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Abstract: 

The purpose of the paper is to analyse the European labour market outcomes under 

the impact of active and passive labour market policies. More specifically, the paper 

methodizes the main active and passive labour market policies and their role in 

reducing the level of unemployment. The policies that frame a more efficient 

unemployment insurance system are essential to increase security, while 

encouraging the unemployed to look for a job and to accept a job offer. The analysis 

is based on a set of specific labour market indicators and on applying the regression 

method. We found that high employment rates are generally associated with large 

expenses on active and passive labour market policies. The degree of influence and 

strong dependence between performance and policy labour market indicators are 

illustrated in various ways and discussed within the paper.  
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1. Introduction 

 

Labour market policies represent public interventions within the labour market 

where the main activity of the participants is other than job search and where the 

attendance generally determines a change in the labour market status (Arpaia, Mourre, 

2005). Specific labour market measures include basic interventions that secure 

temporary support for disadvantaged groups within the labour market, such as 

unemployed, vulnerable or at risk employees and inactive persons. The specific labour 

market policies and measures are classified according to the type of an activity and refer 

mainly to training, job switch or job rotation, direct job creation and uemployment 

benefits (Card et al., 2009).  

The research performed within this paper, based on the critical review of 

literature, focuses on active and passive labour market policies, by analysing their 

impact upon the European labour market performance, defined through the level of 

employment or unemployment.   

We thus analysed, through a set of specific labour market indicators and by 

applying the regression method, the main differences concerning active and passive 

labour market policy measures across EU Member States, by connecting different 

performance and policy indicators with outcome indicators and the overall EU labour 

market performance.. 

 

2. Active and passive labour market policies – literature review 

 

Active labour market policies, unemployment benefits and employment protection 

legislation represent the most important elements of the European labour market 
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policies (Eichhorst, Konle-Seidl, 2005). On the one hand, they represent protection 

mechanisms against the specific labour market risks, which insure a certain income and 

employment protection, and, on the other hand, they have a major impact upon the 

labour market adjustment capacity to economic changes, mainly due to the fact that the 

institutional elements also affect the adapting strategies of economic agents (Venn, 

2009). The insufficient adapting capacity of labour market generates a high persistent 

level of unemployment. Thus, a series of specific labour market policy measures are 

required in order to increase the adapting capacity of the European labour market.    

Active and passive labour market policies refer to various categories, each having 

a different impact upon the European labour market performance. Active labour market 

policies mainly refer to the labour market integration of unemployed persons (Boone, 

van Ours, 2004). This type of policies includes various programmes, such as public 

employment services, training or employment subsidies. Heckman et al. (1999) 

highlights that active labour market programmes have a moderate impact upon the 

participant’s employment opportunities. Card et al. (2009) reveals that job search 

assistance may have positive effects and that the employment subsidies for the private 

sector are usually more efficient than the specific public programmes, whereas training 

programmes can improve the employment opportunities for unemployed persons.  

Boone (2004) identified a significant effect of active labour market programmes, 

respectively that these programmes encourage workers to reduce their job search efforts 

and not to increase them. At the same time, Rovelli (2008) pointed out that what may be 

efficient for an individual unemployed, might not have the same effects upon the 

aggregated level of unemployment. The main categories of active labour market policies 

refer to public employment services, training programmes, such as institutional or 

vocational training, integrated training, apprentices support, as well as to job rotation, 

employment assistance and vocational rehabilitation of persons with low work ability, 

direct job creation and entrepreneurship programmes that encourage unemployed or 

inactive persons to set up their own businesses (Eurostat, 2006; European Commission, 

2010).                

Passive labour market policies mainly refer to (i) income support for the period 

without work, respectively to unemployment benefits granted to workers that comply 

with a series of criteria in order to benefit from unemployment benefit schemes, 

including the financial support ensured as a compensation for losing the salary due to 

fixed-term working arrangements, as well as to (ii) early retirement schemes, which 

facilitate total or partial retirement for older workers, having low possibilities to find a 

job. Both types of passive labour market policies have different and controversial 

effects upon the European labour market performance (Card et al., 2009).        

Several guidelines of these types of labour market policies refer to improving the 

compatibility between the labour market needs, respectively between labour demand 

and supply, as well as to promoting an increased coherence between macroeconomic, 

structural and employment policies and to improving labour quality and productivity.  

 
3. A framework analysis of active and passive labour market policies impact 

upon the European labour market performance  

 

In order to analyse the active and passive labour market policies and to assess their 

impact upon the European labour market performance, we used a specific methodology 

developed by the European Commission and available through LIME Assessment 

Framework, LAF Database, a specific database established by the Lisbon Methodology 

Working Group. At the same time, we used the regression method in order to establish 

to what extent the European labour market performance is influenced by active and 
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passive labour market policies. Thus, we obtained a series of results that point out 

different situations from one Member State to another by correlating the employment 

rate with total expenses on labour market policies for the EU Member States. Certain 

states with low percentage of GDP assigned for labour market policies also have low 

employment rates (Malta, Hungary, Romania, Greece and Slovakia), respectively high 

level of unemployment (especially for Slovakia), except for Spain that still has the 

highest unemployment rate, even if the percentage of GDP for expenses on labour 

market policies is high compared to other Member States (2.517% in 2008).     

 

Figure 1 Correlation between 

Employment rate and Participants to 

active and passive labour market 

policies, 2008 
 

 
  

Source: performed based on OECD and EUROSTAT data 

 

Generous countries, with high expenses on labour market policies (especially 

Denmark, Austria and Netherlands), have registered high employment rates and the 

lowest unemployment rates. However, various Member States, which have assigned a 

small amount for the expenses on labour market policies, also registered low 

unemployment rates (especially United Kingdom, Cyprus, Slovenia and Czech 

Republic). At the same time, in several Member States, the activation to various 

programmes developed within the framework of active and passive labour market 

policies is decreasing and the impact of the attendance on outcome indicators is 

relatively low, pointed out also by the previous correlations.   

The specific active and passive labour market policy indicators used by the LAF 

methodology in order to assess the European labour market performance are classified 

as: (i) performance indicators and (ii) policy indicators. These indicators are being 

analysed according to their significance (table 1).   

In order to assess the performance of each specific indicator, the LAF 

methodology applies a general system based on continuous scores, which consists in 

standardizing the value of the considered indicator by the mean and the standardized 

deviation and multiplying it by ten, being described by the following relation: 
 

  

Individual score for each indicator = 
 

 

*10 
     Indicator values – EU15 average 

Standard deviation 
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The aggregated score for each policy area is determined as a weighted average of 

the specific individual scores.  

The scores range from +30 to -30: a score of 0 implies the indicator in question is 

the same as the EU15 weighted average, whereas a score of -10 implies the indicator is 

1 standard deviation below the EU15 average. 
 

Table 1 Specific active and passive labour market policies indicators used by the  

LAF Methodology in order to assess the European labour market performance 
 

 Source 

Policy/ 

Performance 

indicators 

Geographical 

coverage 

Time  

coverage 

Significance 

(high level) 

Active LMP expenditure as % of GDP 

(+) 
EMCO Policy 20 SM 1999 – 2007 Good 

Activation: Number of participants in 

LMP measures divided by the number of 

persons wanting to work (+) 

EMCO Policy 19 SM 2004 – 2007 Good 

Active LMP expenditure per person 

wanting to work (+) 
EMCO Policy 22 MS 2004 - 2007 Good 

Passive LMP expenditures as % of GDP 

(-) 
EMCO Policy 20 SM 2000 – 2007 Low 

Passive LMP expenditures per person 

wanting to work (-) 
EMCO Policy 25 SM 2004 – 2007 Low 

Employment service expenditure per 

person wanting to work (+) 
EMCO Policy 21 SM 2004 – 2007 Good 

Proportion of the unemployed in 

education and 

training (+) 

EMCO Policy 20 SM 2000 - 2008 Good 

Proportion of the inactive in education 

and training (+) 
EMCO Policy 24 SM 2000 – 2008 Good 

Long-term unemployment rate (-) EMCO Performance 27 SM 1999 – 2008 Low 

Youth unemployment ratio (-) EMCO Performance 27 SM 2000 – 2008 Low 

Low-skilled employment rate (%) (+) LFS Performance 27 SM 1999 – 2008 Good 

Ratio of active to passive LMP 

expenditures (+) 
ECFIN Policy 18 SM 2000 – 2007 Good 

Regular activation in training (+) EMCO Policy 22 SM 2006 – 2007 Good 

Source: European Commission (2008), „The LIME assessment framework (LAF)”, European Economy, Occasional Papers no. 

41, October 2008; LIME, LAF Methodology, LAF Maquette-ALMPs-12-09 

 
The analysis of these types of indicators according to their statistical relevance 

allowed the identification of several major indicators, with significant results and effects 

that can be framed by the LAF methodology, in order to highlight the European labour 

market performance under the influence of various active and passive labour market 

measures.  
 

Figure 2 Performance registered after implementing various active and passive  

labour market policies within the European Union, aggregated scores   
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Source: own calculation based on LAF Maquette-ALMPs-12-09 (LAF Database) 

 

The implementation of active and passive labour market policies within the European 

Union has generated different performances for the European labour markets, 11 Member 

States registering very good and relatively good performances, whereas 16 Member States 

registered quite low performances. Thus, Denmark registered the highest performance after 

implementing several active and passive labour market policy measures and programmes 

(score: 14.4), followed by Luxembourg (13.3) and Netherlands (12.3), while Slovakia (-

14.3), Hungary (-9.9) and Poland (-8.4) registered the lowest performance, compared to the 

EU-15 average.      

The EU Member States that have registered very good performances after 

implementing active and passive labour market policies (with the highest aggregated 

score) are, in general, countries with flexible labour markets, such as Denmark, 

Netherlands and Austria. The New Member States of the European Union, countries from 

Central-Eastern Europe, such as Czech Republic, Estonia, Hungary, Lithuania, Bulgaria, 

Malta or Slovakia, have registered the lowest overall performance, even though some of 

these countries had high individual scores for the passive labour market policy indicators 

(for example, Bulgaria has registered good performances concerning the passive labour 

market policy expenditures per person wanting to work, passive labour market policies 

expenditures as a percentage of GDP and the ratio of active to passive labour market 

policies expenditures).  

In Romania, the assessment of specific active and passive labour market indicators 

through the LAF methodology highlighted an overall negative evolution during 2000 – 

2008, the lowest performance being largely due to the negative effects of several 

indicators, such as the active labour market policies expenditures, employment service 

expenditure per person wanting to work. The most significant negative effect was 

generated by the active labour market policies as a percentage of GDP that registered a 

very low level during the analysed period (0.1% compared to the EU average of 0.4% in 

2007).           

Romania is placed among the EU member states with the lowest performance after 

implementing different active and passive labour market policies, especially concerning 

the active labour market policy expenditures, employment service expenditure per person 

wanting to work, regular activation in training and the proportion of the unemployed in 

education and training.  

 

4. Conclusion 
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The results of the comparative and impact analysis point out the fact that high 

employment rates within the European Union are in general associated with an 

increased level of expenses on active and passive labour market policies, but also with a 

large number of participants to various labour market programmes and with a lower 

degree of rigidity for labour market institutions.   

The impact of specific labour market policies on its performance is very different 

across EU Member States. Active labour market policies have positive effects on labour 

market outcomes (especially on the level of employment), but the intensity and 

effectiveness of these policies vary across countries, according to different types of 

measures adopted and implemented and to cyclical labour market conditions. Within the 

analysis, certain types of active labour market programmes have had a positive impact 

on labour market performance. However, in several cases, these types of programmes 

have had no impact on improving the employment perspectives of the participants. 

Employment services are in general the most effective labour market interventions, with 

a lower cost than certain active labour market programmes.    

Passive labour market policies, especially unemployment benefits, generally 

have an ambiguous impact on the overall labour market performance. On the one hand, 

these types of policies can increase employment rate, but on the other hand they can 

discourage the job search.     

If we take into consideration the relation between unemployment benefits and 

other types of labour market policies, the results obtained reveal that the impact of 

generous unemployment benefits upon the level of unemployment can be mitigated by a 

higher level of expenses on active labour market policies, especially due to the fact that 

high expenses on these types of policies are generally associated with labour activation. 

At the same time, legal norms that intensify labour market rigidity or determine a 

decrease of labour demand generally have a negative impact on labour market outcomes 

and performance.     
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