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APPROACHES TO ACTIVE LABOUR MARKET POLICY
IN THE SLOVAK REPUBLIC, CZECH REPUBLIC
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The subject matter of the article consists in the issue of unemployment, which is the problem in many countries. The article describes

approaches to the solution of the unemployment from the point of view of several economic specializations in theory. Active labour-market

policies have developed significantly over the past two decades across Organization for Economic Cooperation and Development (OECD). This

article describes the approaches to the solution of unemployment problem of the Czech Republic, Slovak Republic and Finland. Objective of

this article is to account variant of active labour market policy.
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1. Introduction

Employment enhancement is one of many targets in all
countries. The subject matter of article consists in comparing
the approaches to the active labour market policy in the Slovak
Republic, in the Czech Republic and in Finland. The current
economic crisis aggravates this situation. Enterprises dismiss
many employees and keep only the key and strategic staff, or they
seek only highly skilled workforce. As the numbers of job seekers
are high, only the best of them get employed.

The aim of the article is to describe the differences of
employment policies despite the fact that many European studies
point out at the ambiguous relationship between the active
measures and unemployment. The contribution of active policy
consists in the proactive approach to the labour market. The
passive policy used so far has aimed at providing financial benefit
and protecting its recipients from poverty [1]. Active Labour
Market Policies - including measures such as job search assistance,
labour market training, wage subsidies to the private sector, and
direct job creation in the public sector - are an important element
of European countries’ effort to combat unemployment.

2. Institutional framework of the labour market
Active labour market policies (ALMP) are only part of the

institutional framework. According to the following aspects of the
labour market can be distinguished:

* 1Lubica Konusikova, *Alzbeta Kucharcikova

* legal protection of employment,

» structure of wage negotiation,

* active labour market policy,

* tax burden on labour,

» social benefits system within the course of unemployment.

The action of the previous aspects can be seen from two points

of view:

» State interventions by means of these institutional aspects
and their common functioning is called market regulation;

* The labour market can be viewed in terms of flexibility and
we thus look for an optimum for effective functioning of the
economy [2].

There are several reasons why states carry out interventions
in the labour market. The main reason consists in the injustice in
the labour market and market failures. In the report of the World
Bank Report 1995 [3] four basic reasons for intervention were
published:

» disbalanced market power - workers can see ourselves
in a weak position for negotiating, which may cause an
increased interest in their protection,

» discrimination - disadvantaged groups (on the ground of
gender, age...) experience discrimination on the labour
market,

* imperfect information - the particular actors do not always
dispose of complete information to make high quality
decisions,
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» inadequate insurance against risk - the inability of workers to
insure against the risks such as unemployment and disability.

Active labour market policy brings many effects on
unemployment. Some of the effects are intended in advance and
have become the reason for the creation of the tools of active
labour market policies, but there are as well effects which were
not foreseen in advance.

The positive effects have been identified by Calmfors [4 and 5]:
* The effect on the process of job seeking - the aim of the

consulting activity provided by the state and addressed to
the unemployed is to streamline this process. It means to
increase the number of successful candidates applying for
one vacancy. This effect is usually referred to as the primary
objective of active labour market policy.

* The effect on competition among working positions - because
any candidate who has completed a retraining program, can
become significantly more attractive for employers.

* The effect on the allocation of labour among the particular
sectors in the economy - via ALMP, the possibility of
promoting the labour force transfer from a stagnating sector
into a prospering sector with better productivity.

Layard [6] also identified the positive:

» efficiency - more efficient job search process by means of
skills improvement through retraining courses,

» productivity - active labour market policy can increase labour
productivity as a result of re-training or learning directly at
the workplace,

* competitiveness - more competition in the process of job
seeking,

* usefulness - active labour market policy reduces the
uselessness of the unemployed as it provides work to the job
seekers facing problems to enter the labour market.

Naturally, in the process of the application of active labour
market policies, some unintended negative impacts arise and
reduce the effects of active labour market policy. Sirovatka et al.
[7] mentioned some of them:

* Lock in effect - the participants of the active policy programs
have less time to search for a vacancy, or postpone job seeking
for later. This effect tends instead to shift the employment
and wage-setting schedules to the left. The consequence is
then a tendency to lower regular employment (whereas the
impact on the real wage is still unclear). Whether or not
the treatment effect dominates the locking-in effect is an
empirical issue [8].

¢ Creaming off - stands for the preference for the job seekers
in need of a job at the expense of the more competent
job seekers in the process of placement into programs of
active labour market policy. The purpose consists in the
achievement of better gross results of individual programs.
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Fraser [9] presented a different view on the effect of
decreasing efficiency of the labour market active policy:

* Deadweight effect - this effect means that a part of the
candidates would be hired despite of their non-participation
in the program of active labour market policy.

» Substitution effect - this effect means that the subsidized
employees receive an occupation at the expense of those
benefiting neither from a subsidized work place nor
incorporation in the program of ALMP.

* Expelling effect - companies receiving a wage subsidy thus
gain an advantage over the other companies as they can
increase their market share on the market.

Many studies confirm that the evaluation of active policies
is ambiguous. At its high diversity, the active policy does not
have a strong chance to reduce the total employment rate on the
labour market. There exist many different interpretations of the
concept of active labour market policy. “Here I shall use a narrow
definition: measures in order to improve the functioning of the
labour market that are directed towards the unemployed” [10].

The active policy is a relatively recent topic for the Slovak
Republic. Upon the accession of the Slovak Republic to the EU,
there have come alterations in legislation, which are involved in
the Act on Employment Services No. 5/2004 Coll.

3. Active labour market programmes

A large variety of different ALMP programs exist among EU
member states and other European countries. It is possible to
classify these programs into a set of six core categories. These
categories are very similar to the corresponding classifications
that have been suggested and used by the OECD [11] and
Eurostat [12].

Training - encompasses measures like classroom training,
on-the-job training and work experience. The measures can
either provide a more general education (such as e.g. language
courses, basic computer courses or other basic courses) or
specific vocational skills (e.g. advanced computer courses or
courses providing e.g. technical and manufacture skills). Training
programs constitute the classic measures of active labour market
policy.

Private sector incentive programmes - the main goal of this
setting is to encourage employers to hire new workers or to
maintain jobs that would otherwise be broken up. These subsidies
can either be direct wage subsidies to employers or financial
incentives to workers for a limited period of time. Another type of
subsidized private sector employment is self-employment grants:
Unemployed individuals who start their own business will receive
these grants.

Direct employment programmes in the public sector - focus
on the provision of public works or other activities that produce
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public goods. These measures are mainly targeted at the most
disadvantaged people. It s important to keep people in contact
with the labour market. Service - this tool includes job search
assistance. It should serve to increase the efficiency in searching
for new employment.

Programs for young unemployed - this group includes primarily
various training programmes, wage subsidies and other financial
contributions.

Measures for the disabled - a group of people for whom the
various contributions are necessary in order to enter the labour
market. These measures are designed for employers, but also for
individuals, for example in the form of wage subsidies.

2.1 Active labour market policy

The primary role of active labour market policy consists
in facilitating and accelerating the transition to paid work as
well as in using special programs in order to maintain people’s
ability to work with the aim of finding a permanent place on
the labour market. [13] Active labour market policy represents
a younger form of labour market policy, which arose as a reason
of unsuitable passive policy, since the passive policy gradually
became a disincentive to job seekers. The services presented by
the active labour market policy have varied in nature while their
main objective nowadays is to motivate people to seek work [14].

Slovakia

The active policy (by means of the so called active measures
on the labour market) is solved by the Act on Employment
Services No. 5/2004 as amended. This legislation came into force
in February 2004 and was abolished by the Act No. 387/1996
Coll. on Employment.

The Act underwent several changes in 2004, the changes
have affected several areas including labour market policy and
employment enhancement. According to the Office of Labour,
Social Affairs and Family of the Slovak Republic, the particular
instruments of Active labour market policy are categorised as
follows [8]:

1) instruments and contributions increasing employability,

2) instruments and contributions increasing employment,

3) instruments and contributions supporting the sustainability of
existing jobs.

ad 1) Instruments and contributions increasing employability:

e Reimbursement of travel expenses - related to the participation
in a job interview or recruitment process held by an employer
or to the participation in a group recruitment process
organized by the labour office (§ 32 Article 12 letter D).

e Contribution to graduate practice (§ 32 Article 12 letter D).

COMMVINICIONS

*  Contribution to activation performance in the form of minor
municipal services provided to the community or in the form of
minor services for the self-governing region (§ 52).

*  Activation allowance in the form of voluntary service (§ 52a).

ad 2) Instruments and contributions increasing employment:

o Contribution to self-employment (§ 49).

*  Contribution to employment of disadvantaged jobseekers (§ 50).

e Contribution to support regional and local employment (§ 50j).

o Contribution to create sheltered workplaces (§ 56).

*  Contribution to persons with disabilities to operate or perform
self-employment (§ 57).

ad 3) Instruments and contributions supporting the sustainability
of existing jobs

e Education and training of an employee for the labour market
(§47).

o Contribution supporting vacancies sustainability (§ 50k).

o Contribution supporting commuting to work (§ 53).

o Contribution supporting moving in order to work (§ 53a).

e Contribution for transportation to work (§ 53b).

o Contribution to keep a disabled person in the particular
occupation (§ 56a).

e Contribution to provide a work assistant (§ 59).

e Contribution to cover the running costs of sheltered workshops
or sheltered workplace and travel expenses for employees (§ 60).

Information, advisory and specialized services - in accordance
with the Act No. 5/2004 Coll. on Employment services
* Information and advisory services for career choice -

provide information and specialized advice on the types of

occupations and the corresponding requirements.

* Information and advisory services for the choice of
employment - information and specialized advice in the
areas of: health requirements, technical skills and practical
experience related to the vacancy is provided.

» Information and advisory services for an employee selection -
provide employers with information in the process of selecting
a suitable employee for the corresponding occupation.

» Information and advisory services in the process of employee
adaptation to the new occupation - this information facilitates
the adaptation process of a new employee.

The authorised office free of charge provides information and
advisory services. However, such services can be provided also by
a natural or a legal entity performing activities in accordance with
the Act on Employment Services.

Czech Republic

The instruments of the active labour market policy contribute
to the assurance of full employment and to the process of new
vacancies creation. On the ground of the sources available in the
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Ministry of Labour and Social Affairs, the instruments used in the

Czech Republic involve the following [15]:

e Retraining - is realized upon the agreement between the
particular Labour Office and a jobseeker. The Regional
Office performs retraining on the ground of the jobseeker ‘s
reference. An employer upon an agreement with the labour
office can realize the retraining also.

* Investment stimuli - stands for a tangible support for the
creation of new vacancies and for retraining their employees.
The stimuli are legislatively defined by the Act No. 72/2000
Coll. The stimuli are granted to natural or legal entity
provided that the entity meets the general requirements
defined by the law on investment stimuli.

e Community service - this instrument is a time-limited
employment opportunity for a worker difficult to be placed on
the labour market for long time, the community service can
be performed only for the period shorter than 12 consecutive
months. These vacancies are generated upon an agreement of
the employer and the respective Labour Office. In the process
of the vacancy creation, the employers can be reimbursed
payroll costs including the expenses for social and health
insurance. Community services are mainly related to the
activities beneficial for communities - cleaning of buildings
and their surroundings.

* Socially integrated jobs - the objective of this contribution
is the establishment of vacancies or location of particular
applicants unable to be employed in a different way. The
contribution shall be granted for the maximum period of 12
months,

* Contribution for training - the contribution is provided to
an employer who creates a vacancy and employs a job seeker
requiring more care (Section 33 of the Act on Employment).
The contribution is paid for the maximum period of three
months and may not exceed a half of the minimum monthly
salary.

* Contribution in the transition to a new business program
- is designed for employers switching to a new production
program and thus cannot provide their employees with the
work within the specified range during their working hours.
The transition to a new business program is a change relating
to business changes and is registered in the Commercial
Register, or it can be a major technological change in the
business. This contribution is paid for a period of six months
as a partial payment of salary compensation.

e Sheltered workshops - are defined as an established work
place occupied by at least 60% of employees with disabilities,
while the workplace was established upon an agreement with
the Labour Office. The sheltered workshops set up under this
agreement shall be adapted to the disability of employees, for
example by providing wheelchair access.

Protected workplace - is defined as a place established by an
employer for people with disabilities. It arises in the same process
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as the others, on the ground of an agreement with the Labour
Office. The agreement is usually concluded for the period of three
years. The agreement may be also concluded with a disabled
person who is self-employed

Finland

The labour market policy in Finland gives the importance on
the labour market training measures. The finnish labour market
policy is based on a broad selection of services.The other major
programmes are the employment subsidies and direct job creation.
Finland and at the same time the Slovak Republic experienced
a very deep depression in the early 1990s [16]. In the late 1990s
and early 2000 there were some reforms of labour market. These
reforms concentrated on public employment service. The PES
reforms contain regular interviews, skill- mapping, job service
training and a job search plan. The common feature of Slovak and
Finish labour market policy is to foster the better functioning of
labour market and to help job seekers to cope better in the labour
market. The main goal of employment policy is to foster labour
productivity. It resulted in unemployment which has lasted in the
Slovak Republic but not in Finland [17].

The main actors in active labour market policies are the
Ministry of Employment and the Economy, the Ministry of Social
Affairs and Health, the Social Insurence Institution Kela, the
Ministry of Education, the municipalities and the Uneployment
Funds. The programmes for maintaining of older workers in
employment are governed by Ministry of Social Affairs and
Health. Each ministry is responsible for specific strategy. Strategy
of unemployment of young people is dealt with the Ministry of
Education.

Kela is mainly responsible for the income support aspects
of labour market programmes. The main goal of Kela and the
Unemployment funds is paying unemployment benefits. The
unemployment benefits are financed partly by the Unemployment
Funds and rest by compulsory national insurence contributions
and government funding.

Types of unemployment benefits in Finland [17].

* Labour market support - means - tested, does not require

employment history, unlimited period (since 1994)

* Basic unemployment allowance - not means - tested requires

a three - year employment history, max. 500 days
* Earnings - based unemployment insurance - not means -

tested, max 500 benefit (working days)

3.2 Public expenditure

In Finland, public expenditure on active and passive labour
market programmes totalled 2.48% of GDP in 2012. The
development of the public expenditure on active and passive
programmes is permanent. However, public expenditures of the
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Public expenditure on active labour market polices (% of GDP) in Finland Table 1
PROGRAMS 2008 2009 2010 2011 2012
Public employment services and ADM 0.15 0.17 0.18 0.17 0.16
Training 0.36 0.43 0.53 0.52 0.52
Employment incentives 0.13 0.13 0.13 0.13 0.15
Sheltered and supported employment and rehabilitation 0.09 0.09 0.10 0.10 0.10
Direct job creation 0.07 0.08 0.09 0.09 0.09
Start up incentives 0.02 0.02 0.02 0.02 0.01
Out of work income maintenance 0.95 1.48 1.48 1.31 1.38
Early retirement 0.39 0.40 0.31 0.17 0.07
Total 2.16 2.80 2.84 2.50 2.48
Total active (10-70) 0.82 0.92 1.05 1.02 1.03
Total passive (80-90) 1.34 1.88 1.79 1.47 1.45

Source: [11], own processing

Public expenditure on active labour market polices (% of GDP) in Slovakia Table 2
PROGRAMS 2008 2009 2010 2011 2012
Public employment services and ADM 0.11 0.10 0.10 0.07 0.07
Training 0.01 0.01 0.01 0 0
Employment incentives 0.02 0.03 0.10 0.10 0.08
Sheltered and supported employment and rehabilitation 0.02 0.03 0.03 0.04 0.05
Direct job creation 0.05 0.01 0.01 0.01 0.01
Start up incentives 0.06 0.07 0.08 0.07 0.05
Out of work income maintenance 0.11 0.29 0.24 0.25 0.26
Early retirement 0.33 0.38 0.36 0.25 0.18
Total 0.69 0.93 0.94 0.79 0.69
Total active (10-70) 0.26 0.25 0.33 0.30 0.25
Total passive (80-90) 0.43 0.67 0.61 0.50 0.44

Source: [11], own processing

Public expenditure on active labour market polices (% of GDP) in the Czech Republic Table 3
PROGRAMS 2008 2009 2010 2011 2012
Public employment services and ADM 0.12 0.12 0.11 0.10 0.11
Training 0.01 0.03 0.04 0.01 0.01
Employment incentives 0.01 0.02 0.05 0.04 0.02
Sheltered and supported employment and rehabilitation 0.07 0.07 0.08 0.09 0.09
Direct job creation 0.02 0.04 0.04 0.04 0.02
Start up incentives 0 0 0 0 0
Out of work income maintenance 0.19 0.42 0.37 0.28 0.24
Early retirement 0 0 0 0 0
Total 0.42 0.71 0.70 0.56 0.50
Total active (10-70) 0.23 0.29 0.33 0.27 0.26
Total passive (80-90) 0.19 0.42 0.37 0.28 0.24

Source: [11], own processing
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passive policy exceed public expenditures in active policy. The
most funded programme is training. This could be a good example
for the direction of active labour market policy in Slovakia and
the Czech Republic. Education and training contribute to the
development of the necessary competencies of people. At the
same time it is a mean to achieve a higher degree of satisfaction
of workers in the course of their future activities (competence,
achievement of performance promotion). Education and
development of working skills can be considered as a lifelong
process of continuous enhancement and enrichment of the
current labour and life knowledge [19] - Table 1.

The structure of the public expenditures is very similar to
Slovakia and the Czech Republic. In comparison to Slovakia
(Table 2) and the Czech Republic, Finland spends relatively
greater proportion of funds on active labour market policy.
Paradoxically, Slovakia facing high unemployment spends
a greater proportion of the passive labour market policy.

The Czech Republic in comparison with the Slovak Republic
and Finland did not expend any financial funds to pay the
early retirements in 2008-2012 (Table 3). Funding of passive
employment policy to active labour market policy predominates
in the Czech Republic and in Slovakia, as well. From these
countries, the Slovak Republic expends the biggest amount of
funds to pay the passive policy of labour market.

But just active labour market programs can improve the
efficiency of job matching by transmitting information on job
openings and worker characteristics between employers and
jobseekers. They can fill the gap when employers or workers
deficiently invest in training because of various market failures,
and they can mitigate the impacts of economic downturns by
providing workers with temporary employment or creating
incentives for employers to hire [20].

4. Conclusion

The labour market policy is the complex of the partial policies
and at the same time the detailing of methods is necessary. The
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institutional background in the role of active labour market
policy plays the important role. Many times the institutional
surroundings cannot adapt to the fast changing conditions of the
market. The flexibility of labour market in Slovakia is unsufficient.
Apart from the high unemployment in Slovakia, there is also
a noticeable problem with the long-term unemployment. The
active labour market policy is a tool which opens the possibilities
to the new proactive approach of the labour market [21].The
important part of labour market policy is training and education.
In the consequence of globalization, it is necessary to have at
disposal the educated and capable people for labour market.
The current labour market requires that students and graduates
have interdisciplinary knowledge and skills [22]. If the human
resource managers cannot find specialist with required knowledge
and skills then is it possible to use popular social networks [23].
Able and motivated people are a decisive source of organization
because ability and motivation determines the performance of
people and human performance determines the performance
of the organization and consequently the whole economy [24].
The investments to the human capital of people present the most
profitable form of improving the situation at the labour market
from the long-term and perspective point of view. Our country
spends relatively little financial resources on active labour market
polices, view of the high unemployment rate in Slovakia. This is
all the more reason that the established metrics for quantifying
and comparing the effectiveness of different measures of the
labour market. To increase the efficiency of public resources it
is necessary that financial contributions of active labour market
policy would focus only in those tools that bring the highest
financial and non-financial benefits for our economy in future.
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