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EXECUTIVE SUMMARY
Objectives of this study

The objective of this study is to present the ‘state of play’ in the introduction of
new Active Labour Market Policies (ALMPs) and their use by the Public
Employment Services (PES) between 2015 and 2022. The time span is selected to
analyse how PES respond to short and long-term labour market challenges. Both long-term
structural changes in the labour market and short-term specific changes, such as those
caused by the COVID-19 pandemic have called for an adaptation of ALMPs to cater for the
needs of clients.

This study seeks to investigate to what extent ALMPs were used with documented impacts
to respond in the short-term to challenges faced by some groups. The study also asks
whether the new ALMPs are relevant to cope with future challenges. This study reviews
research carried out by international organisations as well as national sources. The study
also uses different surveys that have been addressed to PES.

Main labour market trends

COVID-19 interrupted an otherwise continued nominal and real GDP growth trend
which had been evident since 2015, yet it also interrupted a falling trend of unemployment.
As economies have recovered quickly, unemployment has again been falling and
was below its pre-pandemic level by the end of 2021. However, some structural
issues in the labour market remain, including long-term unemployment, difficult labour
market access for various disadvantaged groups and the high number of young NEETSs in
several countries.

With sustained and increasing demand for labour, employment rates have increased in
most countries. Labour and skills shortages, which were already apparent before the
pandemic, have become one of the major challenges for European labour markets. More
recently, following Russia’s invasion of Ukraine, labour market prospects have weakened.
Nevertheless, in early 2023, the outlook for both unemployment and employment is
positive.!

Main shifts in the use of labour market policy programmes

Previous to the pandemic, ALMP budgets have been declining, responding to falling
unemployment rates. In this context in most countries prior to the pandemic, new ALMPs
and forms of delivering them were steered towards disadvantaged groups.

In response to the pandemic, the extensive use of job retention schemes has
significantly increased budgets for labour market programmes. Significant changes had
been made to existing schemes and new schemes were introduced. These schemes were
scaled back following the economic recovery, building on evidence from the previous
economic crisis and following recommendations from the research. Assessments have
found the schemes to be an effective measure to contain short-term
unemployment and may thus have prevented long-term unemployment and
efficiency losses linked to fluctuations.

The COVID-19 pandemic can be regarded as an extra-ordinary phase that called
for specific and additional activities. When the pandemic ended, PES in general scaled
back their extraordinary expenses allocated to handling the crisis. Thus, during this period
PES indeed displayed the higher level of reactivity required.

! https://iab.de/en/daten/time-series-of-the-iab-labor-market-barometer/
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During the pandemic, many countries introduced temporary new hiring
incentives (sometimes combined with new forms of job creation measures) and training
measures. However, these measures have been far less important in terms of budget
compared to job retention schemes. Some of the newly introduced or amended ALMPs
have also addressed the structural problems of the labour market, in particular relating to
skills mismatch and overcoming labour and skills shortages as well as employment barriers
of disadvantaged groups. In addition, there are strong indications that also budgets for
training and employment services increased during the pandemic.

Design elements of some of these new initiatives and measures have often
followed approaches that have been tested prior to the pandemic and have been
found to be effective. Evidence for the success of hew approaches is available in some
countries, making it possible to draw general lessons that are also relevant to other
countries. Yet, not all new approaches were evaluated. In addition to this, the effectiveness
of new ALMPs implemented during the pandemic, especially the effectiveness of large-scale
programmes such as large job retention schemes, is not yet known.

Looking into the future, the green and digital transitions and other economic
restructuring processes are major challenges. PES activities and measures will require
sufficient and possibly additional resources to address the labour market impacts
of these transitions PES have an important role to play in assuring the inclusion of
vulnerable groups in this process and a new role in preparing workers for the job-to-job
transitions, skills adaptation within companies, in particular SMEs, to overcome labour and
skills shortages and to render the transition as inclusive as possible.

Furthermore, while unemployment is relatively low in early 2023, this may change again
in future. Although recovery policies are promoting these transitions, some Member States
PES funding has remained very low, and this has not fundamentally changed. Adequate
funding for PES to cope with future challenges will be important and should be monitored.

New ALMPs in the area of training and recruitment incentives

New measures have mainly been introduced in the area of training. They
encompass increasingly specific employed groups, such as those who are at risk of
becoming unemployed and are thus increasingly used in preventing unemployment and
skills shortages. Offering training measures for bottleneck occupations can also be
discerned as a relatively new trend. Content-wise, PES increasingly attempt to ensure that
the training offered addresses digital skills at different proficiency levels demanded in the
labour market and to close digital skills gaps in the workforce.

Preparing the workforce for the digital transition has been reinforced but fewer efforts have
been made to prepare them for the green transition. PES have started to offer training for
specific and in-demand green skills, although many PES have still not prioritised this. The
main changes in delivering training measures have concerned the delivery of classroom
training remotely as well as temporary support to workplace-based learning to improve
access to training and increase take-up during the pandemic. Providing training in remote
formats is changing the training landscape in the long-term.

Linked to the pandemic, changes introduced to recruitment incentives have mainly
concerned temporary amendments to increase the budget to prolong projects, increase
subsidy levels and enlarge the target groups. A few changes have been introduced in
the delivery of employment incentives, including more efficient administrative
procedures and design elements aimed at fostering employment sustainability and
reducing employment precariousness.

New ALMPs for specific groups of unemployed

At the beginning of the pandemic, PES encountered difficulties implementing programmes,
particularly due to the required distancing. Simultaneously, many PES recorded an increase
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in vulnerable groups in their registries. As a response, during and after the pandemic
countries have mainly retargeted ALMPs to vulnerable groups and increased
budgets for existing measures targeted at these groups. PES could rely on previous
experiences to improve and innovate ALMP instruments and delivery for long-term
unemployed and people with multiple employment barriers, which have been developed
for many years and are considered effective.

New measures have been introduced or existing measures amended or upscaled
to bring people back to work and to encourage young people to pursue education
and VET. The unemployment rate of young people has been falling recently, although it
still stands at a higher level than before the pandemic. Support for training has also
been made available for young NEETs by offering them preparatory and bridging
courses, as well as new approaches in counselling and career guidance, as these have been
found to be effective. However, outreach to young NEETs remains a challenge.

In response to the large influx of displaced persons from Ukraine since the end of
February 2022, many PES have made major efforts to offer their services. PES usually
highlight language courses as well as the recognition of skills and qualifications as
important. Previous evaluations have shown that activation measures for refugees are
overall effective when taking the multiple employment barriers into account.

New employment services to support the implementation of ALMPs

Many PES have been concerned with improving the quality of their provided services and
this concern has been reinforced since the start of the pandemic. Digitalisation has been
one of the major changes in delivering PES services, and has been pushed by the
pandemic.

The main changes in recent years, starting in the pre-COVID-19 period, concern
intensified counselling and guidance, improved career guidance, mentoring, coaching
and post-placement activities. The trend towards finding pathways for inter-
institutional cooperation and wider partnerships for the labour market integration of
disadvantaged groups has continued. Research finds positive effects of these approaches.

Several PES have improved their counselling services for employers. A few PES
have reinforced cooperation with employers to integrate vulnerable groups. In several
countries, social partners have played an important role in deciding on new ALMPs.

Remaining challenges and recommendations

The remaining challenges include the need to improve measures and outreach to
vulnerable groups and continue to strengthen cooperation between employment
services, social services and health services. Progress had been made for some groups,
but there have been also limits. There have been slight changes in the use of
vocational rehabilitation and sheltered employment measures in recent years, despite
recommendations. In most countries, start-up incentives have not been increased
recently, although evidence points to positive results. Very few new measures are
targeted at women. Evaluations of specific programmes to attract women into STEM and
male-dominated VET-trained occupations show positive results. Very few new measures
have been developed for older unemployed, despite increasing demographic pressure.

Addressing skills mismatch and closing skills gaps calls for identifying the skills needs
of jobseekers and employers and for making sure training offers match skills in demand.
This is a permanent challenge for PES. Labour market shortages and demographic change
will continue to exert pressure to increase the labour supply and the availability of skills.
Some countries remain under-sourced for providing ALMPs in general, and in particular
to address the new needs for services and support.

2022
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Looking at current and future challenges linked to the expected increased
pressure of demographic change, and the digital and ecological transitions, PES
are again faced with the need to reflect on their future strategies. Although the need for
new or changed ALMPs of course depends on the 'resilience’ of the existing measures, it is
likely that specific measures or modifications in existing measures will be required.
Conducting more evaluation and basing the adaptation of ALMPs and introduction of new
elements is key. PES can also conduct more future-oriented analysis for example horizon
scans.

Although progress to integrate vulnerable groups has been made, results have been
uneven and much effort remains to be done. The skills requirements for green and digital
jobs will demand even more creative and dedicated efforts. Related to the ecological
transition PES have now started to better understand the impact of greening labour
markets and are defining strategies, though still at different paces. Many PES already
embraced their stronger role in working with companies and workers to overcome labour
and skills shortages and advising in particular SMEs in this regard. However, PES need to
further develop preventive approaches and support workers at risk. Although PES attach
importance to gender equalities, they have mainly opted for a mainstreaming approach.
There are indications that the gender equality in the labour market is in danger of
drawbacks due to the ongoing transitions. Therefore, it is advisable to monitor this and
develop more dedicated strategies and approaches to promote female employment and
reduce gender inequalities in the labour market.

Looking to the future, the main recommendations for the evidence-based design of ALMPs
include:

- pursued efforts for implementing comprehensive approaches built on partnerships
for integrated and comprehensive employment services;

- an increased effort to match training offers to the needs of the learners
(unemployed and specific groups of workers at risk) and the skills needed by
employers to overcome and prevent skills shortages;

- an increased effort to develop training offers to support digitalisation and greening
of the economy;

- continued efforts to evaluate ALMPs, and dialogues between relevant Ministries and
PES on the implications of findings of ALMP assessments on adapting the design of
ALMPs and on the budget;

- a continuously improved service offer to employers and cooperation with employers
to deal with labour and skills shortages;

- an assessment of the strength and limitations of digitalisation for the different
counselling services, diagnostic tools and training courses; a reinforced effort to
increase labour supply (e.g. among older workers, making efficient use of skills of
migrants);

- activities aimed at closing the gender employment gap and reducing occupational
gender segregation and gender stereotypes.

These changes and improvements are necessary to overcome the structural issues of the
labour market. Priorities and the need for newly adapted and increased temporary
measures may become relevant again in case of a recession.

Detailed information is structured as follows in the study report: a short overview of the
main labour market trends and key challenges (chapter 2), recent trends in ALMP design
and implementation (chapter 3), new ALMPs for specific target groups (chapter 4),
implementation conditions of ALMPs, including the PES services delivery chain,
digitalisation and partnership approaches (chapter 5). A summary of key insights of the
chapters is provided in the beginning of each chapter. The report ends with detailed
conclusions and recommendations on topics covered throughout the report (chapter 6).

2022
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1. INTRODUCTION

The COVID-19 pandemic has prompted significant changes in the use of passive and active
labour market policy measures. At the beginning of the pandemic, job retention schemes
were amended, upscaled and utilised considerably to contain the rise in unemployment.
Then, to support the recovery, the focus of active labour market policies (ALMPs) shifted
towards measures aimed at promoting occupational and labour mobility, favouring the
labour market integration of the most vulnerable groups and tackling labour shortages.
The COVID-19 pandemic heavily challenged the implementation of ALMPs, as lockdowns
and distancing rules demanded the development of new delivery models. Some of these
changes have long-lasting effects on service delivery models.

These short-term challenges linked to the COVID-19 pandemic added to the prevalent
longer-term challenges which PES had already started to tackle. Among key labour market
challenges in the period prior to the COVID-19 crisis, labour and skills shortages?, low
employment rates of specific groups, labour market transition of disadvantaged young
people and low participation in adult learning have been named (EC 2018, Corti et al. 2022,
Duell et al. forthcoming, see for examples Annex, Table Al). Longer-term structural
changes in the labour market resulting from issues such as greening and digitalisation,
structural shifts in global supply chains and specialisation as well as demographic change
also heavily impacted the demand for labour and skills.

This study is investigating whether new ALMPs need to be developed or whether existing
ALMPs are sufficiently well adapted to cope with the emerging short-term and long-term
challenges. New ALMPs may refer to being “"new” in the national or regional context as they
may not have existed before. ALMPs may also be considered “new” if major increases in
budgets have been made to open new opportunities for people who would have been left
behind otherwise, uptake significantly increased or amendments to existing ALMPs have
been made. New measures and programmes can encompass all sorts of measures (from
far-reaching reforms to small instruments, pilot programmes, etc.). New strategies for
implementing ALMPs, and new forms of co-operation will also be a focus of this study.

The objective of the study is to present the ‘state of play’ in the use of nhew ALMPs in the
PES and identify recent trends starting in 2015 and thus in the pre-pandemic phase and
the post-global financial and economic crisis phase® with a focus on 2020 to 2022. The
study seeks to assess whether ALMPs are adapted to the needs of the labour market and
to the skill needs of jobseekers and to make recommendations for improvement. Both
long-term structural changes and short-term specific changes, such as those caused by
the COVID-19 pandemic on the labour market, affect some groups of workers more than
others. Thus, one aim of the study is to address to what extent ALMPs were able to respond
in the short-term to challenges faced by some groups, and whether the use of ALMPs for
certain groups/clients is in line with documented impacts. Another objective is to
investigate whether the measures are relevant to tackle long-term challenges and changing
skills needs.

The added value of this study is that it assesses the capacity of PES and key actors involved
in the design of ALMPs to respond to major challenges by looking at the pre-COVID period
and the post-COVID period and takes a mid-term view. The study goes beyond stock-
taking, contextualises changes in ALMPs design or implementation and assess against

2 Labour shortages occur generally if demand for labour exceeds supply for labour without further specification
with regard to skills. Skill shortages more specifically arise when employers are unable to recruit staff with the
required skills at given wage levels, because skills demanded by employers are not offered by workers (Duell et
al. forthcoming).

3 The year 2015 was thus chosen as a year in which the labour market had recovered from the past economic
crisis and leaving sufficient time before the COVID-19 pandemic started to be able to identify new ALMPs, or
changes in ALMP implementation.
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available evaluation results. Some limitations concern the availability of data on ALMPs in
terms of budget and participants (available until 2020), limited comparability of data on
specific schemes such as job retention schemes due to methodological reasons and very
limited availability impact evaluations that refer to ALMP implementation between 2015
and 2022 during the pandemic. Research questions include the following:

- What (new) labour market policy measures, including job retention schemes as
“preventive measures” and ALMPs have been used by PES to address the effects of
the COVID-19 pandemic, and what “new” ALMPs have been implemented to tackle
long-term labour market challenges? What is known about the (potential) effects of
these measures?

- What shifts in the use of the different measures took place in recent years and what
were the reasons and reasoning behind such changes?

- To what extent do the main measures used and the main shifts occurring logically
reflect what is known and documented about impacts? To what extent are practices
and trends in line with the needs of the clients and labour markets according to
what we now know about the future?

This study reviews research carried out by international organisations, including the
European Commission, OECD, and Eurofound, as well as national sources. The study also
uses PES regular replies to the questionnaire ‘Response to COVID-19 - Monthly Overview’
compiled by the PES Network Secretariat, with the latest information received in January
2022 from 28 PES (referenced as ‘PES responses to COVID-19’ overview), surveys
conducted by the European PES Network for the PES capacity report, information collected
by the PES Network on support to displaced people from Ukraine (unpublished) in June
2022, the Eurostat LMP database data on recent changes in the expenditure on different
ALMPs, and Eurofound’s PolicyWatch database. In addition, three interviews have been
conducted with PES and external labour market experts (Finland, France and Spain).

This report is structured as follows: Chapter 2 gives a short overview of the main labour
market trends and key challenges. Chapter 3 discusses recent trends in ALMP design and
implementation. Chapter 4 focuses on the use of new ALMPs for specific target groups.
Chapter 5 briefly discusses the implementation conditions of ALMPs, including the PES
services delivery chain, digitalisation and partnership approaches. Chapter 6 presents the
conclusions.

2022
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2. RECENT LABOUR MARKET TRENDS AND KEY CHALLENGES

2.1. Key labour market trends

On average the EU-27 economies recovered rapidly from the strong decline in GDP
caused by the COVID-19 pandemic in 2020. The number of persons employed remained
rather stable during the economic shock, and an initial moderate rise in unemployment
could already be reversed in early 2021.

The COVID-19 pandemic prompted an economic shock in spring and summer 2020, as
evidenced by a strong fall in GDP. COVID-19 interrupted an otherwise continued nominal
and real GDP growth trend which had been in progress since 2015. The economy recovered
quickly once the first set of strict lockdown measures were lifted. GDP has been rising since
the third quarter of 2020 and continued to do so in the first and second quarters of 2022
(nominal growth?®, see Figure 1). The intensive use of job retention schemes helped to
maintain employment and contain the rise in unemployment (Figure 1). Job vacancies have
developed in a V shape®. As the economy has recovered, the GDP has continued to follow
a rising trend, and the vacancy rate increased (above pre-COVID-19 level) employment
has grown and unemployment has shrunk particularly since mid-2021. This has come along
with some labour market restructuring and with labour and skills shortages for some
occupations.

Figure 1. Development of nominal GDP, nhumber of employed and unemployed by quarter from Q1/2015 to
Q3/2022
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Source: Eurostat, LFS, own compilation

In the short- and medium-term, (some) European labour markets are threatened by a
possible slowing-down of economic growth or even a recession. In Autumn 2022, the
European Commission expected a technical recession as a consequence of the different
shocks the European economies were confronted with, including the Russian war of
aggression against Ukraine. However, the Winter Interim Forecast shows now a slightly
more optimistic picture, as its seems that recession can be avoided®.

4 For EU-27, the COVID-19 pandemic caused an average fall in real GDP per capita by 5.7%, between 2019 and
2020 and increased by 5.3% between 2020 and 2021 (source: Eurostat).

5 The job vacancy rate was higher in the second quarter of 2022 (3%) than in the second quarter of 2019 (2.2%)
(Annex, Figure A3).

6 https://ec.europa.eu/commission/presscorner/detail/en/ip_23_707
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2.2. Impact on specific groups

Those groups who experience more difficult labour market access or who have unstable
employment trajectories have been particularly hit by the COVID-19 pandemic in terms
of their labour market chances, among them young people, long-term unemployed,
migrants and in many countries the low-skilled, thus reversing the previous trend of
improved labour market access. While the unemployment risk of older workers and
people with disabilities have not increased during the pandemic, structural problems in
increasing their hiring rates have remained over the past years. Further, gender
employment gaps have remained large.

Despite increasing total employment’ and increasing employment rates in tandem with
falling inactivity® and unemployment rates®, some groups of workers and jobseekers have
been affected more significantly by the pandemic than others. Cyclical effects and the
effect of the external shock of the pandemic have contributed to structural problems within
some groups which has hindered their access to the labour market.

The unemployed were strongly affected at the beginning of the pandemic, as job openings
vanished with the sudden suspension of most economic activities. As a consequence, the
long-term unemployment rate rose during the pandemic (with a peak of 2.9% in the first
quarter of 2021). As the economy recovered and demand for labour grew, long-term
unemployment fell. In Q2/2022 the long-term unemployment rate was 2.4%, lower than
in Q2/2019 (2.7%) and in Q2/2015 (5%) (see Annex, Figure A1)!%. However, variations in
long-term unemployment rates are still very large across Europe, ranging from 0.6% in
Iceland to 7.7% in Greece in Q2/2022 (see Annex, Figure 2).

In addition to the long-term unemployed and those furthest from the labour market, the
COVID-19 pandemic affected some groups more considerably than others: workers with
precarious or non-standard forms of employment (temporary contracts, self-employed),
young people whose employment prospects are highly sensitive to the business cycle,
migrants and people with disabilities for whom it may have been more challenging to
comply with social distancing rules (as confirmed also by Duell 2020 and Duell et al. 2022).
As demand for labour has grown, the employment chances of some of these groups (e.g.
migrants) have improved. Nevertheless, structural problems of low employability prevail,
which is still the case for many migrants. In addition, the inflow of displaced persons from
Ukraine since the start of Russia’s invasion has created new challenges for the PES in a
number of countries.

Having a low skills level has increased the risk of not being in employment since the start
of the pandemic. In previous years already, low-skilled groups had higher unemployment
rates on average. In the OECD, the employment rates among people with low education
fell with respect to pre-crisis levels in more than half of the countries. Conversely, the
share of low-educated in employment increased in several other countries. Employment of
low-educated people in Norway, Germany and Denmark has increased due to the
growth in manufacturing and construction and health and education (OECD 2022a).

In a number of countries, the employment rate of young people has remained below and
the unemployment rate above the pre-crisis level. The COVID-19 pandemic has reversed

7 Except for Bulgaria, the Czech Republic, Latvia and Romania, the employment rate has increased between the
second quarter of 2021 and the second quarter of 2022 in all EU countries, Norway and Iceland.

8 See for details Annex, Figure A4.

° In Q2/2022 the average unemployment rate was 6.1% in the EU, lower than in Q2/2019 before the pandemic
(6.7%) and significantly lower than in the second quarter of 2015 (10.1%).

10 The long-term unemployment rate has risen during the pandemic, thereafter, long-term unemployment could
be reduced. But large differences between countries persist (see Annex, Figure Al and A2).
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the trend of declining unemployment rates of young people. However, it remained below
the 2015 level in the second quarter of 2022 (see Annex, Figure A 7). In general, the
employment of young people is more sensitive to the business cycle. The NEET rate has
increased considerably in several countries (OECD 2022a), and access to education and
training has been a challenge. High NEET rates are associated with structural labour market
barriers (Eurofound 2021b and ECE expert meeting on 10 June 2022).

The pandemic has not had a strong negative impact on some other (vulnerable) groups
(although temporary negative effects were reported). Despite this, several challenges
persist when looking towards the future: On average, the employment rate of persons with
a disability has slightly improved over the past decade across OECD countries, yet
employment rates remain far below that of people without a disability (OECD 2022d).
Worryingly, there is a trend of increasingly more young people having health impairments.
This trend has been reinforced by the COVID-19 pandemic (OECD 2022d). Furthermore,
hiring rates of older workers remain low despite labour shortages and the demographic
pressure.

Another key structural problem relates to gender inequalities. The pandemic has had a
greater impact on the working conditions of women compared to their access to the labour
market (Annex, Figure A5). The gender employment gap in 2020 was at the same level as
in 2015 (LFS [TESEMO060]). There are large differences across Europe, both in the level of
the gender employment gap and in the recent dynamics. In 2021, the gender employment
gap was nearly twice as high in Greece, Italy and Romania when compared to the EU
average.

2.3. Labour and skills shortages during recovery

Labour and skills shortages have become more and more prevalent as the economies
recovered.

Labour and skills shortages were prevalent in several countries before the onset of the
pandemic. The tightness of the labour market was accentuated in some sectors throughout
the pandemic (not only in the health sector), and as the recovery began.

In the EU, the pandemic (in the early pandemic context, using 2020 data) increased
shortages for high-skilled professionals in construction, for intermediate specific skills in
manufacturing, construction, transport, and finance and for low-skilled workers in
manufacturing and wholesale and retail trade. Skills shortages decreased in high-level
occupations in manufacturing and transport and for intermediate general skills in finance
and in public administration and social work. An examination of vacancy rates across
sectors and EU Member states in the second quarter of 2021 showed high vacancy rates
persisted in sectors such as accommodation and food, information and communication,
and activities that support general business operations. Vacancy rates also were
considerably high in most EU Member States within construction, professional activities
and public administration (Duell et al. 2023). EU vacancy rates in Q4 2021 were higher
than in Q4 2019. According to estimates in 2020, 14% of workers were employed in an
occupation for which there is a labour shortage. Shortage occupations were mainly found
in medium- (56%) and high-skilled level occupations (31%) (European Labour Authority
2021).

According to company survey results conducted among 22 EU countries and Turkey,
labour shortages increased in all countries in Q2/2022, except in Hungary, the Czech
Republic and Slovakia (in manufacturing) and Turkey (OECD 2022a). There are various
reasons for the increase in labour and skills shortages: skills mismatch, increased labour
demand and reduced labour supply (e.g. through less net migration in 2020 and 2021),
and cross-sector employment mobility (e.g. away from the hospitality sector).
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Demographic change has already created labour shortages in the pre-crisis period in
numerous countries (Eurofound 2021a).

2.4 Summary of key challenges

The implications of the short- and long-term labour market trends identified above directly
impact on the work of PES. Of the key labour market challenges that PES need to cope
with and find responses to in the coming years, the main one continues to be bringing
disadvantaged and vulnerable groups into work. This now includes groups that were
particularly hard hit by the pandemic, notably young people, long-term unemployed,
people with multiple employment barriers and some groups of migrants. In addition,
jobseekers with health problems and older workers continue to experience difficulties to
access the labour market.

A second set of important challenges is related to skills mismatch and skills and labour
shortages. Some sectors have been facing severe recruitment problems for bottleneck
occupations. In the long-term, the digital and green transitions will require skills adaptation
and upskilling, and there is a related risk of skills shortages dampening the transition and
creating inefficiencies. This adds to the need of developing other technical skills as well as
soft skills to meet labour market needs in the short and long-term.

Labour shortages, related to an overall smaller labour supply rather than labour demand
is another key long-term challenge. The underlying trend of demographic change
constitutes a structural challenge for societies as a whole. This calls for expanding labour
supply by increasing employment rates and reducing inactivity and unemployment rates
and attracting skilled labour, reducing skills mismatch and making the most effective use
of workers’ skills and adapting their skills to technological change, and addressing related
labour market frictions. Addressing these challenges has become more pressing as
economies recovered, although these issues are not new.
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3. RECENT TRENDS IN ALMP DESIGN AND IMPLEMENTATION

3.1. Overview of main trends

In the period preceding the pandemic, newly introduced, amended or scaled-up ALMPs
focused on disadvantaged groups such as long-term unemployed. At the beginning of
the pandemic the main labour market policy used was job retention schemes, in
particular in the form of short-time work schemes. These schemes have been effective
to contain the rise in unemployment and have been scaled back over time as the situation
gradually normalised. As the economy started to recover, ALMPs shifted towards training
measures and employment incentives targeted increasingly to young people, specific
sectors and disadvantaged groups. Previous evidence has shown positive results of
employment incentives if well targeted and inconclusive results for using them in
different phases of the business cycle.

Brief overview of Labour market programmes

In the Labour Market Policy (LMP) database!!, labour market interventions are classified
into nine categories by the type of action which refer to three broad activity groups:

- LMP services (category 1) cover all services and activities of the PES together
with any other publicly funded services for jobseekers.

- LMP measures (categories 2-7) cover activation measures for the unemployed
and other target groups including the categories of training, job rotation and job
sharing, employment incentives, supported employment and rehabilitation, direct
job creation, and start-up incentives. These are usually named active labour market
policy measures.

- LMP support (categories 8 and 9) covers financial assistance designed to
compensate individuals for the loss of wages or salary (out-of-work income
maintenance and support, i.e. mostly unemployment benefits) or which facilitates
early retirement. Short-term work schemes are usually classified under this
category. They are usually considered passive labour market programmes.

Comparing budgets for job retention schemes, the main labour market programme used
to deal with the pandemic, and shifts between different categories of ALMPs is difficult
considering job retention schemes have been classified in different ways across countries.
Job retention schemes encompass short-time work (STW) schemes, partial unemployment
schemes, wage subsidies aimed at job retention and allowances paid for temporary layoff
schemes. In particular, short-time work schemes and wage subsidies aimed at job
retention are sometimes discussed under the notion of ALMPs (as in European Commission
2017). The COVID-19 pandemic has shown the ambiguity of the classification, as job
retention schemes were also seen by governments as “passive” measures, because they
provide income support during the working hours or periods not worked. In contrast to
other out-of-work income support, job retention schemes support workers and assist them
in retaining their employment contracts.

In this study, the focus will be on ALMPs (categories 2-7), as well as employment services
(category 1), as complementary measures to ALMPs. Job retention schemes will be only
looked for in the overview of main shifts in measures. Job retention schemes have been
dealt with in length in two previous PES Network studies of PES responses to COVID-19
(Duell 2020 and Duell et al. 2022).

1 https://ec.europa.eu/social/main.jsp?catld=1143&intPageld=3227&langld=en
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The objective of ALMPs (category 2-7) can be summarised as reducing unemployment and
promoting that people are in employment to secure their livelihood and well-being; to
support disadvantaged or vulnerable groups who encounter severe and often multiple
employment barriers and thus promote inclusive growth; to reduce dependency on welfare
benefits; to reduce skills mismatch; to stimulate job creation, help employers fill vacancies
and to increase overall labour market efficiency. ALMPs must respond to cyclical and
structural labour market challenges.

Overview of key features and effectiveness of the main ALMPs and job retention
measures during recessions and recovery

Effectiveness of job retention measures

Job retention schemes have been an important instrument used in recent years, especially
during the lockdowns and as restrictions were lifted gradually across Europe, although their
use has partly overlapped with the economic recovery phase. Specific rules introduced to
existing schemes or new schemes introduced to respond to the pandemic’s extraordinary
circumstances ended in 2021 or during 2022 (Duell et al. 2022). Their extensive use has
contained the rise in unemployment and has therefore had an impact on the use of (other)
ALMPs.

The advantage of STW is evident in the retention of firm-specific human capital and the
flexibility gained by the company, as well as the reduction of firing and hiring costs and
the protection of the worker in terms of income and job security. The major risk linked to
STW stems from the possibility of hampered economic adjustments and restructuring
processes. It is argued that there is a risk that workers are bound to a single company
when they could be needed in other companies or sectors (Cahuc 2019). Independent from
the modalities whether STW schemes are paid to employers or to workers directly, these
schemes provide a direct or indirect subsidy to employers to ensure they retain workers
and assist in maintaining employment. Past evaluations and current assessments of STW
schemes have shown that these are generally regarded as effective in stabilising
employment in a temporary crisis through flexible working hours (see Arpaia et al. 2010;
Cahuc 2019; Hijzen and Venn 2011; Dengler and Gehrke 2021).

Operating under the assumption that the reduction in hours fully translated into reductions
in employment in the absence of job retention schemes during the COVID-19 pandemic,
the fall in the number of employees might have been as large as 11% instead of the decline
of 4% observed in the second quarter of 2020 in the OECD (OECD 2021). However, the
effect is probably smaller, as some companies would have likely found other solutions to
increase flexibility, such as using overtime, working time accounts or reorganisation of
work processes. In Germany, one of the countries which relied heavily on STW, a survey
focusing on labour market research and conducted among 60 researchers carried out at
the beginning of 2021 (Bonin et al., 2021), found that STW instruments rated best with
regard to the economic cost-benefit ratio. This assessment was carried out during the
pandemic and was based on the knowledge of experts, making the results subjective.

It is commonly acknowledged that STW schemes should be scaled back once the economies
have recovered. Giupponi and Landais (2022) show the risk of significant negative
reallocation effects created by STW when the shock is persistent. Additionally, earlier
studies