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SOCIAL BRIDGES — meeting the challenges of
globalisation

“The task is to foster new forms of security, moving away from the restrictive
paradigm of preserving jobs for life to a new paradigm in which the objective is to
build people’s ability to remain and progress in the labour market”

Summary

The rapidly changing global economy presents opportunities and challenges for policy-
makers in Europe. They need to find the right responses to achieve both the fairness and the
flexibility necessary for economic growth. This paper looks at these challenges in the
context of shared European values.

In the face of globalisation, Member States need to reform to ensure sustainable growth and
social cohesion for the future. Reforms should combine responsiveness to change with
commitment to our shared values, but there can be no security without change.

Member States can deliver full employment and opportunity for all with flexibility and
fairness together. The best way to manage the insecurities associated with globalisation,
and maximise the opportunities, is to provide security by equipping people to manage and
take advantage of change, but not to protect specific jobs. Labour markets that allow all to
participate and progress are at the core of the concept of social bridges. A job is the best
protection against social exclusion. Policies to improve job creation, improve people’s
employability, upgrade and update skills, and provide active help with job search can help
to increase employment and sustainable economic growth, and lie at the heart of this
approach.

While all Member States can and should learn from each other’s experiences, there can be
no ‘one size fits all’ approach. The key tools of social policy rightly remain in Member
States’ hands. Different national circumstances and electoral preferences mean that each
Member State needs to choose tailored approaches for their particular priorities.

The paper looks firstly at some of the values that European Member States share, and which
make up part of Europe’s identity. Globalisation means that these values are being pursued
in a complex and more challenging environment, not that they are less relevant.

Secondly, the paper explores the impact of globalisation, characterised by the increased
integration of global economic activity; changing patterns of trade and investment; global
sourcing of production and services; and increasing importance of technology, innovation
and skills.

Thirdly, the paper discusses the main policy challenge of facilitating efficient labour
reallocation, while limiting adjustment costs for individuals. Reforms to increase flexibility
in labour, product and capital markets in Europe are essential. Governments have a key role
in ensuring that individuals are equipped to gain from globalisation.

' High level group Chaired by Wim Kok (2004): ” Facing the Challenge: The Lisbon Strategy for
growth and employment ”.



Finally, the paper looks at responses to globalisation. It focuses on the social responses that
can help build social bridges to enable individuals to adapt. The theme of these responses is
the efforts to equip worker with tools to cope with the challenges and take advantage of the
opportunities of globalisation rather than protecting particular industries or types of work.
The report concludes that flexibility matched by fairness and security is essential to deliver
full employment and opportunity for all in a Europe facing various challenges brought
about by globalisation. To achieve European values and gain acceptance from citizens for
globalisation each country has to choose its own tailored policy set.



| Introduction

The rapidly changing global economy presents both opportunities and challenges for
policy-makers in Europe. Dramatic change is coming from rapid technological progress,
falling costs of communication and transport, break-down of geographical barriers to
economic activities, and increasing competition, not only from existing competitors as the
US, but also from large emerging economies, such as China and India. These changes have
the potential to boost global demand and provide new sources of wealth.

However, they will also contribute to an increasingly competitive global market for goods,
services and investment, and the location of economic activities. The most successful
economies will be those that are able to change and respond quickly to rapid technological
and market changes, promote enterprise, productivity and innovation, and thus move up
the value chain, while at the same time providing fairness and opportunity for all. This
paper looks in turn at the fundamental values EU Member States share, the trends of
globalisation, the responses required and finally examples of some of the policies Member
States are pursuing.

Sweden and the UK are both open economies, who have sometimes taken different
approaches to the challenges of globalisation. Their responses, however, share common
features. Both countries focus on providing security, not by protecting an unsustainable
status quo, but by equipping people to manage and take advantage of change.
Underpinning this approach in both countries is a belief that a strong system of insurance
in the broadest sense - for example skills and retraining provision, unemployment benefits,
high job creation, and policies that makes it easier to take on a job such as child care
provision - is the best way to help individuals meet the challenges of globalisation. In
addition, insurance of this kind, along with other reforms, should help increase labour force
participation, important to improve social inclusion, and a necessity in its own right in the
face of demographic change.

Europe’s growth rates lag behind those of its main competitors. As a result, the gap in living
standards between the US and EU15 has widened to more than 30 per cent, near the levels
of the post-war period.” This is due to a divergence between the EU and US performance on
employment and labour productivity over the last 30 years. In the US working hours have
been maintained, while in the EU they have fallen’, although labour productivity in the EU
has risen. The gap in GDP per capita between the EU15 and the US, which in 2000
amounted to 30 per cent, is explained by lower unit labour productivity, fewer hours worked
in Europe, and a lower employment rate in Europe.’ Demographic trends in the US have
also been more favourable than in the EU.’

% In 2005, according to Eurostat structural indicators, GDP per capita in the US (at purchasing power
parity) was estimated at 52.6 per cent above the EU25 average. For the EU15, GDP per capita was only
7.9 per cent above the EU25 average.

3 See, for example, European Commission: “EU Economy Review 2003”; “EU Economy Review
2004”; and OECD Economic Policy Reforms (2005): “Going for Growth”.

* See, for example, “Second Implementation Report on the 2003-2005 Broad Economic Policy
Guidelines”, Commission staff working paper, January 2005.

> Sapir, A. (2003): “An agenda for a growing Europe: Making the EU economic system deliver”.



Chart 1.1: GDP per capita EUI5 and US levels
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Against this backdrop, EU Member States cannot shelter from globalisation, but need to be
flexible to take advantage of the opportunities it offers. They need to embrace globalisation
and implement reforms to ensure their continued economic competitiveness. What
combination of reform is right will be different for each country, though there are some
essential common areas. Countries that reform to be open and adaptable will be the most
successful and will find it easier to maintain shared social values.

Employment opportunity for all and social cohesion are two key social values for EU
Member States. Such values play a role in defining the EU, giving it its identity and serving
as a common denominator. This shared ground is a necessary basis for cooperation within
the Union. But there are new ways to reach these goals: while all Member States remain
committed to delivering against the social values, the means to achieve this end is different
today, in the changed circumstances of rapid globalisation. In this context social bridges
may provide one answer how to adapt to globalisation in a fair and responsible manner (see
box 1.1).



Box I.1: Social bridges — equipping workers to seize new opportunities

‘Social bridges’ is a term used to describe measures aimed at reducing adjustment costs for
employees when economic restructuring causes redundancies, and enabling them to seize
new opportunities. In Sweden, social bridges constitute a policy of protecting workers, not
jobs. There are three main types of social bridges in the Swedish context.

1. Life-long learning. A good education increases people’s opportunities of finding work in
different companies in a range of industries. This places a major responsibility on
regular education - from pre-school to university. Pre-schools and basic education
must be available to everyone, alongside good availability of, and access to, higher
education. Educational opportunities must also be available for people who want to — or
have to - retrain later in life.

2. Adjustment insurance. In the event of unemployment, illness and other forms of social
exclusion people may need financial support. Unemployment insurance, sickness
insurance and other benefits must be designed for people to find new jobs, while still
providing security.

3. Re-introduction to working life. Many people who are inactive lose contact with working
life and do not maintain the skills needed for working life. To make these people
attractive on the regular labour market, it may be necessary to support their re-entry to
the labour market by active labour market policies.

In the UK, the policy of equipping workers to meet challenges and realise their potential is
very similar to that in Sweden and focuses on the same policies: active labour market
policies, life-long learning and in-work financial support are designed with the same policy
aim in view - to equip individuals with the support they need to engage in the global market
and maximise their ability to cope with and take advantage of economic change.

1.1 The European Union’s common value ground

In common with many other parts of the world, EU Governments share a commitment to
liberty, democracy, equality and respect for human rights. But what defines European
values is also a shared commitment to the common combination of a role for the state in
providing opportunities for individuals, and a belief in the individual’s rights. From this
stem values such as flexibility and fairness, opportunity for all, openness and global justice,
and a belief in EU level cooperation, that all form part of the EU response to globalisation.

1.2 Shared values in the European Union

Flexibility and fairness

The functioning of the labour market is central to how an economy performs. A more
flexible and efficient labour market has the ability to adapt more rapidly to changing
economic conditions, crucially reducing the period out of equilibrium and maintaining
economic stability. Backed up by policies which enable people to adjust to change and




provide support for those who are not in employment, labour market flexibility implies an
economy that is fairer, more efficient and more competitive.

It has been estimated that the European Union could reach average growth rates of 3 per
cent over the medium term if all the reforms in the Lisbon strategy, accompanied by
balanced macro-economic policies, were implemented.’ Key to this is flexibility of labour,
capital and product markets. Demographic developments affecting the size of the working
age population will have a strong impact, making employment opportunity for all even
more important. Furthermore, employment is crucial in improving social cohesion- a job is
the best way to inclusion.

Social cohesion has intrinsic value, but it is also important to facilitate acceptance of
structural changes. According to the European Values Survey’, in Europe there is strong
support for the welfare state (over 70 per cent) and EU Member States employ extensive
welfare policies, attempting to minimise social exclusion and regional disparities. The
extent of redistribution effected via taxes and transfers’ differs considerably across the EU,
but all Member States aim to reduce income inequality, and promote social cohesion.

All Member States are also committed to fairness, including to equal treatment. Education
and training programmes, retirement pensions, and health care all contribute to creating
opportunities for all and helping those who cannot help themselves.

Opportunity for all

The European Union aims to reach full employment, to raise economic growth and to
ensure there is opportunity for everyone to fulfil his or her potential. High unemployment
and inactivity rates - leaving almost 20 million unemployed’, close to half of who have been
unemployed for more than 12 months, and 92 million entirely outside the labour market" -
are both serious problems in today’s Europe. The incidence of long-term unemployment
and inactivity is not only detrimental for society at large, through fiscal pressures and lower
growth, but employment is also fundamental for the well-being and self-esteem of
individuals, and an effective way to avoid social exclusion.

The commitment to opportunity for all may be even more important in an age of rapid
change, but the way to achieve it is different today. Security and opportunity are provided
by giving people the tools and skills to deal with risks, while still allowing companies to
continue necessary economic restructuring.

Insecurity for the individual largely stems from the effects of unemployment - income loss,
but also an increased risk of social exclusion, including a greater risk of poverty for the
unemployed person’s children, outdating of skills, and loss of confidence. But as previously
outlined, protection is best provided not by hanging on to specific jobs, but by equipping
people to manage change.

Openness and Global Justice
The EU is working to strengthen our relationships with our major trade and investment
partners, including the US. In addition, openness to trade and removal of remaining

% Stockholm Spring Council Conclusions, 2001.

! European Commission (2003), “Evolution of values and deep-seated attitudes in Europe”.

¥ Sapir A. (2005): Globalisation and the reform of social models, Background document for the
presentation at Ecofin informal meeting in Manchester, 9 September 2005.

? Eurostat

' European Commission (2005): “Employment in Europe 2005”.



protectionist barriers - through an ambitious pro-poor outcome of the Doha Development
Agenda, with real market access for developing countries - are broadly shared principles.

The Union is also committed to global justice, and has agreed to attain the internationally
agreed Official Development Assistance (ODA) target of 0,7 per cent of GNI. The Council has
also decided on a new collective European Union target of an ODA/GNI ratio of 0,56 per
cent by 2010. In addition, the EU supports 100 per cent multilateral debt cancellation for
eligible Heavily Indebted Poor Countries.

European cooperation

European countries share a belief that cooperation and common action can add value. The
scope and form of cooperation will vary in different circumstances, but where there are
externalities or economies of scale, as is the case for example with the single market, there
are incentives to act at EU level. In an area such as employment rights, EU-wide minimum
standards have been agreed, and form a common denominator that all Member States can
build on, in the way that is best suited to their circumstances.

National governments have primary responsibility for measures needed to increase
employability, and there is no single “right” model. Different institutional, economic and
social contexts mean that the appropriate response will vary across each Member State,
while citizens will also have different preferences for the level of service that their
governments provide. National action does not preclude added value from close
cooperation. With shared values and common goals, Member States can learn valuable
lessons from each other’s policies and reforms. The Open Method of Coordination is an
example of such a learning process. It allows Member States to cooperate and learn from
each other without infringing on subsidiarity. It works through guidelines, benchmarks and
the sharing of best practice, all conducted through a process of regular reporting and
review.

We also recognise that the Single Market is a social structure, and as such there is an
important role too for EU-level action that responds to opportunities and challenges that
are cross-border in nature. For example, the free movement of goods and services brings
with it a responsibility to ensure the availability of transparent consumer information and
protection, not just in individual countries, but also right across the Single Market. The free
movement of labour must be supported by the mutual recognition of qualifications, and
where appropriate the portability of benefits. And the free movement of capital has led to
European action to ensure that employees across Europe have rights to information and
consultation.

1.3 Summary

Globalisation is a phenomenon affecting all EU Member States as well as common EU level
policies. Whereas everyone will be facing the same long-term trends, the responses will vary
to suit each country. However, European values, namely flexibility and fairness; opportunity
for all; openness and global justice and European cooperation, form a common ground for
national responses to globalisation.



2 The impact of globalisation

Globalisation presents us with a number of long-term global economic trends, offering both
challenges and opportunities, which national governments and the EU as a whole will need
to respond to.

2.1 The increased integration of global economic activity

One long-term trend is a shift in the balance of global economic activity, resulting from far-
reaching and fundamental changes in technology, production, and trading patterns.

The expansion of the emerging economies means that they account for an increasing share
of global output and the relative economic position of advanced and emerging economies
will change. The US is currently by far the largest single economy in the world. Projections
suggest that by 2015, China may become the world’s second largest country economy if its
rapid growth continues. The same projections imply that India will also continue to grow
rapidly.

Higher global demand

Whilst the advanced economies’ share of global output will decline, they can still benefit
greatly from the overall global expansion, economics is not a zero-sum game. The fast-
growing emerging markets are increasingly contributing to global growth. As they become
wealthier, they are correspondingly increasing their demand for goods and services. For
example, over the past ten years, China’s share of EU15 exports has doubled, with particular
growth in recent years.

Chart 2.2: Shifting shares in Global Output: 1980 to 2015 (in PPP)"
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""" IMF, Consensus forecast, HM Treasury. There are two ways in which this data can be presented:
using either purchasing power parity (PPP) data, or GDP at market prices. In line with standard
international practice, this chart uses the PPP approach, which takes a common set of international
price weights (e.g. the level of prices in the US) to measure every country’s GDP. Using PPP obviates
the need to make long-term exchange rate forecasts. PPP increases the share of emerging markets,
since their average price levels tend to be lower.



2.2 The integration of global markets: changing patterns of trade
and Investment

A second trend relates to the integration of global markets and diversification in the pattern
of trade and foreign direct investment. This trend offers significant potential rewards for
outward looking countries and regions. In recent years, EU Member States have increased
their level of integration with the world economy, via trade in goods and services, and global
flows of foreign direct investment (FDI).

The role of European integration

By removing tariffs and non-tariff barriers, the EU’s Single Market helped trade in goods
and services amongst the EU15 Member States (intra-EU15 trade) to rise by about 40 per
cent in the decade following its launch in 1992. Intra-EU15 trade in goods and services now
accounts for over 40 per cent of Member States’ total GDP".

The addition of ten new Member States in May 2004 represents a significant recent source
of EU trade growth. The benefits started to occur as soon as trade barriers for industrial
goods with the new Member States were lifted, some time before their accession. Over the
last decade, EU15 trade in goods with the new Member States rose by about 15 per cent on
average per year.” Enlargement has made the EU the largest multi-country single market in
the world, which - including both intra- and extra-EU trade — now accounts for 40 per cent
of world trade.

Trade integration with emerging economies

A key driver of recent European trade growth beyond its borders has come from increased
integration with certain emerging economies, particularly China, which now exports and
imports more than any Member State except Germany. With total trade doubled between
1999 and 2003, China is now the EU’s second most important trade partner on a country
basis". Over the past decade, the EU also experienced significant growth in trade with
Russia. On the other hand, the shares of EU trade with India and other emerging East Asian
nations are little different to a decade ago.

However, barriers to outward trade remain, and the World Bank estimates that global
income could increase by $290 billion by 2015 if trade-distorting policies in merchandise
trade including agriculture were eliminated.” An Oxford Economic Forecasting study last
year suggests that if the EU was to remove its barriers to trade and investment with the rest
of the world, this could boost the EU’s GDP by 0.4 per cent, even if none of the EU’s trading
partners were to reciprocate in any way."

Foreign Direct Investment

Shifts in foreign direct investment (FDI) can significantly affect the global distribution of
economic activity in the decade ahead. The EU and US currently dominate global FDI flows,
which are significantly higher now than ever before. Global FDI flows are running in real
terms at more than five and a half times the average prevailing in the first half of the 1980s.

2 OECD database.

> HM Treasury: “Long-term global economic challenges and opportunities for Europe”, March 2005.
' Europe in Figures. Eurostat Yearbook 2005.

!> Anderson and van der Mensbrugghe (2005): “Market and Welfare Implications of Doha Reform
Scenarios” in Anderson and Martin (eds.) (2005), Agriculture Trade Reform and the Doha
Development Agenda, Washington DC.

' Oxford Economic Forecasting (2005): “Trade Liberalisation and CAP reform in the EU”.



Between 1995 and 2002, the US received a cumulative inflow of inward investment of
USD1.2 trillion, fifty per cent higher than the cumulative inflow to the EU15. Given its much
higher population, the EU has attracted just half the cumulative level of US FDI over the
same period, on a per capita basis."”

In 2003, emerging and developing economies accounted for 31 per cent of total global FDI
inflows, up from 18 per cent in 1990. The growth of FDI inflows to China has been
particularly striking. In 1990 China accounted for 1.7 per cent of global FDI inflows. By 2003
it accounted for almost 10 per cent”, more than all Member States except the UK and
Germany. Based on these current trends the emerging economies may benefit most from
the expected sustained growth in FDI over the next decade.

2.3 International economic activity: global sourcing of production
and services

A third long-term trend relates to the internationalisation and subdivision of activities
within and between firms. Many production processes are becoming increasingly
specialised, international and dispersed. This dispersion of production processes represents
the splitting up of production across borders, presenting opportunities for higher efficiency
and lower costs. With an expected continuation of these trends in the future, the emerging
economies will become increasingly important centres for the sourcing of production and
services.

Outsourcing and offshoring

One important aspect of this trend is the relocation of some economic activities abroad,
termed international ‘outsourcing’ or ‘offshoring’. Increasing specialisation and
internationalisation of the provision of goods is reflected in the growth of trade in
intermediate goods, which are used as inputs in production processes. There is growing
evidence that this accounts for an increasingly large proportion of total trade. Intermediate
goods trade represents around 30 per cent of world trade in manufactures. The growth of
trade within, rather than just between industries, is also important. Intra-industry trade
now accounts for about 70 per cent of European trade, and evidence suggests its growth is
linked closely to FDI flows."

7 HM Treasury report (2005): “Long-term global economic challenges and opportunities for Europe”.
8 UNCTAD (2004): “World Investment Report: The Shift Towards Services”, United Nations, New
York and Geneva.

' OECD (2002): “Intra-industry and Intra-firm Trade and the Internationalisation of Production”,
OECD Economic Outlook no. 71, Paris.
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Chart 2.3: World Domestic Product, Foreign Direct Investment and Exports
Growth
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Increasing exports of services

Recent technological change has intensified international trade in services. The global
services sector accounts for over 70 per cent of GDP in advanced economies and over 50 per
cent of GDP in developing countries. Currently, only 10 percent of services are traded,
compared to over 50 per cent of manufactured goods.

The increase in services activities around the globe has been mirrored in a shift in the
composition of global FDI, with services now accounting for a growing proportion of
investment. Between 1970 and 1990 the share of services in the world FDI stock grew from
one quarter to almost half, and by 2002 it had risen to about 60 per cent”. Although there
are likely to be some limits to the potential for growth in services trade, the current upward
trend is expected to continue for some time and future growth is projected to be significant.

2.4 Technology, innovation and skills

A fourth trend relates to the pressure for economic activity to move up in the value chain.
There are increasing rewards from innovation and increasing pressures on firms to make
the best use of it, as both global competition and the speed of technological change
increase. Rapid advances in technology are transforming the world economy. ICT remains a
critical driver of economic growth: there is increasing evidence of a strong relationship
between ICT and improvements in economic performance. An increasing proportion of
manufacturing is focused on high-tech activities. In 1981, high tech products accounted for
just 14 per cent of world manufactured products. By 2000, they accounted for 28 per cent
and were the second largest category.” Many emerging economies have already
experienced substantial diversification of exports, and shifted towards more sophisticated

22 OECD (2004): “Understanding Economic Growth”.
2! As defined in the classification of technological categories in the United Nations Industrial
Development Organization (UNIDO), Industrial Development Report 2004.
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goods. With China’s spending on R&D trebling in seven years, and projected to rise from 1.2
per cent of GDP to 2 per cent by 2010” we can expect this shift up the value chain to
continue in a race to the top.

Rapid change of markets and technology will inevitably require workers to move from
sectors in decline to new and growing ones. The sectoral composition of the EU’s output
and employment has evolved significantly in response to recent changes. Employment in
the manufacturing sector has been in steady decline. While there were still 36 million
manufacturing jobs in the EU-15 countries (excluding Greece and Ireland) in 1979 the
number had declined to 27 million by 2005.” Since 1997 every Member State has seen a
clear increase in output and employment in the service sector. In 2004 the UK had 4.9
million people working in the industrial sector - a 12.8 per cent decrease from a decade ago.
The decrease has been faster than that in the US (3.9 percent) and the EU15 average (2.6
percent), but has been slower than some other Member States like Germany, which lost 20.5
percent of their 1994 industrial jobs. On the other hand, the number of people employed in
the service sector has risen by on average 4.1 per cent in the EU15 over the past decade, and
knowledge intensive services in particular represent the largest source of employment
growth with over 7 million new jobs between 1997-2002. The share of business sector
services of total EU employment has risen continuously since 1997.*

Skills

Skills will be a key factor in the rapidly changing, high technology, and globalised economy.
According to the European Innovation Scoreboard, 26 per cent of the innovation gap
between the US and the EU is due to the lower share of tertiary graduates in the EU’s
workforce.” Chart 2.4 shows the results for the 2005 Summary Index of Innovation, with the
EU25 considerably trailing the US. As measured here, Sweden, Switzerland and Finland are
the European innovation leaders.

Chart 2.4. The Innovation Gap 2005 Summary Innovation Index (SIl)
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2 Financial Times, 12 October 2005.

# European Commission (2005): “The impact of globalisation on labour markets in the EU”.

* European Commission (2004): “Employment in Europe 2004”.

 European Commission: “European Innovation Scoreboard ” (SEC(2004)1475), 19 November 2004.
26 For Turkey , the US and Japan the SII value is an estimate based on a more limited set of indicators.
The relative position of these countries should thus be interpreted with care.
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Recent developments in labour demand in the EU suggest that an increasing number of
jobs will require higher general skill levels, and more flexible learning skills. It will also be
important to raise the skill levels in particular sectors where there are particular shortages.
Existing occupations are likely to evolve to require different skills, and skills that used to be
considered high-level, such as Information and Communication Technology (ICT), will
become basic skills. For the UK, for example, econometric analysis suggests that by 2020
more than 40 per cent of jobs could be filled by graduates, up from 30 per cent in 2004.”

Chart 2.5 Mathematics, Science and Technology Graduates

Region| Tertiary MST graduates Growth per year| Researchers | Number of researchers
graduates in 2001-03 (%) 2001 per 1000 labour force
2001 2001 2003 2003
FU25 2056 H8 1 740 4.2 1084 5.5
USA 2174 380 431 6.5 1261 9.0
Japan [06E 233 230 -0.6 675 9.7
China 1048 464 810 F32.1 743 1.0
Russia 1240 n.a. 225% n.d. 422 5.9%

Source: DG EAC, Data source: Eurostat, DG RTD, QECD, Statistical Yearbook of China, Goskomstatof Russia,

* = data for 2002
Source: European Commission (2005): “European Higher Education in a Worldwide
Perspective”

Skill levels are rising faster, albeit from a much lower base, in emerging market countries
than in advanced economies. For example, though China and India currently only educate
15 and 10 per cent respectively of their young people in higher education, this means over 2
million graduates per annum, compared to 3 million in the EU.” While the EU25 in 2003
produced 740 000 mathematics, science and technology graduates - particularly well
equipped for the knowledge based economy - in 2003, China alone produced 810,000, up by
almost 350,000 compared to 2001 - see chart 2.5. As chart 2.6 shows, educational
attainment varies greatly within the EU.

7 Leitch Review of Skills, Skills in the UK (2005): “The long-term challenge, Interim Report”,
December 2005.

¥ European Commission Staff working paper (2005), “European Higher Education in a Worldwide
Perspective” and Altbach, P.G. (2005): “World Class Universities”, Boston College.
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Chart 2.6: Higher education attainment of adult population (25-64 year olds) in
OECD countries, 2002
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2.5 Summary

Globalisation has brought about a number of long-term trends representing challenges and
opportunities for Europe. First, the process of rapid growth of global demand due to the
high growth in key emerging markets, notably China and India, is changing the economic
world map. Second, the pattern of trade and investment is changing drastically. Whereas
international trade has increased rapidly over the last decade, investment has grown even
more, and both trade and investment flows are increasingly directed to countries previously
not well integrated in the global economy. Third, production is becoming increasingly
specialised and dispersed. Global sourcing of production and services is now a fact in many
industries. Finally, the speed of technological change is increasing, putting an even higher
premium on skills and education. Developed economies now face competition from
emerging economies in high-skill industries demanding more focus on R&D and innovation
to stay competitive.

All these challenges and opportunities highlight the need for the EU Member States to
renew their efforts to make their economies more flexible. There are also implications for
labour market and social policies. To preserve and strengthen the social values,
governments will need to provide bridges for people to adapt and embrace the
opportunities offered by globalisation.
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3 Structural adjustment policies: making the most of
the opportunities of globalisation

An economy'’s ability to adapt and respond to continued global economic challenges is built
on its success in entrenching macroeconomic stability. Maintaining this is an essential part
of responding to the economic challenges of the next decade. In addition, the need for
efficient economies requires well-functioning labour, capital and product markets. These
can bring with them changes to people’s lives and careers, and a break with some old
certainties, which in turn can lead to insecurity. However, accepting and managing change,
rather than trying to prevent it, is the only way to ensure future security.

Structural changes may lead to the demise of unprofitable sectors and can cause social
exclusion in the form of unemployment, ill health and poverty, and may have particularly
large impacts in certain geographical areas. An individual worker may feel threatened by the
impending closure of the plant where he or she is employed, and fear for his future
employment and for his or her own welfare and that of their family. As Box 3.1 explains,
governments are responsible for helping people adapt by providing social bridges to insure
their future opportunity. But this cannot be through short-term responses such as
subsidising industries, which are no longer competitive or designing policies that
discourage people from employment. Also, the social partners can play an active role in
reducing fear of structural change, thereby making changes more accepted. In some EU
countries social partners have departed from their traditional role as representatives of
particular interests to take on a more proactive role in the restructuring and modernisation
of the labour market.

Box 3.1: What are the determinants for risk-averse individuals to accept the
challenge of globalisation?

There is a fear among EU citizens that globalisation will lead to job losses. This can create
resistance to globalisation. Therefore one task is to help citizens to adapt and embrace the
opportunities.

Research has shown that individuals are more prone to accept the risks of globalisation if
they consider themselves secure. According to this research, globalisation may increase
demand for security, i.e. social insurance or employment protection legislation. On the one
hand, international competition can increase the risk of job losses in certain sectors and
thus increases the need for flexibility in the labour market. On the other hand, a risk-averse
population will increase its demand for security in times of structural changes.'

The OECD has found that workers’ perception of security varies with domestic employment
policy stances. When comparing how employees in different countries perceive the security
provided by labour market institutions the OECD finds that in countries where security is
mainly provided by employment protection legislation, citizens do not perceive themselves
as being particularly secure. But in countries where the unemployment insurance system is
well developed, the perceived security is much higher. The OECD does not find a
correlation between workers perceiving themselves as more insecure and higher levels of
trade openness in their country of residence.’

" Agell, J. (2002); "On the Determinants of Labour Market institutions: Rent Seeking vs.
Social insurance”, German Economic review 3(2).

? OECD Employment Outlook 2005. Chapter 1. The OECD calculation does not control for
size of country.
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The overall functioning of an economy depends on the interaction of labour, product and
capital markets. This interdependence means that the overall flexibility of an economy
depends on each market working as effectively as possible.

This paper focuses on the social responses and labour market institutions, but capital and
product markets also play a role in shaping labour markets. Chart 3.1 illustrates some of the
key interactions. It shows how changes originating in the product market are transmitted to
the labour and capital market and back to the product market. Further rounds of
adjustment and feedback will occur until the balance of supply and demand is restored in
each market. In a similar way, changes originating in labour and capital markets, for
example as a result of reforms in tax and benefit systems which affect labour supply, or a
change in risk aversion affecting the cost of capital, will similarly be transmitted to other
markets.

Chart 3.1 The Interaction between labour, product and capital markets

Labour Product capital
Market Market MarKet

Technological change provides
new profit opportunities

¥

ﬁ_' Firms wish to expand production I—ﬁ

Increased demand Increased demand
for labour for capital
‘ ,
Upward pressure Upward pressure
o wages on cost of capical
Increase in Increass in
labour supply savings
¥ Y

Firms respond to new labour and
capital market conditions

i

Further rounds of adjustment in all markets to bring supply and demand in each market
inta balance

Source: HM Treasury: “Advancing Long Term Prosperity: Economic Reform in an enlarged
Europe”, February 2004.
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3.1 Product markets

Product market flexibility is the ability of firms to respond to changing market conditions,
allowing them to exploit new opportunities and to deal with potential global challenges
effectively. A flexible response is particularly important in a globally integrated economy,
with increasing competition for firms from developed and emerging markets, and faster
take-up of new technologies and innovation.

Flexible product markets provide a competitive environment, which rewards efficiency,
discourages waste and provides firms with strong incentives to deliver quality and choice to
their consumers. They are also characterised by a strong capacity for enterprise and
innovation, with low barriers to entry allowing new firms to challenge incumbents and
incentives for firms to develop and implement new processes and products ahead of their
competitors.

Product market regulation will affect labour market outcomes, since product and labour
market regulations interact. Flexible product markets are more likely to create jobs, which
increases the opportunities for workers to find alternative employment when needed.”
Consequently, strict product market regulation can lessen the effects of labour market
reforms on employment.”

Chart 3.2 reports on the development of product market regulation in the EU and the US.

» Conway, P, Janod, V. and G. Nicoletti (2005): “Product market regulation in OECD countries: 1998
to 2003”, OECD, ECO/WKP(2005)6, Working paper 419.

3% Nicoletti, G. and S. Scarpetta (2004): “Do regulatory reforms in product and labor markets promote
employment? Evidence from OECD countries.”
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Chart 3.2: Product market regulation in EU-15 countries and the US

Product market regulation
1998 | 2003
Austria 1.8 1.4
Belgium 2.1 1.4
Denmark 1.5 1.1
Finland 2.1 1.3
France 2.5 1.7
Germany 1.9 1.4
Greece 28 1.8
Ireland 1.5 1.1
Italy 2.8 1.9
Luxembourg 1.3
Netherlands 1.8 1.4
Portugal 2.1 1.6
Spain 23 1.6
Sweden 1.8 1.2
Uk 1.1 0.9
s 1.3 1.0

Note: A higher number reflects stronger regulation. The indicator measures
the degree to which policies promote or nhibil competition and summarise a
large set of regulations and formal miles. The data for the indiestors derive
from answers to questionnaires =ent o OECD member governments. The
questionnaire contained questions spanning {rom general and sectoral regu-
latory policies (firm ownership, state control. markel access, entry require-
ments. regulation in transport industries etc.) to industry structure. “YESMNO®
answers are coded by assigning a numerical value to each possible response to
a particular question. Cuantitative information is subdivided into classes using
a system of thresholds. The coded information is then normalised over a zcale
of zero to =ix reflecting increasing restrictiveness of regulatory provisions for
competition.
Source: EEAG (2006): “Report on the European Economy 2006.

3.2 Capital markets

Flexible capital markets ensure that capital is employed effectively so that businesses,
entrepreneurs and innovators have ready access to the funds they require to develop their
ideas, and borrowers have a range of competitive financing options available to them. They
play an important role in balancing the risks and returns of different uses of capital,
screening out projects that have an unacceptably high level of risk. They can also underpin
flexibility in both product and labour markets.

Inflows of global capital not only bring additional funds but also enrich economy and
society through the transfer of new technology and management know-how. By ensuring
efficient allocation of capital within the economy, well-functioning capital markets boost
economic productivity and long-term growth.

Financial globalization has definitive and obvious efficiency implications. Capital is
attracted towards the opportunities of highest returns in the global economy. Some
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evidence suggests that financial development raises growth more through improvements in
the allocation of capital than through higher absolute levels of investment™.

Increased integration and globalisation of financial markets have also lowered transaction
costs, smoothed domestic consumption, and enhanced opportunities for risk
diversification. Numerous economic models suggest that globalisation also reduces
inflation®, thereby enhancing growth and stability™.

3.3 Labour markets**

It is difficult to measure and gauge how internationalisation has influenced labour market
institutions. However, empirical research, which controls for the size of countries, has
concluded that increased trade integration does not appear to lead to weaker labour market
institutions. Many of the most open economies are well developed welfare states.” Further,
at the aggregate level there is no evidence of net job losses resulting from globalisation,” yet
this is the most feared consequence of globalisation. Therefore the main policy challenge is
to facilitate efficient labour reallocation from one sector to another, while at the same time
limiting the adjustment costs for individuals.” Governments should focus on managing
insecurities, alleviating fears and equipping people to adapt to change.

Higher skill levels are essential to compete in high-tech, high value-added goods and
services. National education and skills policies- designed and implemented by Member
States, and built on the foundation of investment in education and lifelong learning to
equip people to adapt to change and to new areas of comparative advantage- are central in
the global economy.

According to the OECD, a country, or region, which adapts well to shocks, is characterized
by two features. Firstly, its product and labour markets are flexible. Secondly, the economy
creates jobs in new businesses and sectors. The OECD uses these features as a measure of
how well equipped a country is to pursue structural adjustment.

Structural adjustment in the labour market may be hampered by a number of factors.
Firstly, unemployment and related benefits that are made available to displaced workers at
a high rate and for a long duration may slow down adjustments to structural change unless
active labour market policies, job-search requirements and work-availability conditions are
strong. Within a benefit system, economic incentives, monitoring and control that rules are
adhered to, eligibility criteria, and the need for security are crucial factors for determining
the transition from inactivity to regular employment. Well-designed unemployment benefit
systems thus have an important role to play in easing adjustment costs for affected
individuals, and reduce public resistance to structural change.

3! A survey on this topic in Mishkin, Frederic S: “Is Financial Globalization Beneficial?””, Working
Paper 11891, NBER, December 2005.

32 Wagner, H: “Globalization and Inflation”, in Wagner H. (ed.), Globalization and Unemployment,
Springer 2000.

33 Das, Dilip K: “The Economic Dimensions of Globalization”, Palgrave Macmillan 2004.

** Section 3.3 draws heavily on OECD ECO/WKP(2005)14: “The Impact of structural policies on
trade-related adjustment and the shift to services”, ECO working paper 427.

35 Agell, J. (2002): ”On the Determinants of Labour Market institutions: Rent Seeking vs. Social
insurance”, German Economic review 3(2).

36 European Commission: “The Impact of globalisation on labour markets in the EU”.

37 OECD Employment Outlook 2005, chapter 1: “Trade-adjustment costs in OECD labour markets: A
mountain or a molehill?”.
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But labour market outcomes are not only determined by unemployment benefit systems.
The overall effect of tax and benefit systems (including private and union based solutions,
such as pension schemes) is also an important determinant. For instance, tax systems affect
both workers’ decisions to participate in the labour force and employers’ decisions to hire.

Secondly, a certain degree of employment protection legislation is needed to facilitate
structural change and encourage labour market participation.

Thirdly, wage formation processes that result in rigid aggregate and relative wages can hold
back structural adjustments. This can in turn lead to prolonged slack in the labour market,
with few incentives for workers to change industry, move to another region or to invest in
skills.

Structural adjustment will also be difficult if the workforce does not have sufficient training
possibilities. Empirical evidence shows that high-skilled workers are more mobile than
those with lower-level skills. A well-educated work force is better equipped to adopt new
technology and relocate across occupations, regions and industries. For displaced and
unemployed workers, effective re-training systems can be of particular importance as new
skills might be a precondition for successful reintegration.

A number of specific barriers may also affect certain people at a disadvantage in the labour
market, so the availability of child care may influence the ability of parents to take up
employment, and health issues, discrimination, or lack of confidence in the system may
hamper employment opportunities for others.

The economist Andre Sapir®, using a fairly well established typology, grouped the EU15 into
four main social models, as shown in chart 3.3 below. He then estimated the efficiency and
equity of each model and showed clearly that there does not need to be a trade-off between
efficiency and equity. However, he underlined that efficiency is always necessary for
sustainability.

Chart 3.3: The four social models according to Sapir.

EFFICIENCY
Low High
High Continentals Nordics
EQUITY
Low Mediterraneans Anglo-Saxons

Source: Sapir A. (2005): "Globalisation and the reform of social models”

3% Sapir, A. (2005): “Globalisation and the reform of social models”, Background document for the
presentation at Ecofin informal meeting in Manchester, 9 September 2005.
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3.4 Summary

Globalisation will require responses on many levels. In Europe, labour market reform to
ensure flexibility is the main tool to facilitate efficient labour reallocation and limit
adjustment costs for countries and individuals. As such globalisation is also a driver of how
social policy is delivered. Product and capital market reforms are also important as they
interact with labour market developments, both by making European businesses more
competitive, and by setting the conditions for high job creation. The latter is particularly
important, together with well-designed welfare systems, in helping governments make sure
that individuals are secure by equipping them with the right tools to manage change.
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4 Social responses to globalisation

To ensure adjustment to change, and security for individuals, governments must pursue
policies to help workers by protecting their employability, not specific jobs. Policies must
give opportunity to all by ensuring that people can find employment, can earn a decent
income from work, and are protected from poverty. In pursuing such policies, governments
need to ensure that the right underpinning economic fundamentals are in place.

With almost 20 million people unemployed in the EU, close to half of them for the long-
term”, and more than 92 million people of working age inactive®, labour markets are under-
performing and structural reforms are of key importance. In particular, the help, incentives,
and opportunities need to be created to help the inactive and unemployed back into
employment. To build social bridges, governments should focus on life long learning and
the continued improvement of education and skills provision, to ensure that workers can
move successfully between sectors and jobs; adjustment insurance in a broad sense
including tax and benefit reform to increase financial and other incentives to work, and
make sure work pays; and helping people into working life by, among other things, active
labour market policies that effectively target obstacles to employment and child care and
care for the elderly.

4.1 Social Policy Reponses — building social bridges

Well-functioning labour markets

Well-functioning labour markets are at the centre of managing and benefiting from the
challenges of globalisation. Such labour markets have the ability to adjust to changing
economic conditions in a way that maintains high employment, low inflation and low
unemployment, and continued growth in real incomes. Active and responsive welfare
systems, which support individual incomes while maintaining incentives to work, will equip
economies both to change and to social cohesion.

Active labour market policies need to provide support for people to find and take up
employment, through access to information, active help with job search and help to
overcome various barriers that may prevent people from taking up work. This could include
training for those who need to upgrade their skills or help with childcare for parents who
would like to work. These active policies need to be accompanied by incentives in the tax
and benefit system for people to take up and progress in work. The aim of these policies is to
achieve employability for life’, replacing the old notion of a ‘job for life’ and offering
individuals security in today’s world.

3% Eurostat.
* European Commission (2005): “Employment in Europe 2005”.
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Box 4.1: Active labour market policies in the UK

The UK’s active labour market policies, the tax and benefit system and skills policies
together are designed to offer everyone the tools and help necessary to fully participate in
society and share in the benefits of overall economic growth. This approach focuses on
achieving high levels of labour market participation, seen as the route out of poverty and
social exclusion.

Active labour market policies are being delivered through the Jobcentre Plus model, which
offers an integrated benefit and active job search service, and provides tailored help for job
seekers. The New Deal programmes provide help for groups at specific disadvantage in the
labour market by addressing the barriers they face. Since its launch in 1998, the New Deal
has helped over 1.7 million people into work.

To support the commitment to eradicate child poverty, the UK has also set a challenging
target of 70 per cent lone parent employment by 2010. There is therefore a specific New
Deal for Lone Parents, providing individual support. The New Deal has helped 423,000 lone
parents into work. As a result of this approach, the lone parent employment rate now stands
at 56.6 per cent, the highest rate on record.

The UK’s national minimum wage underpins the system of tax credits, which together
guarantee fair minimum incomes for working people. The tax and benefit system is tailored
to make work pay and set the right incentives to seek employment, whilst not jeopardising
job creation, by topping up low incomes. Over 6.1 million families, with 10.3 million
children, have benefited from tax credits.

Human capital and skills

Skills lie at the heart of ensuring employees’ adaptability and employability. They are key
tools for governments to ensure their citizens can prosper. In a world where competitive
advantages are increasingly based on human capital, education has become paramount at
all levels. Knowledge intensive services are the greatest source of new jobs in the EU -
providing over 7 million new jobs between 1997 and 2002."

The quality and quantity of human capital in an economy have a direct positive impact on
levels and rate of economic growth, and for the individual higher skills mean better
employment likelihood and higher earnings potential. There are a number of externalities
from investment in education and skills, which can include better public health and greater
overall social cohesion. Education early in life, at primary and secondary level, will set a
solid and equitable foundation for future learning opportunities and can contribute to
fighting social exclusion.

Furthermore, skills are a vital asset for achieving and maintaining employment security, as
they are crucial for individuals to succeed in the labour market and to move to new sectors
of comparative advantage and labour demand as required by structural changes. Tertiary
skills are important, given the increasing role for high value added products and services.
Educational attainment is increasing across the EU, but is still lower than in the US, as is
investment in education. Effective strategies for lifelong learning will be important to enable
individuals to update and extend their skills regularly during their working life.

*! European Commission (2004): “Employment in Europe 2004”.
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Box 4.2: Employer training provision in Austria

Austria has seen a significant increase in the share of people in the ages 25 to 64
participating in life long learning -from 8.3 per cent in 2000 to 13.9 per cent in 2005'. Since
2000, Austrian employers can claim a special tax allowance for investment in training. This
now applies to both internally and externally provided training. In effect Austrian employers
can deduct 120 per cent of training cost from their profits. If a company does not make
sufficient profits to benefit from this allowance, it can alternatively claim a credit for
training expenses. Particular criteria are in place to set a limit to maximum amounts and
setting certain requirements for the type of training.”

' Eurostat Online database.
* OECD (2003): “Employment Outlook 2003”.

Member States must therefore invest more and more effectively, to raise the skills of young
people entering the workforce from the education system and to tackle skills gaps of those
already in the workforce. The UK, for example, has sought to tackle its historically poor skills
mix by introducing a series of policies to promote education and skills attainment and
setting a target to ensure that more young people participate in higher education. And in
Sweden, the country with the highest participation rates in lifelong learning in the EU®,
citizens have legal rights to take study leave, increasing incentives to learn.

2 According to Eurostat online on line in 2004 the share of people participating in lifelong learning in
Sweden amounted to 34.7 per cent of the population in the ages 25 to 64 years.
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Box 4.3: Education in Finland

Finland stands out internationally for having a particularly successful secondary education
system that regularly outperforms other OECD countries participating in the Programme for
International Student Assessment (PISA). A high standard of basic education is provided
very equitably to all students across the country, and expenditure levels around the OECD
average suggest that the resources are used very efficiently. A high—quality system of teacher
training seems to be one element in this success.

Finland also successfully builds on this skills foundation, by achieving entry rates into
higher education of over 70 per cent of an age cohort, and is among the Member States with
the highest shares of high-level skills among the working-age population.'

In 2004, the Finnish prime minister published a report on globalisation, entitled “Finland’s
openness, competence and renewability”, which recognised that both the secondary school
and university systems needed to be reformed to cope with the challenges of globalisation.
In particular, it emphasised that universities needed to become centres of excellence if they
are to train top experts.

" OECD: Education at a glance, 2004.

Inclusive societies and social cohesion

Tax and benefit systems have a key role in ensuring inclusive societies. They can provide
important work incentives, and make sure that work and progress in work pay, while also
providing adequate protection for those that cannot work. A modern welfare system also
provides for people during spells of inactivity. While benefits need to be adequate to protect
people during spells of inactivity, it is important that they do not create unemployment or
poverty traps. Member States need to design benefits accordingly, and complement them
with help and incentives to regain gainful employment.

Box 4.4: Female employment in Spain

Spain has seen female employment increase from 34.6 per cent in 1997 to 48.3 per cent in
2004'. In addition the Spanish government has set a target of increasing it further to 57per
cent by 2010.”

This is partly due to generational change, but also to a concerted policy approach. For
example, since 2002 employed and self-employed women can reduce their contribution to
income tax by 1200 euros a year for each child under 3 years of age. Spain also has an
objective of increasing public care facilities for children under 3 by 2 per cent a year, and is
looking at introducing the right for working parents to ask for flexible working hours.

' Eurostat Online database.
* “Spainish National Reform Programme 2005”.
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Ensuring the availability of affordable high quality childcare is increasingly recognised as an
essential pillar of a modern welfare state. It not only allows parents to participate in the
labour market but can also contribute to ensuring equality of opportunity for children, and
to counterbalancing the impact of being born into a disadvantaged or deprived
environment. The UK is committed to promoting fairness alongside flexibility and
enterprise, to ensure that everyone can take advantage of opportunities to fulfill their
potential. Reforms of the welfare state reflect its aims of eradicating child poverty,
supporting families to balance their work and family lives, promoting saving and ensuring
security for all in old age. The Government is also committed to a modern and fair tax
system that ensures everyone pays their fair share of tax.

The efforts to eradicate child poverty in the UK have more than halved the number of
children living in absolute poverty since 1996-97, lifting 1.8 million children out of absolute
poverty before housing costs, and 2.4 million children after housing costs, by 2004-05. The
strategy to tackle child poverty is based on a combination of providing financial support for
families, with more help for those who need it most when they need it most; providing
employment opportunity for all with work for those who can and support for those who
cannot; tackling material deprivation through promoting financial inclusion and improving
housing; an delivering excellent public services to improve children’s life chances and break
cycles of deprivation.

A 10-year childcare strategy was launched in 2004, including commitment to nine months
paid maternity leave from April 2007, and 3,500 Children’s Centres by 2010 - there has been
anet increase in childcare places of 598,000 since 1997.

Other countries that pursue policies of inclusive labour markets are the Netherlands and
Sweden. The Netherlands has a high level of social inclusion, and Sweden provides
affordable and accessible childcare to support labour participation of both women and
men.

Box 4.5: Social inclusion in the Netherlands

The Netherlands is rated by the OECD' as one of the top EU countries in terms of the
capacity of its labour market to adjust to globalisation. It is one of the EU’s most open
economies - both in terms of trade flows and FDI - and at the same time its social safety net
is well developed.'

In order to achieve full employment and to strengthen social cohesion and inclusion, the
Dutch municipalities have been given full policymaking and financial responsibility for
reintegrating social benefit recipients. The law governing the devolution of responsibility to
Local Authorities came into force in January 2004. It is known in the Netherlands as the
'WWB' (Wet Werk en Bijstand). Financial responsibility for both social assistance and
reintegration was completely devolved to municipalities. They have the freedom to develop
reintegration schemes to fit local circumstances and have financial incentives to try and
move people off social assistance and back into the labour market. The focus is on attracting
more people into the labour market by reducing the high benefit dependency and ceasing
the favourable treatment of early retirement schemes. °

"OECD ECO/WKP(2005)14, The Impact of structural policies on trade-related adjustment
and the shift to services, ECO working paper 427.
? Joint Report on Social Protection and Social Inclusion 2005.
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Box 4.6: Child-care in Sweden

In Sweden, high-quality and affordable child-care for all income groups is aimed at
stimulating labour market participation, social involvement and cohesion by supporting
people in combining work and parenthood. Both parents should play their part in bringing
up their children and also maintain their labour-market attachment. The comprehensive
system is financed by taxation. All children have a right to a place in a pre-school from the
age of one and take-up is high, rising with the age of the child.' A total of 83.0 per cent of all
children aged 1-5 were enrolled in a preschool or family day-care home in 2004.”

Responsibility for pre-school provision rests primarily with the municipalities. Both pre-
school and out-of-school childcare is covered by a means-tested maximum fee
arrangement, limiting the amount payable by parents to a relatively low ceiling. Pre-school
fees are limited, for the first child, to 3 per cent of family income up to a maximum ceiling.
For subsequent children the fees are lower and always with an upper ceiling.’ In 2006 the
ceiling maximum is SEK 1,260 per month for parents with one child. Since the maximum fee
is calculated as 3 per cent of family income, this means that for incomes above SEK 504,000
per year, the ceiling maximum fee is reached. The forecast for 2006 is that the APW-income
(average production worker) will be SEK 328,000 per year, which means that the ceiling of
SEK 504,000 is about 1,5 of the APW-level.*

' Sweden’s National Reform Programme 2005.
*http://peerreview.almp.org/en/sweden04/SWE04.htm.
’Swedish National Agency for Education.

* Swedish Ministry of Finance.

4.3 Summary

This chapter has reported on examples from Member States on various measures contained
in the concept of social bridges. The theme of these responses is the efforts to support
individuals in maintaining employability and security in meeting challenges, rather than
protecting a status quo. The chapter shows that each country has its own specific challenges
and needs to choose its own policy set to respond to the challenges and opportunities of
globalisation.
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5 Conclusion

Globalisation is taking place right now. It is not a new phenomenon, but the pace and the
magnitude of today’s development require a concentrated effort to sustain shared
European values of social and economic progress. As Europe is facing a number of
challenges and opportunities brought about by globalisation, social bridges can help
achieve European values and gain acceptance for necessary structural adjustment from
citizens for globalisation.

Europe must not refrain from its fundamental values to meet the challenges of
globalisation. Rather, Europe must combine strong market economies with policies, which
provide security and opportunity for all. Sustainable growth with sound public finances and
an inclusive society are both key for Europe to be open and to compete in the global
economy.

The report has identified the main trends creating new challenges and opportunities for the
EU. All these challenges and opportunities highlight the need for EU Member States to
renew their efforts to reform their economies to be more competitive and flexible,
developing new areas of competitive advantage rather than protecting certain industries,
while providing security for citizens by building social bridges to equip individuals to
master change.

Well-functioning labour markets are necessary to take advantage of changes and limit the
adjustment costs for workers. The functioning of product and capital market is also
important as these markets interact with labour market developments. It is essential that
governments put in place policies which help individuals adapt in times of rapid changes.
Without social bridges that reduce adjustment costs of workers and provide them with
security, EU citizens may not fully accept and embrace globalisation. While it is clear from
the analysis of the long-term trends that there can be no security without change, it is clear
from the country examples that flexibility and fairness can be pursued together, mutually
reinforcing each other.

Many Member States already pursue policies in the spirit of social bridges, as examples in
this report have shown. Each country has to choose its own tailored policy set, but EU-level
action can also be helpful. More specifically, the Open Method of Coordination provides an
important tool for learning from other Member States’ experiences, even though labour
market and social policies are and should remain the responsibility of Member States.

Instead of viewing the flexibility, which is necessary to maximise the advantages of
globalisation, as the enemy of social justice, we must recognise that flexibility matched by
fairness and security is essential to deliver a Europe of full employment and opportunity for
all. Without it, Europe will fail its greatest challenge: making its social values a reality for all
in the global economy.
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