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FIN.
Towards Common Principles of Flexicurity

A PES Group reflection on the Commission's Communication

Background - the objectives of flexicurity
1. The European debate over flexicurity has been clouded by prejudice and suspicion. In its Nordic homelands, flexicurity describes a well-functioning and widely supported approach to reconciling the objectives of a dynamic economy and a secure workforce. At European level, there are widespread fears that the term has been hijacked to provide cover for what is essentially a deregulatory drive, giving priority to the needs of employers over those of employees. 

2. In some Member States, the term has come into such disrepute that the Commission should think seriously about an alternative name - it might be clearer, for example, to talk simply about policies for adaptability and security. The Communication takes an important step towards a more open and honest debate by setting out a clear set of objectives against which we can measure whatever is proposed in the name of flexicurity.
	Flexicurity - as seen by the Commission
The Communication identifies the following nine objectives:

· progress towards a dynamic, successful knowledge economy which adapts rapidly to change while ensuring the economic security of its citizens and workers

· a more flexible labour market combined with levels of security that address simultaneously the new needs of employers and employees; 

· for companies, especially SMEs, the ability to adapt their workforce to change;  for workers, employment security rather than job security

· accumulation of skills: a more productive and adaptable workforce, with the right skills match, leading to greater innovation and competitiveness

· more and better jobs
· less segmented labour markets and fewer precarious jobs; sustained integration of marginal workers, making it easier for women, the young, migrants and older workers to keep or find a job

· the benefits of prosperity spread more evenly across society; more winners from the process of change, more upwards mobility, more "have-nots" transformed into "haves"

· better management of change and new social risks; better adjustment to economic shocks, to reduce concerns related to outsourcing and relocation and reduce income inequalities and gaps between skilled and unskilled workers 

· for redundant workers, an easier transition to good quality jobs.


3. In practice, the objective which has pre-occupied both proponents and critics of flexicurity is "ability to adapt workforces" - third in the Commission's list - which has been seen as code for reduction in employment protection, while faith in the alternative of "employment security" has been eroded by Commission pronouncements which have faced both ways on the issue of levels of social protection and have not sufficiently recognised and promoted the policies needed to ensure real employment security. 

4. The Communication is an important step towards a more balanced debate, but the Council in December needs to adopt a set of common principles which are:

· much clearer about the issue of employment protection; 

· more realistic about its relative importance in a strategy for adaptability and security; 

· and more comprehensive in their description of the policies needed to make a success of employment security.

5. The best way to understand what is important in a flexicurity strategy is to take a closer look at the demands of the modern economy, what sort of workforce European firms need  in order to succeed, and what are the main obstacles - but also the question, unforgivably overlooked by the Commission and indeed by most of the current European debate, " what sorts of firms does the European economy need and to what extent are European firms meeting the social and economic challenges of the 21st century?" We take these questions in turn.

Flexible firms, a flexible labour market and flexible contracts

6. The motive force behind the flexicurity debate is the recognition that, to succeed in the 21st century, Europe needs firms that move quickly to seize opportunities in a fast-moving world. So what does such a firm need of its workforce? A firm which rapidly changes - for example - its product lines, technology or work organisation, needs a workforce with the skills and motivation to adapt rapidly. It needs loyalty, responsibility and initiative, because in a fast-moving environment you cannot depend on a constantly updated rulebook to prescribe working methods, production targets or quality control in exhaustive detail. A fast-moving, flexible firm needs highly skilled, adaptable, motivated and loyal employees.
7. The policy implications are clear: labour market policies should aim to encourage firms to build long-term, high-trust relationships with their workforce and to invest in their skills and adaptability, which are Europe's only reliable competitive edge. If the European Union, by encouraging lower employment protection - and permitting fewer legal rights for workers on non-standard contracts - promotes greater use of short-term, casual labour it will do great damage both to the Lisbon goals and to the social model. Flexible contracts - if by that is meant reduced employment protection - are not the same as flexible firms.

8. Of course, economic circumstances can also require firms to hire and fire. The range of employment contracts available should make it possible for firms to do so when the need arises. But the effect of segmented labour markets, with workers on non-standard contracts denied many basic protections - and workers in the growing informal economy denied all rights - is to distort employers' choices in ways that undermine social cohesion, employee security and the Lisbon strategy. That is why - for economic as well as social reasons - any credible flexicurity strategy must guarantee core labour rights to all workers, regardless of contractual status. Ultimately, the choice between a short-term, low-skill, casual work force and a long-term, high-skill, high-motivation workforce is a choice about competitive strategy. Europe can try to compete at the bottom end of the value chain or at the top.   But a cutting-edge, innovative, knowledge-based economy cannot be built on a deskilled, casualised workforce.
9. Flexicurity strategies must also direct the greatest attention to where the greatest problems are. There may be firms where high levels of employment protection are a barrier to recruitment, or obstruct rapid responses to changing economic circumstances. In Member States where such problems are widespread, flexicurity strategies should address these problems - as part of a balanced package, on which the social partners are closely consulted. And common principles on flexicurity should have something to say, also, about the appropriate sanctions in those cases where major restructuring or job losses become necessary as a result of major failures of management.
10.  But the Commission's pre-occupation with supposedly excessive levels of employment protection is unbalanced, outdated and not grounded in an analysis of the real problems facing the European economy. It is worth noting, in this respect, that the OECD has recently backed away from several of the key findings of its highly influential 1994 Jobs Strategy, which first popularised the notion that employment protection was an important cause of unemployment in Europe - see the text box below.
	THE OECD CHANGES ITS MIND
The 1994 OECD Jobs Strategy blamed employment protection, minimum wages and unemployment benefits for contributing to European unemployment.  In its recent re-assessment of the strategy
 it has shifted its position on all three:

· it abandons its 1994 opposition to minimum wages, arguing merely that they should be set at a level which does not harm employment;

· it abandons the presumption that employment protection legislation raises unemployment, arguing in favour of well-designed EPL which promotes labour-market dynamism and provides security for workers;

· the 1994 document's argument that unemployment benefits reduce incentives to find employment is counterbalanced by a new recognition that cuts in benefits can compromise social objectives and that work disincentives can be offset by active labour market programmes.

The debate has moved on.  It is time the European Union caught up.




11. The flexicurity principles to be adopted in December by the Council must be stripped of the presumption that excessive employment protection is a paradigm which applies across the EU and whose solution is the biggest challenge facing labour market policy.   On the contrary, all the evidence is that the biggest problems concern the supply of skilled and adaptable workers - and that is the issue which should be at the heart of Europe's flexicurity strategies - the priority should be to create a flexible labour market by raising educational levels and expanding training and retraining programmes; by breaking down barriers to the integration into the labour force of women, migrants, older or younger workers and other disadvantaged groups; by removing obstacles to occupational and geographic mobility; and by active labour market policies to speed the transition from an old job to a new high-quality job.
What does Europe expect of its firms?

12. The whole flexicurity debate has focussed on the flexibility of labour markets, as if all the problems lie there; as if a "flexible" labour market alone were enough to produce a dynamic, fast-moving innovative economy. What is missing is any consideration of Europe's well-documented problems of poor management - failure to anticipate, or react speedily, to rapid economic change; of managerial short-termism; of managements which have disregarded their wider social responsibilities. A comprehensive policy for creating a flexible and secure European economy must include a much clearer statement of the corporate social responsibilities of European business, as well as mechanisms to raise their performance with regard to investment, R&D, innovation and  training and - as argued above - to incentivise the creation of long-term, high-trust employment relationships and industrial relations systems.

A Plea for Policy Coherence

13. It cannot be emphasised too strongly that policies for flexicurity can only succeed if they are introduced in a coherent way. First, there must be a supportive macro-economic policy framework: the Nordic experience shows that you cannot have flexicurity without economic growth and high employment. Second, you cannot cherrypick among the different essential elements of flexicurity. A coherent flexicurity strategy:

· must provide for a balance of rights and obligations for employers and employees alike; 

· requires a well-designed, comprehensive and coherent welfare system which helps people to cope with the risks of economic change;

· it must be supported by sufficient investment in active labour market policies - the recent negative trends in such investment have to be reversed;

· it requires increased investment also in education and training, improvements in both quality and accessibility, and a stronger relationship between the worlds of education and employment;

· the whole enterprise must be underpinned by a close understanding and willingness to work together on the part of the social partners.
Common principles of flexicurity - a revised approach

14. The alternative set of common principles of common principles set out below is designed to reflect more faithfully the needs of the European economy, to put the issue of levels of employment protection in a proper perspective and to take to heart the injunction that flexicurity policies should balance the interests of employers, workers and public authorities and meet the most urgent needs of each.

Common Principles of Flexicurity

1. A skilled and adaptable labour-force
· credible lifelong learning systems, with particular emphasis on those on non-standard contracts; MS strategies should focus on areas of national weakness, to improve performance by public authorities and business;

· encouragement of stable, high-trust employment relationships;

· effective active labour-market policies, including advice & guidance, retraining and help with mobility;

· welfare systems that encourage openness to change by mitigating income loss and  providing opportunities for education and adjustment;

· facilitate mobility by promoting recognition of skills and qualifications, removal of barriers to labour movement, convergence towards a common European core of labour rights.

2. Action against precarious work and abusive labour practices
· all forms of employment should carry a core of rights regardless of employment status, including equal treatment, health & safety, protection, provisions on working/rest time, freedom of association & representation, collective bargaining, collective action and access to training;
· adoption of the Directive on Agency Work;
· effective implementation of labour legislation, inter alia, through Commission coordination of national employment inspectorates and where necessary the strengthening of inspection and enforcement;
· coordinated action against undeclared work and the exploitation of undocumented or migrant workers; the signature and ratification by all Member States of  the UN Convention on  the Rights of Migrant Workers and the Council of Europe Convention on Trafficking in Human Beings.
3. Break down labour market segmentation
· encourage the development of defined contractual options with equivalent rights, to meet the employers' needs for payroll flexibility and the workers' needs for security;

· develop pathways of upward mobility to make it easier for workers to shift to more secure, stable and high-skill employment;

· where Member States have evidence of problems related to excessive levels of employment protection, these should be addressed in national flexicurity pathways - with the added assurance that observation of the full set of common principles set out here provides a strong basis for a genuinely balanced package and a broad social consensus.

4. Partnership in managing change
· promote strong unions and collective bargaining, as part of a high-trust, participative employment system and a guarantor of balance; address deficiencies in the coverage of collective bargaining and encourage the  extension of collective bargaining and  social dialogue - including cross-border dialogue -  to include training, work organisation and  issues related to restructuring and relocation;

· develop early warning systems to allow employees whose jobs are threatened  time to find alternatives; at European level, update and consolidate legislation on information and consultation;

· companies, employees, trade unions and public authorities to cooperate in measures to ease the transition when relocation or large-scale  redundancies occur.

5. Gender equality; equal opportunities for all
· measures to promote equal access to quality employment for women and men, including compliance with the European Pact for Gender Equality and the Communication on the Demographic Future of Europe

· wider provision of high-quality and affordable childcare 

· working time arrangements sufficiently flexible to meet the needs of employers and employees while respecting statutory limits on total working time and enabling people to balance work and family life

· measures to ensure equal opportunities for all , and to combat in particular labour practices which discriminate against the over-50s, against women or against younger entrants to the labour market.

6. A macro-economic framework for growth and jobs
· to translate flexicurity into higher aggregate employment there must be a supportive macro-economic environment; the strategy for flexicurity must include improved coordination of macro-economic policies and public spending in support of smart growth, with a shift in spending towards the Lisbon priorities

7. Design national pathways in consultation with social partners
· flexicurity implies a balance between rights and responsibilities for employers, workers, job seekers and public authorities. It requires a climate of trust and dialogue between public authorities and social partners, where all are prepared to take responsibility for change, and produce balanced policy packages. 

· at Member State level a national dialogue could be set up with representatives of employers, workers, government and other parties, to formulate a national integrated flexicurity strategy, which could be integrated into the National Reform Programme. 

ANNEX

Some Commentary on the Draft Principles in the Communication

(1) Flexicurity involves flexible and reliable contractual arrangements (from the perspective of the employer and the employee, of insiders and outsiders); comprehensive lifelong learning strategies; effective active labour market policies; and modern social security systems. Its objective is to reinforce the implementation of the Growth and Jobs Strategy, create more and better jobs, and strengthen the European social models, by providing new forms of flexibility and security to increase adaptability, employment and social cohesion.

· The recognition that flexicurity is about LLL, active labour market policies and social protection as well as labour law is welcome, but the definition still does not go wide enough.  Combining adaptability with security depends also on industrial relations systems (including social dialogue), work organisation and the macro-economic environment. 
· Each element in this flexicurity recipe needs careful definition. What do "flexible and reliable contractual arrangements" and "modern social security systems" mean? The Commission needs to spell out clearly that these are not intended as euphemisms for reductions in employment protection or social protection. As several submissions have pointed out, the belief that either of these are essential to creating jobs, or  a more dynamic economy, or tackling precarious employment, is not supported by the evidence. In place of the wantonly opaque "flexible and reliable", the principles should refer to "flexible and secure" contracts. The Commission should also take care not to operate with a restricted definition of "active labour market policies" - these are not a matter only of help with job search and "make work pay" policies. Advice, guidance and retraining for the unemployed, to upgrade skills, are also important.
· Flexible contracts don't deserve their place at the heart of the strategy. If what we want are flexible firms, capable of moving rapidly to seize opportunities in a fast-changing world, lack of flexible contracts is rarely the major obstacle - and over-reliance on flexible contracts can make other, more important obstacles worse - as paragraphs 6 to 9 of the main PES Group paper argue.
(2) Flexicurity implies a balance between rights and responsibilities for employers, workers, job seekers and public authorities.

· This is an important principle, to which the Commission must pay more than lip service. The common principles of flexicurity should spell out some of the essential ingredients of such a balance: a floor of rights for all workers, equivalent rights for workers on non-standard contracts, action against  undeclared work, effective and reliable enforcement and inspection regimes, a central role for social dialogue in defining national flexicurity strategies.
· This point could be combined with point (7), with which it overlaps.
(3) Flexicurity should be adapted to the specific circumstances, labour markets and industrial relations of the Member States. Flexicurity is not about one single labour market model or a single policy strategy.

· Agreed. Since the practical obstacles to a high performing dynamic economy differ from one Member State to another, Member States should be warned against alleged "cure-all" remedies and encouraged to identify, with the social partners, the chief obstacles that affect them and to agree measures to overcome them.
(4) Flexicurity should reduce the divide between insiders and outsiders on the labour market. Current insiders need support to be prepared for and protected during job to job transitions. Current outsiders ‑ including those out of work, where women, the young and migrants are over-represented ‑ need easy entry points to work and stepping-stones to enable progress into stable contractual arrangements.

· This guideline should say clearly that the biggest step to reducing the divide between insiders and outsiders would be to extend basic rights and labour protections to workers on non-standard contracts. The EU itself re-inforces labour market segmentation by failing to legislate on Agency Workers. The review of labour law should be used as an opportunity to lay down a floor of rights for all workers regardless of contractual status and to raise standards of inspection and enforcement. So long as agency work, bogus self-employment, on-call contracts etc allow employers to avoid legal responsibilities, the effect will be to artificially distort the labour market towards excessive use of such non-standard forms of employment.
· This guideline also implies that the biggest obstacle to integration of outsiders into the work force concerns the form of employment contracts rather than lack of skills, discrimination, inflexible working hours, lack of childcare provision - or lack of jobs related to the macro-economic climate. The guideline should be rewritten to strip out such unconscious bias.
(5) Internal (within the enterprise) as well as external (from one enterprise to another) flexicurity should be promoted. Sufficient flexibility in recruitment and dismissal must be accompanied by secure transitions from job to job. Upward mobility needs to be facilitated, as well as between unemployment or inactivity and work. High-quality workplaces with capable leadership, good organisation of work, and continuous upgrading of skills are part of the objectives of flexicurity. Social protection needs to support, not inhibit, mobility.
· "Social protection needs to support, not inhibit, mobility" - another subliminal hint that social protection should not be too high. But where's the evidence of high social protection causing a problem? Most evidence shows that high social protection combined with active labour market policies is compatible with high employment and rapid re-employment.  
· The guidelines as a whole underplay the importance of internal flexibility, which in fact is central to creating dynamic, fast-moving firms - and potentially in sharp conflict with external flexibility, to which the guidelines give an inflated importance which could be detrimental to the Lisbon Strategy. See Annex.

(6) Flexicurity should support gender equality by promoting equal access to quality employment for women and men, and by offering possibilities to reconcile work and family life as well as providing equal opportunities to migrants, young, disabled and older workers.

· Guideline should make clear that this is an economic imperative, as well as a matter of social justice. The key to hitting the Lisbon Strategy goal of a 70% employment rate is to raise employment among women, older workers, young workers, ethnic minorities, the unskilled and other disadvantaged groups. It should be made clearer that the obstacles which member states must tackle (as noted in (4) above) include lack of skills, discrimination, inflexible working hours and lack of childcare provision.
(7) Flexicurity requires a climate of trust and dialogue between public authorities and social partners, where all are prepared to take responsibility for change, and produce balanced policy packages. 

· This is an important point, which should be further developed. Each Member State should be invited, in consultation with the social partners, to draw up its own national flexicurity strategy or pathway. In this process rests the best hope of a package which genuinely balances rights and responsibilities, which focuses attention on where the real problems lie; and which creates and builds on the broad social consensus necessary to a successful Lisbon Strategy.
(8) Flexicurity policies have budgetary costs and should be pursued also with a view to contribute to sound and financially sustainable budgetary policies. They should also aim at a fair distribution of costs and benefits, especially between businesses, individuals and public budgets, with particular attention to the specific situation of SMEs. At the same time, effective flexicurity policies can contribute to such an overall objective. 
· It is hard to know what this guideline is trying to say. It needs rewriting to spell out clearly:
a) That a member state which wants to move from job protection to a broader employment security is essentially transferring a part of the risk associated with unemployment from the employer to the state - an MS which makes that choice must accept the budgetary consequences.
b) If part of the costs of flexibility are to be taken from employers, they too must bring something to the party - in particular, more investment in human capital, more commitment to social dialogue, better labour practices.
c) Public authorities must be prepared to make extra efforts to help SME's cope with rapid change and to reconcile their needs for flexibility with employees' need for economic security.
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