that there is a minimum valuemployment elasticity
when the EPL index is 2, while at lower and higlesels of the EPL index the
employment elasticity was higher (Kwiatkowski, Wérdzyk 2015, p. 203).
This means that both too liberal and too restrctamployment protection
regulations result in a higher sensitivity of enypi@nt to GDP.

An important role in shaping the variability of eloyment is the
employment structure in terms of type of employmamitracts used, i.e., fixed-
term and regular (open-ended or ‘permanent’) enméoy contracts. There are
numerous differences between these two types dfazds, but the most important
obviously is the time period of employment. Empleg@refer employment on the
basis of regular contracts, as they offer emplogeeater stability of employment
and income. The situation is different in the ca$efixed-term employment
contracts. The level of employment protection iscimilower in this case (the
period of notice is much shorter, and severancenpais at dismissal do not
occur). The risks of fluctuations in employment ancome are thus transferred
almost entirely to employees. while for employehnss ttype of employment
contract brings a number of benefits, in partictifer advantage of being able to
adjust the number of employees to the prevailirmpemic conditions. Therefore,
employers are interested in hiring employees unfieed-term contracts
(Bednarski 2012, pp. 37-43). The share of fixetit@mployment in overall
employment in selected EU countries during theglolisis is shown in Figure 8.

Figure 8. The share of temporary, fixed-term emplognent in total employment in the
European Union countries in 2004, 2007 and 2014 (#0)
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[access date: 05.06.2015].
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Theoretical arguments and empirical observatioiesvals to formulate the
hypothesis of a U-shaped relationship between llaeesof workers on regular
employment contracts in the total number of empsyand elasticity (variation)
of employment. This hypothesis can be justifiedallews. With a low share of
regular employment contracts, the employment elgsttan be quite high due to
the high proportion of fixed-term employment and &ase with which employees
can be dismissed during downturns. An increasedrshare of workers on regular
contracts should reduce the employment elasticigytd the increased employment
protection and increased cost of redundancies rfglayers. But this regularity
probably has its limits. When the proportion of @s on regular contracts is too
high and it is impossible to adjust the numbermpleyees to economic conditions,
additional costs are incurred in the form of ioadl allocation of labour in
enterprises, resulting in negative consequencefporate profits and reducing the
size of the demand for labour, as a result raigiegemployment elasticity during
downturns (i.e., increasing the decline in emplaytaeiring this period).

We undertook statistical research on the influeridee share of temporary
employment on the elasticity of employment relativeéGDP was undertaken on
the basis of statistical data for 26 OECD countiiesthe years 2008—-2012
(Kwiatkowski, Wiodarczyk 2015). It follows from theesearch that there is a
minimum value of employment elasticity relative &P when the share of
temporary employment to total employment is abo8861 (Kwiatkowski,
Wiodarczyk 2015, p. 203). This suggests that ahigh- share of temporary
employment induces higher employment elasticitgtived to GDP.

7. Conclusions

Analyses show that the global economic crisis &fdthe labour markets
of EU countries, causing declines in employmentianteases in unemployment.
The changes in the size of employment in individt@lintries, however, were
differentiated. The greatest decline in employmesais observed in Greece,
Estonia, Ireland, Spain, Iceland, and Portugal,thadowest in Austria, Belgium,
the Netherlands, and Poland. The greatest incieaggemployment occurred in
the Baltic countries, Greece, Spain, and Portugal.

The scale of adjustments in the labour market dutire global crisis
depended on several factors: the depth of the deénstwock and scale of
adjustments in production volume, the degree ohopss of the economy, and
the extent of adjustments in wages, working tinmel Ebour productivity. The
scope of quantitative adjustments is also affebgethstitutional factors, such as
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the degree of stringency of employment protectemislation and the share of
fixed-term employment contracts in overall employme

Statistical analysis shows that declines in pradocvolume during the
period in question took place in most EU countridsey were particularly strong
in the years 2008—-2009, and the greatest declines iw Greece, Estonia, Iceland,
Finland, Slovenia, Ireland, and Italy.

This study also showed that the changes in emplotyare unemployment
depend on the degree of restrictiveness of emplolypretection legislation and the
share of the fixed-term employment contracts inrae@mployment. The results
indicate that the smallest declines in employmeining the crisis can be expected
in countries where the EPL is moderate (aboutr),the share of those employed
on fixed-term employment contracts in total empleytris close to 18%.
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Streszczenie

DLACZEGO RYNKI PRACY ZAREAGOWALY NA GLOBALNY
KRYZYS W RO ZNY SPOSOB?

Celem artykutu jest identyfikacja skutkow globamdgyzysu dla zatrudnienia
i bezrobocia w krajach UE oraz wskazanie czynnikdére mog objasni¢ zr&nicowary
reakcje rynkOw pracy na ten kryzys.

Analizy pokazuj, ze kryzys globalny wptghna stan rynkéw pracy w krajach UE,
powodugc spadki zatrudnienia i wzrosty bezrobocia. Nalsze spadki zatrudnienia
zaobserwowano w Grecji, Estonii, Irlandii, Hiszpatslandii i Portugalii, z& najmniejsze
w Austrii, Belgii, Holandii i Polsce. Najwksze przyrosty bezrobocia wysity w krajach
nadbaltyckich oraz Grecji, Hiszpanii i Portugalii.

Analizy wskazyj ze skala zmian zatrudnienia i bezrobocia w okre$idanego
kryzysu zalgy od takich czynnikéw jak: éilokai¢ szoku popytowego, skala dostosdwa
PKB, stopi@ otwartasci gospodarki, rola alternatywnych przystosawsnku pracy oraz
niektére instytucje rynku pracy, a w szczeg&nprawna ochrona zatrudnienia i udziat
uméw o prag na czas okmdony. Analizy wskazyj ze najmniejsze spadki zatrudnienia
(i wzrosty bezrobocia) w okresie kryzysu mdoy¢ oczekiwane w krajach, w ktérych
indeksy EPL i udzialy uméw o peama czas oksdony w fcznym zatrudnieniugs
umiarkowane.

Stowa kluczowezatrudnienie, bezrobocie, kryzys globalny, UE



