
SUMMARY for NON -SPECIALISTS 
 
This report analyses labour market and wage developments as the worst economic and 
financial crisis since World War II has started to have a toll on the European Union and its 
labour markets.   
 
Employment and unemployment developments 
 
By the end of November 2008, it was clear that the world economy was cooling rapidly and 
the financial crisis was increasingly having an impact on the real economy. Given the sluggish 
outlook for economic growth in 2010, unemployment is still set to rise significantly until the 
end of 2010. A major challenge is the risk that unemployment may not revert to pre-crisis 
levels once the recovery sets in (hysteresis effect). 
 
The low- and the medium- skilled took much of the brunt of the crisis, with annual 
employment growth in those groups falling to 1.3% (from 2.1% in 2007) and -2.5% (from -
0.6% in 2007).  The increase in the overall unemployment rate was driven mainly by the rise 
in the rate of male unemployment, reflecting the deep downturn in some male-dominated 
sectors. However, although women have been less affected than men overall, in 2009Q1 their 
rate of employment finally started to fall, for the first time since 2005Q4. 
 
The decrease in economic activity is likely to mainly feed through into lower labour 
utilisation. So far unemployment has gone up by some 2 percentage points, with the bulk of 
the remaining adjustment (2 to 3 percentage points) consisting of reductions in hours worked 
per person. In some countries these reductions have been made possible by short-time 
government sponsored employment schemes. While useful to prevent mass layoffs due to a 
temporary demand shock, these schemes may delay necessary restructuring when the market 
conditions reveal deficiencies in certain sectors.  
 
There is a considerable variation in developments across Member States on account of the 
severity of the shocks affecting them, in their labour market performance and policy reaction. 
In the Baltic States and Ireland, the deep shock had a major impact on employment as of mid 
2008 and the same holds true for Spain, where labour shedding of workers on fixed-term 
contracts occurred without much delay. On the other hand, countries like Germany, Italy and 
the Netherlands have largely contained the rise in unemployment so far through a very strong 
emphasis on policies to support short-term work and part-time unemployment.  
 
Recent trends in wages and labour costs 
 
The acceleration in unit labour costs was widespread across euro-area Member States up to 
4.5% and 5.5% in the last two quarters available (2008Q4 and 2009Q1).  This is the result of a 
severe contraction in labour productivity, mainly attributable to the labour hoarding. Recent 
trends in wages and labour costs show that wage growth started to slow down only in 
2009Q1.  
 
The policy response to the crisis 
 
Most labour market measures taken by Member States have helped lessen the impact of the 
crisis on unemployment.  The increase in unemployment has been limited by the use of short-
time employment schemes and by measures promoting the reintegration into the labour 



market. Labour costs cuts, especially for the low-skilled, also contributed to keep people into 
work. In line with the European Economic Recovery Plan, the majority of policy interventions 
aimed at improving the employability of those hit by the crisis and the matching process, and 
at facilitating labour market transitions. Member States also took various measures to support 
the income of most vulnerable groups.  
 


