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ABSTRACT 
 

Labor Market Policies, Institutions and Employment Rates 
in the EU-27*

 
We compare labor market policies, institutions and outcomes for the EU member states, for 
the period 2000-2005. We document the main differences in Labor Market Policies across 
EU members, including new member states after 2004. We focus on indicators of policy 
generosity (expenditures relative to GDP) and relate these and other policy indicators to 
indicators of labor market outcomes and performance. Our results show that, on a cross-
country basis, higher rates of employment are in general associated with: (i) higher 
expenditures on labor market policies, especially on active policies for countries with a high 
pro-work attitude; (ii) a lower degree of rigidity in labor market institutions and in product 
market regulation. 
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EPL vs Labor Market Expenditure
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EPL vs UB expenditure per Unemployed relative to YPC
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Unemployed vs Participants in LMP
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graph_1.1_2000

EU27: Poverty rate vs Employment rate, 2000
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EU27: Poverty Rate vs Employment Rate
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Poverty risk vs Labor Market Expenditure (% GDP)
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Labor Market Expenditure (%GDP) vs. Employment Rate
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EPL vs Employment Rate
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Activea LMP Rank Passiveb LMP Rank Totalc LMP Rank   Rigidity  

(WB) Rank EPLd 
OECD Rank Pr. Market Reg. Rank 

  2000 2005 2005 2000 2005 2005 2000 2005 2005 2003  2003  2003  

European Union 
(15) 

EU 
15 0.76 0.55 = 1.25  1.41 = 2.01 2.20 = = = = = = = 

Austria at 0.38 0.46 11 1.17 1.51 7 1.56 2.14  8 33 17 2.2 10 1.4 10 

Belgium be 0.97 0.85 3 2.15 2.36 2 3.12 3.45 2 27 19 2.5 6 1.4 10 

Bulgaria bg .. 0.44 13 .. 0.22 21 .. 0.73 15 46 10 .. .. .. .. 

Czech R. cz .. 0.12 20 .. 0.24 20 .. 0.49 21 20 21 1.9 13 1.7 5 

Denmark dk 1.67 1.43 1 2.38 2.51 1 4.05 4.10 1 16 22 1.8 14 1.1 18 

Estonia ee .. 0.05 24 .. 0.12 23 .. 0.19 24 58 4 ..  .. 1.6 7 

Finland fi 0.75 0.71 5 2.08 1.90 5 2.82 2.75 5 44 11 2.1 11 1.3 15 

France fr 1.01 0.66 6 1.38 1.63 6 2.39 2.52 6 55 7 2.9 3 1.7 5 

Germany de 0.99 0.62 7 1.89 2.35 3 2.88 3.32 4 44 11 2.5 6 1.4 10 

Greece gr 0.26 0.06 23 0.43 0.44 15 0.69 0.51 20 58 4 2.9 3 1.8 4 

Hungary hu .. 0.20 16 .. 0.39 16 .. 0.68 16 33 17 1.7 15 2 2 

Ireland ie 0.79 0.48 10 0.78 0.83 12 1.56 1.50 11 27 19 1.3 17 1.1 18 

Italy it 0.55 0.46 11 0.62 0.82 13 1.16 1.31 12 53 8 2.4 8 1.9 3 

Latvia lv .. 0.15 18 .. 0.32 18 .. 0.54 19 62 2 .. .. .. .. 

Lithuania lt .. 0.15 18 .. 0.12 23 .. 0.34 23 47 9 .. .. .. .. 

Luxembourg lu .. 0.22 15 0.43 0.67 14 .. 0.89 14 .. .. .. .. 1.3 15 

Netherlands nl 1.08 0.85 3 2.03 2.02 4 3.12 3.36 3 42 13 2.3 9 1.4 10 

Poland pl .. 0.36 14 .. 0.86 11 .. 1.22 13 37 16 2.1 11 2.8 1 

Portugal pt 0.35 0.52  9 0.82 1.29 9 1.18 1.95 10 56 6 3.5 1 1.6 7 

Romania ro .. 0.10 22 .. 0.36 17 .. 0.49 21 65 1 ..  .. .. .. 

Slovakia sk .. 0.17 17 .. 0.27 19 .. 0.61 18 38 15 1.6 16 1.4 10 

Spain es 0.66 0.58  8 1.35 1.46 8 2.01 2.13 9 62 2 3.1 2 1.6 7 

Sweden se 1.53 1.10 2 1.36 1.20 10 2.89 2.48 7 42 13 2.6 5 1.2 17 

U.Kingdom uk 0.20 0.12 20 0.30 0.19 22 0.50 0.67 17 13 23 1.1 18 0.9 20 

       Notes: Expenditure in Labor Market Programmes as % of GDP.   Rankings: from most generous or rigid to least.  
      Definition of expenditures: a) Active = Eurostat categories 2-7 (Luxembourg: only 3-7) b) Passive = cat. 8-9, c) Total = includes also exp. in labor market services (cat. 1), except for Luxembourg and Poland. 
      Rank correlations: Between Total and EPL (RIG):-0.44 (-0.29);  Between Active and Passive: 0.78; Between Active and EPL (RIG):-0.47 (-0.24); Between Passive and EPL (RIG): 0.13 (-0.20). 
       Sources: Expenditure data: Eurostat (n.a.: Cyprus, Malta, Slovenia); Rigidity : World Bank; EPL and Product Market Regulation: OECD (n.a.: Bulgaria, Cyprus, Estonia, Latvia, Lithuania, Malta, Slovenia). 
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 2000  2005  Change 2000-2005 

  
Empl. 
rate 

Unempl. 
rate 

Activity 
rate   

Empl. 
rate 

Unempl. 
rate 

Activity 
rate   

Empl. 
rate 

Unempl. 
rate 

Activity 
rate 

            
European Union  (15) 63.4 7.6 69.2  65.2 7.9 71.0  1.8 0.3 1.8 
            
Austria 68.5 3.6 71.0  68.6 5.2 72.4  0.1 1.6 1.4 
Belgium 60.5 6.9 65.1  61.1 8.4 66.7  0.6 1.5 1.6 
Bulgaria 50.4 16.4 60.7  55.8 10.1 62.1  5.4 -6.3 1.4 
Cyprus 65.7 4.9 69.1  68.5 5.2 72.4  2.8 0.3 3.3 
Czech Republic 65.0 8.7 71.3  64.8 7.9 70.4  -0.2 -0.8 -0.9 
Denmark 76.3 4.3 80.0  75.9 4.8 79.8  -0.4 0.5 -0.2 
Estonia 60.4 12.8 70.2  64.4 7.9 70.1  4.0 -4.9 -0.1 
Finland 67.2 9.8 74.5  68.4 8.4 74.7  1.2 -1.4 0.2 
France 62.1 9.1 68.7  63.1 9.6 69.5  1.0 0.5 0.8 
Germany 65.6 7.2 71.1  65.4 9.5 73.8  -0.2 2.3 2.7 
Greece 56.5 11.2 63.8  60.1 9.8 66.8  3.6 -1.4 3.0 
Hungary 56.3 6.4 60.1  56.9 7.2 61.3  0.6 0.8 1.2 
Ireland 65.2 4.2 68.2  67.6 4.3 70.8  2.4 0.1 2.6 
Italy 53.7 10.1 60.1  57.6 7.7 62.5  3.9 -2.4 2.4 
Latvia 57.5 13.7 67.2  63.3 8.9 69.6  5.8 -4.8 2.4 
Lithuania 59.1 16.4 70.8  62.6 8.3 68.4  3.5 -8.1 -2.4 
Luxembourg 62.7 2.3 64.1  63.6 4.5 66.6  0.9 2.2 2.5 
Malta 54.2 6.7 58.0  53.9 7.3 58.1  -0.3 0.6 0.1 
Netherlands 72.9 2.8 75.2  73.2 4.7 76.9  0.3 1.9 1.7 
Poland 55.0 16.1 65.8  52.8 17.7 64.4  -2.2 1.6 -1.4 
Portugal 68.4 4.0 71.4  67.5 7.6 73.4  -0.9 3.6 2.0 
Romania 63.0 7.2 68.4  57.6 7.2 62.3  -5.4 0.0 -6.1 
Slovakia 56.8 18.8 69.9  57.7 16.3 68.9  0.9 -2.5 -1.0 
Slovenia 62.8 6.7 67.5  66.0 6.5 70.7  3.2 -0.2 3.2 
Spain 56.3 11.1 65.4  63.3 9.2 69.7  7.0 -1.9 4.3 
Sweden 73.0 5.6 77.3  72.5 7.5 78.7  -0.5 1.9 1.4 
United Kingdom 71.2 5.3 75.4  71.7 4.8 75.3  0.5 -0.5 -0.1 

     Source: Eurostat .
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