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1. Introduction

Most people nowadays watch the news on television, read a newspaper, online or the paper
version, and what becomes obvious besides the recent coverage on the election programs, the
war on terror and the general economy, is that people are ageing in the European Union. This
is one of the consequences of the baby boom after the Second World War. Over the years
governments became aware of this and at some point in time these baby boomers are going to
retire. And because the baby boomers are in great number, thisis considered a major political
issue. All these people are going to receive pensions and while they age, they are likely to
require more health care because people get much older than afew decades ago and this
requires more health care, leading to more costs which someone hasto pay for. That iswhy, it
istime to for change, each member state should prepare themselves for what is going to
happen. It isirreversible. Most countries in the European Union are just beginning to develop

policy to cope with the ageing population and the expected increasing costs.

Pressure from Brusselsis these days the mgjor factor why the member states will develop
policies to cope with an ageing society because the European Union can not become the
elderly continent in the world, since powerful countries as Indiaand Chinaand others are
becoming stronger every year and can be threatening for the economic position of the

European Union.

In this thesis there will be made a comparison between two European Union countries. These
countries are Finland and The Netherlands. These countries are positive to have an ageing

population.
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When looking at these population pyramids, there is indeed atrend that the population of both
countries is getting older. Comparing them, shows that Finland has large cohorts of peoplein
their early and late 50s. The Netherlands, in contrast has a considerable group of late 30s and
early 40s. Of course, the Netherlands has a lot more citizens than Finland. In the short term,
Finland’ s ageing “problem” beginsin 5 years. However, infive years alot of Dutch people
will reach the age of 65 as well, but the large cohorts of Iate 30s and 40s will become a bigger
problem in the future. | am not saying that the Netherlands will not have to deal with the
ageing population in five years, let’ sfaceit, infive years about 1 million citizens will be 65.
Thiswill create alarge burden on the “active” citizens. But in about 15 to 20 yearsthe
problem seems to be larger than in five years. The next charts will show a prediction whether

this might be the case or not.
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Indeed, in 2030 the population in the Netherlands is older than in five years. The large cohorts
of late 30s and 40s from the present will be retire by then and the active working forceis
relative smaller than now, so in 24 years the problem islarger than at present time or infive
years.

Finland’ s case is comparable. The number of retired people is going to increase there too,
especially men are predicted to become much older in 2030. Both countries are faced with a
serious ageing population. Not only the population gets older, the number of the active
working force will diminish. Partly because fertility rates are at present much lower than five
or four decades ago, so in 2030 and probably later on, the burden of the aged people will be
on the a smaller working force. The smaller working force means productivity problems.
Productivity is very important for economic development, aworking force with high
productivity can support more retired people than the opposite.



That comes to the main thing to be compared, the way how these two countries are
developing or adjusting their socia policies to cope with the problem of an ageing population
and the possible consequences of it. These small predictions of the population of both
countries show in the future the public expenditure on pensions and health care will increase,
so there is definitely an urge for change. The Lisbon strategy, developed by the European

Commission, Council and member states, is this urge for change.

Inthisthesis| only look from the perspective of the ageing population and labour productivity
problems. Issues about the increasing costs which are in close relation to ageing and
productivity problemswill not be taken into consideration in this essay. For that reason |

came up with the following questions.

The central research question which will be answered in the essay is: How can Finland and
the Netherlands cope with problems of labour productivity due to an ageing population?
The Lisbon Strategy will be the starting point for trying to answer this question.

From this central question, there are three subsidiary questions. These questions will shed
more light on the topic, because a charter like the Lisbon strategy is often very good in
proposing goals, but to the public, it is often not very clear how these goals are reached and if

they will benefit from it.

Thefirst one is: Which productivity problems due to ageing do Finland and the Netherlands
face? Thisquestion isamore general introduction leading to the other sub questions. It will
provide what the role of the Lisbon strategy is and how the member states work and comply
with the priorities which are mad in the Lisbon strategy. The Lisbon strategy is considered to
be the innovation charter of the European Commission. The revised Lisbon strategy whichis
relevant for this essay, is about the innovation, employment and R&D in economy of the
European Union. Employment rates did not yet reach the levels which were set by the first
Lisbon strategy in 2000.

The second sub question is: What is the current policy of Finland and the Netherlands to cope
with the labour productivity problem due to ageing? With more and more people going to
retire, it islikely that the number of people that works, should become more productive to
keep the overall labour productivity on an equal level. In this second chapter there will be
made the start with the comparison between Finland and the Netherlands in the sector of
employment, productivity and the ageing working force.



The third sub question is: What kind of innovative changes might be contributing to the
already existing policies? In this question, there will become clear if through policy changes
iswill be possible to make changes in the social policy. In this chapter, innovationis
introduced in the essay. These changes can be very innovative. For most people, innovation is
concerned with changes in technology and ICT, probably not with changes in social policies.
Innovative use of other socia policies might offer something useful for the two member
states. For example importing ideas from each other or importing methods used by other

countries might be useful to say something sensible about that.

When these questions are answered, then the central question can be answered. In the
conclusion at the end, this answer will be given. It might be very difficult to answer the
question, because member states are perhaps not very concerned with the issue, maybe they
do not have any idea how to reach the Lisbon strategy goals. The structure is that each chapter
isalittle essay, including introduction, main part and conclusion. At the end the answersto

the sub questions will be the basis to answer the central question.

The research for the thesisis merely literature study, there is no field study, or practical data
for example interviews or enquires. The literature mainly consists of the Lisbon strategy

documents, member state documents like National Reform Programs.



2. The Lisbon strategy and ageing in Finland and the Netherlands

The second chapter is about the introduction of the Lisbon strategy. As aforementioned in the
introduction, the Lisbon strategy isa general charter which can be considered a

“ development” program for the European Union. Thisgeneral character of the strategy is
recognizabl e by the subj ects, namely infrastructure, 1CT, innovation, employment, education,
internal market and trade.!It covers many sectorsin the EU, for this essay not all of them will
be relevant. The Lishon strategy is also looking forward in the employment subject. As the
population in the European Union, in this essay Finland and the Netherlands, isageing, there
should be concern about what is going to happen in the future. That is why the employment
part of the Lisbon strategy is important for the ageing society, improvement of the rate of
employment and the creation of more jobsis most important. Productivity is likely to drop
when the active workfor ce declines and therefore there is a change needed to cope with this
problem. Of course this seems to be contradictorily, getting more people to work if the active
working force declines. But if we concentrate on the percentage of the people that can work,
15 to 64 year olds, then there can still be improvement of the percentage that works. First the

essay looks at the Lisbon strategy and then issue of ageing will be introduced to the essay.

21

The Lisbon strategy was launched in 2000 as a general development program for the
European Union. The name stems from the city where the program was presented and
implemented by the Council. The Lisbon strategy provides many goals in different sectors to
develop the European Union and the member states. In general these are: internal market,
improving of the European infrastructure, jobs, adaptable workforce, investment in R&D etc.
For this essay not all of these point are important.? Mainly the creating of more and better jobs

and the adaptable workforce are important here.

! hitp://ec.europa.eu/growthandj obs/index_en.htm
2 http://ec.europa.eu/growthandj obs/areas/fiche08 _en.htm



http://ec.europa.eu/growthandjobs/index_en.htm
http://ec.europa.eu/growthandjobs/areas/fiche08_en.htm
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Figure 1 shows the development of the GDP in the European Union, Jgpan and the USA.
Although in 2000 not all the 25 member states from present time, were a member at that time,
it isvisible that there was a decline in the annual GDP growth in the European Union. One
can say that the launch of the Lisbon strategy came alittle late and just looking at GDP

development does not really seem to have an impact.

The Lisbon strategy in 2000 set a few strategic goals for the European Union. The
European Union should, in a period of ten years, so by 2010, " become the most competitive
and dynamic knowl edge based economy in the world, capable of sustainable economic growth

with more and better jobs and greater social cohesion” .

But since the productivity of the Europeansis rather low compared to other powerful
countries like the USA and Japan, and as figure 1 shows, economic stagnation, the Lisbon
strategy should be seen as a serious attempt to increase the overall economic and social
development in the European Union. Asfigure 2 shows (see appendix) there is a slight
increase in employment rate within the European Union. Compared to the United States and

Japan who are both performing less well asthe EU.

Five years later in 2005, The European Council called upon the Commission, Council of
Europe and the 25 member states to re-launch the Lisbon strategy. This time the focus should

3 Louis Lengrand cs. , 2002, Innovation Tomorrow, PREST (University of Manchester) 2002, p. 8



be on sustained growth and employment in the European Union. Especialy since large
cohorts of the population are ageing. Thereforeit is one of the priorities of the European
Union to prepare for this development.” In combination with employment rates, where the
ageing population can continue to contribute, the employment of 55 year old and older is at
the moment relatively low at 40%.

Thislead to severa guidelines proposed and adopted by the Commission for the period of
2005-2008. From these guidelines the 25 member states developed their own National Reform
Programs.® The Lisbon strategy provides a guide for the member states to design their own
policy to reach the goals/benchmarks set by the Commission in the renewed Lisbon strategy.
It is the goal of the Commission to become a facilitator in the process of developing policy for
reaching the goals set by the Lisbon strategy. The member states are supposed to be more
involved, by making clear the intentions of the strategy and clearing responsibilities for each
actor in the process.

Each member states then will make National Reform Programs. These programs are based on
the needs and characteristics of each member states. For example the NRP of Finland does not
have be similar to the one of The Netherlands. But, each of the NRPs should attempt to strive
for growth and employment, increases in the number of jobs, getting people back to work who
are unemployed etc.

An important question now is, how can the member states reach these goals as set by the

Commission?

To begin with the creating of jobs, some of the goals are: overall employment rate of 70% in
the EU by 2010 (63% in 2004) and employment rate for workers over 55 should be 50% in
2010. (40% in 2004). According to the numbers, the member states have still alot of work to
do to reach these goals. The Commission thinks to have the solutions (one never knows if
these solutions will work beforehand) on both European level and member state level. Most
important for the thesis are the member state solutions. Some of these solutions are: reduce
the number of early retirements in both Finland and The Netherlands (for all the other
member states), increase female participation at the labour market and reduce youth

employment.®

* Time To Move Up A Gear; the new partnership for growth and jobs, 2006, p. 7

® Mededeling van de Commissie aan de Raad en het Europees Parlement; gemeenschappelijke acties voor groei
en werkgelegenheid; het communautair Lissabon programma, p. 2

® http://ec.europa.eu/growthandjobs/areas/fiched8 _en.htm
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The other important goal, the adaptable workforce, also has some key solutions. These are for
example the ability to be flexible along with technological changes, training of employees. On
the member state level there are some interesting solutions which are in accordance with the
four freedoms in the European Union. These are something called the European Health
Insurance Card, this cart allows workers to take their health care insurance with them to other
countries. Another is the portability of pensions, by removing tax barriers. And again the

commitment to keep the ageing workersin their workplace.

Though the Lisbon strategy does not say much about socia policy. The issue of employment
is not by far social policy in itself. Social policy is so much more than employment ratesin
the European Union. The European Union is not awelfare state as some of the member states.
Meaning that citizens of the member states apply for benefits in their native country and not
for example in Brussels at one of the European ingtitutions. Though social policy becomes
more and more an issue in the European Union, it is not likely that there will be one type of
social policy for the whole Union. Firgt, the European institutions do not have the competence
and instruments to develop one socia policy.” Second, the member states differ too much
from one another, not just on economic level, but also on the level of policy development. So,
the more wealthy countries in the EU will never agree with such acommon policy like there

is on many other sectors like agriculture and defence.

2.2 The Lisbon strategy and employment

The Lisbon strategy states some clear points on the employment issue. First, it intendsto
create more jobs, to get the people participating and keeping them on the job track. Meaning
that people who are able to work are not excluded from the labour market. If help is needed,
the government should have the possibility to help these people. For example, people who are
physically disabled and can still do office jobs, can be employed with governmental help.
Second, it intends to modernize the socia security systems and make the people and
employers more flexible. It is assumed that flexible working conditions in the organizations
will lead to an improvement in the overall quality of jobs, improving productivity and support
of long life learning.® In addition to that, if jobs in general are more attractive, more people
are eager to work, find work and try to keep their jobs, which could also add to the total

M. Kleinman, 2002, A European Welfare State? European union social policy in context, Palgrave, New Y ork,
p.82-83

8 BESCHIKKING VAN DE RAAD, 12 juli 2005, betreffende de richtsnoeren voor het werkgel egenheidsbeleid
van de lidstaten, p. 3, 6



employment rate as one of the major guidelinesin the Lisbon strategy.? Of course when
talking about creating more jobs, keep the economic level high, the wages of the people can
not increase too much every year. In this case the wages can only increase with the general
increase of wages, the inflation and the general economic situation. The last guideline to
increase the productivity can be investing in human capital. People should finish their
education, people should learn their whole life in order to keep up with the changesin the
knowledge bases economy. To be able to do that, some people need help to get access to the
labour market, make sure they get access to long life learning.’ I this can be reached in the
European Union the [abour productivity can be expected to increase. Because if one adds all
these guidelines put down in the Lisbon strategy, the employees are expected to become more
flexible (on the labour market and in their jobs), able to adjust to the changing needs of
services, economies and society in general. Basically the changes needed to increase
productivity are largely influenced by the needs of employees, their working conditions etc.
The desirable increase in labour productivity might be reached if people are able to adapt to
changesin their field of work, if the people can combine their work with their private life,
family and spare time.** So, what the two countries need to increase is the labour productivity.
In the next paragraph, we will see the expectations and the countries, and further on, what

they are going to do to cope with possible labour productivity problems.

2.3 Ageing in Finland and the Netherlands

To continue this chapter, the Lisbon strategy is aso used as abenchmark for the member
states to find a solution for the increasing budget expenditure as a result of the ageing
population. Demographic changes of the population will cause the member states to think
about afurther decrease of productivity as aresult of less numerous working force. The
ageing population will cause a decrease the active workforce. More retired citizens will rely
on less active working citizens. That is why one of the priorities of the Lisbon strategy, the
employment rates of the member states should increase to keep as much citizens as possible,
in the active working force.

To be ableto adjust to this development, the Council called for reducing of debt levels at a
faster speed. According to the latest budget of the Netherlands this rate is about 48% of the

® Integrated Guidelines For Growth And Jobs 2005-2008, working together for growth and jobs, Communication
To The Spring European Council,, 2005, p. 28

0 BESCHIKKING VAN DE RAAD, 12 juli 2005, betreffende de richtsnoeren voor het werkgel egenheidsbeleid
van de lidstaten, p. 6

™ Time To Move Up A Gear; the new partnership for growth and jobs, 2006, p. 26
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GDP. Finland is far behind this 48%. Second, the member states should reform labour
markets, including tax and benefit systems, should lead to higher employment rates of older
people and women. Third, the member states should reform pension systems in order to cope
with sustaining public finances and keep a intergenerational balance.™ This leads to increase
the power of the governance of the public pension systems and the encouragement of securing
private pensions that can be complementary to the minimum pensions provided by the
member states.

Reforms are made and being made to encourage longer working to 65 years of age. Thisis
done by restricting access to early retirement, terminating other roads to early retirement like
sickness, financial incentives for the people who work longer. For example, Finland had a
pension reform that provides incentives to work longer by providing higher pension rights for
older workers, and limiting early retirement schemes.™ Thisidea of encouraging the active
people to work beyond 65 on a voluntary basis seems like an utopia. Most people who
reached the age of 65 are glad to retire. Just a small number enjoys their work so much that
they can continue. Not even to mention physical constraints that will become an issue at
higher age, such as in construction work or any other physical work. The ideato alow people
to keep working after 65 is good, one can wonder whether society will benefit from it in the
long run.

The reforms issued by the member states should encourage to work till 65, which means a
possibility of more contribution years to the pension schemes and contributing to the labour
productivity. It realy dependsiif the active people of 65 are willing to keep working,
depending on financial incentives, physical constraints and job openings. Even then the
employer should make the consideration between an old experienced employee and a
younger, more flexible employee.

According to the Lisbon strategy and the National Reform Programs, that were developed in
line with the Lisbon strategy, at least the following reforms have to be taken into account, in
order to realize a sustainable and adequate pension scheme for the member states. For now
and in the distant future. Summarizing; encourage older people to work longer, make sure less

people retire early. In line with other points of the Lisbon strategy, it is again vital to increase

12 Commission staff working document,2006, Joint report on social protection and social inclusion 2006-
synthesis report on adequate and sustainable pensions, p. 4

13 Commission staff working document,2006, Joint report on social protection and social inclusion 2006-
synthesis report on adequate and sustainable pensions, p. 8-10
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productivity, because this will lead to more contributions to the pension systems.™*
Furthermore, modernization of pension systemsis required to keep it financially payable. For
example, more development of private pension systems. In the next chapter the essay will
have alook at the priorities and goals of Finland and the Netherlands to cope with low |abour
productivity as aresult of the ageing population. The ageing of the populationsisa
continuous process, that is why the labour productivity should be increased at the present
time, to be prepared for the future when the larger cohorts reach the pension age.

Aswe al know, the employment of the European Union should have been at the 70% level by
now. But the European Union failed to reach this target of the first draft of the Lisbon
strategy. Employment level percentage is around 63% on average level. With an ageing
population, and increasing costs in pensions and healthcare as a result of that, the existing
employed people should either work more, or increase their productivity. Going to work more
hours, for the same salary, isin most cases out of the question. Labour unions are usually the
actor which does not agree to such policies when negotiating with government and other
actors in wages developments. So, the increase in labour productivity is the one option left. In
the next part | will compare the two outcomes for Finland and the Netherlands, in their efforts
to develop policies to increase productivity. From the Lisbon strategy, all of the member
states each made a Nationa Reform Program, the policy document containing the guidelines
of the Lisbon strategy. These NRPs are the important first test for the European Union that the
member states are willing to cooperate in the renewed Lisbon strategy. Although it should be
mentioned that the member states were sometimes pressured by deadlines. ™ The member

states will get some time to implement their NRP in their existing policies.

2.4 Conclusion
At the end of this second chapter, the conclusion can be drawn from the Lisbon strategy part

to the next chapter.

The Lisbon strategy is the benchmark for European development on several sectors. The
strategy gives the guidelines to the member states who can wish to execute these guidelines at
their own perspective. Although it is not clear what will happen if the goal's of the Lisbon
strategy are not met. In thisthesis, the third chapter is going to focus on the comparison of
Finland and the Netherlands in their way of coping with the labour productivity problems due

¥ Commission staff working document,2006, Joint report on social protection and social inclusion 2006-
synthesis report on adequate and sustainable pensions, p. 14-16
> Time To Move Up A Gear; the new partnership for growth and jobs, 2006, p. 13
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to the ageing population. The problem of the ageing society will force the member states to
make changes in their social policy. These changes should be made rather fast. Over the
recent years, there is aready alot discussed about the consequences of the ageing society.
Early retirement is something which is not common anymore, the people are expected to work
longer instead of early retirement. The increasing costs of pensions, health care and thisin
combination with many retired people in the next ten years, means also that the younger
people are going to carry a heavy burden of sustaining the society. So there should be
something done on social policy to make sure that the countries can cope with these changes.
The Lisbon strategy acknowledges that it deals with alot of uncertainties. We do not know
what is going to happen in the short and longer future. A lot depends on economic growth in
the European Union. In the employment part of the Lisbon strategy it should be clear that
ageing will affect the employment goals. The member states should get more people to work,
in order to meet the Lisbon strategy goals, but aso to cope with the ageing population. Older
people should be kept involved on the labour market, to enable older people to keep working,
but it is not dways easy to find anew job at older age because employers usually prefer
younger, cheaper employees. The employment policies of the member states should
contribute to needs of employers and employees, to enable people to adapt to their new work
and life balance, to enable people to obtain new skills.*®

In the next chapters | will try to find out how the two member states are trying to develop a
policy on thisissue.

¢ Time To Move Up A Gear; the new partnership for growth and jobs, 2006, p. 7
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3. Current policy for coping with low labour productivity

The question How can Finland and the Netherlands cope with low labour productivity? is
the question in thisthird chapter. The aging society leads to an increasing number of people
who are going to retire. This meansthat in order to keep the economic situation at a desirable
level, it islikely that the number of people that works, should become more productive to keep
the overall labour productivity on an equal level. Obviously, because less people should do
the work which was originally being done by more people. The Lisbon strategy has some
guidelines for how to deal with low productivity, improve the rate of employment and the
creation of more jobs. In this chapter the comparison will be made between Finland and the
Netherlands. The type of comparison is called a focused comparison.*’In a focused
comparison, mostly two countries are compared. A small number of cases, in this case the
policies of Finland and the Netherlands on labour productivity, are compared. There are
three major comparison methods to compare different countries. There is case study,
statistical analysis and focused comparison. Case study is merely focused on one single case
which is studied intensively. Statistical analysis compares a lot of countries in a quantitative
manner. In such analysis the countries are for example compared on level of democracy with
a dependent and independent variable. The focused comparison isabout comparing similar
phenomena, such aslabour productivity problemsin this chapter. In this comparison one may
speak of a most similar design. This means that the compared countries have many
similaritiesin their culture, political institutions and level of economical development.'®
Finland and the Netherlands have certain things in common, the relevant common things are
member ship of the European Union, the obligation to develop policies according the Lisbon
strategy and National Reform Programs. The ageing population and the decrease in labour
productivity are rel evant factors which apply for both countries. In previous chapter, the
ageing population in both countries was mentioned, and will be further addressed, followed
by the labour productivity issuesin the European Union. Obviously, for the comparisonitis
important that the compared countries are dightly similar. Which in this case, one might
assume istrue. They are not a most smilar design as aforementioned, but both are guided by
the Lisbon strategy, they both have to implement the goals and priorities of the Lisbon

strategy, both are on similar economical level in terms of GDP per capita. This chapter will

Y Hague & Harrop, 2001, Comparative government and politics, an introduction, Palgrave, New York, p. 73
'8 Hague & Harrop, 2001, Comparative government and politics, an introduction, Palgrave, New York, p. 73-74
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compare both countries on their policy for coping with low labour productivity and is
followed by a conclusion.

3.1 Finland

From the Lisbon strategy, Finland has made a National Reform Program (NRP) whichis
adjusted to the Finnish situation. The comparison will first begin with the NRP of Finland.
Finland has been one of the stronger growing countriesin the European Union in the past
years. The year 2001 was, as for many countries all over the world, Finland’ s breakdown on
the economic growth of the years before 2001. Although Finland remained one of the stronger
growing economies in the EU.

Figure 2 Key figures Finland
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The NRP has three main guidelines coming forth from the Lisbon strategy. These are the
following; keeping the public finances within the stability pact, improve on competitiveness
and productivity. The third point isimproving the functioning of the labour market. These
three mgjor points are detailed in eleven macro, micro and employment priorities.19 The
Finnish NRP is very much in relation to the Lisbon strategy. Most of the points NRP are
originated from the strategy and adjusted to the Finnish situation. Targets which are the most
obvious are an annua increase in labour productivity of 2,5% as minimum till 2010. The

¥ Annual Report Finland 2006, p. 1
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creation of 100.000 jobs should push Finland over the 70% employment rate by 2007 and this
should increase to 75% in 2011 according to the NRP. It seems as achievable targets
according to the Commission.” The NRP is composed by several actors. The Prime Minister,
the ministers of the involved ministries, led by a Director General of the Finance ministry
composed the document. Of course, other actors were consulted in the process. These include
the socia partners, other ministries, local governments and independent NGOs. Keeping
public finances in balance is one of the key prioritiesin a changing society, wherein a couple
of years expenditure on pensions and health careis likely to increase. To create amore
positive, at least not negative, balance, there are some changes needed in the current policy.
They sounds obvious, make less people dependent on the government, in other words increase
the employment rate. Another important priority is completing the pension reforms and health
care reforms, which are the possible biggest expendituresin the future. And the last point
would be an increase in productivity, already discussed a few times, but one of the key factors
which should be concentrated on.*

These last two points are interesting here; the improvement of competitiveness and
productivity and improving the labour market. The improvement of competitivenessis
important in Finland because consumer prices are highly above EU average, which islikely
due to lack of competition on the several markets. In relation to this, Finland has alow
percentage of newly established businesses each year. In contrast other member states,
Finland has better circumstances for creating businesses.?? So, this abit of paradox, because
the Finnish are known for their innovative solutions and people, and yet the number of newly
established businessesis low. Improvement of this number would almost automatically |ead
to the creation of new jobs, which would make the ambitious number of 100,000 new jobsin
the next year, 2007, a more plausible god. The government acknowledges that the point just
made, really depends on the development of new businesses. The government cooperates
closely with the private sector to make a business policy program which aims at a stable and
attractive business environment. The goal isto make Finland a very attractive business
environment, the R&D innovations are well facilitated in Finland, now it is just a matter of

establishing new businesses.?®

2 Annual Report Finland 2006, p. 1
% NRP 2005-2008 Finland, p. 13
2 Annual Report Finland 20086, p. 2
% NRP 2005-2008 Finland, p. 39
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The NRP shares the opinion of the European Commission on the labour productivity. In
Finland, thereis also arelatively low productivity.

Over the past ten years, productivity isfalling behind the level of productivity in the United
States. And thereis no sign that this will change shortly.?* If the situation is as bad asimplies,
then Finland has a serious task to complete. It sounds so easy, just establishing new
businesses, make it easier to begin an own business by removing restraints, but thereis alot
moreto it. For example, Finland has a compared to the Netherlands a much smaller internal
market and the country is not aimport/export country as the Netherlands. A small internal
market does not appeal much for starters who want to begin their own businesses, simply
because the market will be satisfied rather fast.

The NRP states as well that improvement of working conditions are amajor requirement for
further increasing the productivity, and along with that, the overall employment rate in the
country. To achieve this improvement, Finland has programs implemented that also add the
life long learning guideline of the Lisbon strategy. Furthermore Finland aims at a competitive
Finnish market in the near future, the implementation of the Services Directive would
contribute to this goa of more efficiency in the companies together with an increase in
productivity. This Services Directive could indeed help Finland, because it will make in easier
for Finnish companiesto go abroad and offer their servicesin an easier way to customers. On
top of that, Finland has a special relationship with Russawhen it comes to doing business.

The blossoming Russian economy could mean a lot for Finland.

What does Finland plan to do to change the labour productivity? Finland acknowledges that
the major productivity problem arises in the service sector. The ICT sector is performing
surprisingly well, when it comes to productivity growth over the past years. ICT has been a
stable contributor to the productivity growth of Finland over the past years, it was always well
above the country’ s average. (see appendix) In the service sector (mainly public sector) there
is a problem with low productivity. The public sector’ s productivity has to be increased by
transforming service departments and agencies into unincorporated state companies and
private businesses. This leads to a more private sector orientated public sector where services
are purchased from the government, these privatized companies can focus more on
specialization, make more efficient use of ICT and improve overall efficiency because they

have to work as a private sector company, where larges deficits will eventually terminate the

2 Creating An Innovative Europe, 2006, p. 12
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company.® Further changesin the public sector were the introduction of limits in spending,
budgets. These changes came from each ministry. Each ministry had to set up its own plan to
increase productivity. Service centres are set up by the ministriesto increase efficiency of
financial and human resources administration in their departments to coordinate the services

and operations in a central manner.

3.3 The Netherlands

Next, the counterpart of the comparison. The Netherlands is famous for its trade dependency
in economic growth, and that iswhy is does not come as a surprise that the Netherlands was
also struck during the economic downfall of 2001. Before 2001, the annual economic growth
was stable at approximately 3,5 percent. As Finland, the Netherlands has one of stronger
economies of the European Union. Although in the recent past, the growth was very small, if

there was any growth at all.

Figure 2 Key figures the Netherlands
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The NRP of the Netherlands is somewhat similar to the Finnish NRP. The emphasisin the
Dutch program isimprovement of labour supply, faster growth of labour productivity. More
investment in R&D is achieving this growth in productivity. The third priority isincreasing
the competitiveness of the markets, by containing the labour costs.?® Most of reforms related

to the three point are aready in progress or announced. For R& D and employment are not

% NRP 2005-2008 Finland, p. 28
% Annual Report Netherlands 2006, p. 1
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rates discussed in the NRP. The expressed desired increase in R&D has to come from the
private sector, the increase is “ expressed in relative’ to other member states. The Netherlands
is already meeting the priority of the Lisbon strategy on employment, the 70 percent
benchmark. Though, the number of part-time employeesis relatively high in the Netherlands.
The NRP is composed by state secretary of the Ministry of economic affairs, the chairman of
Central Economic Committee and the social partners where involved as well. The local
governments can be involved in implementing certain points of the NRP.?’

The Dutch NRP is not implementing many new reforms. Most of them are already in
progress. The development of labour costsis agreed with the social partners and laid downin
long term policies. This action, combined with reforming the health care system to more
market orientated and pension reform should increase the competitive position of the Dutch
economy. The major effort to decrease the budget deficit from 3,2 percent to 1,8 percent is
also worth mentioning.

The Dutch plan to improve productivity by innovation and R&D. Improve the business
climate and more competition are the key issues here. The business climate is expected to be
improved by loans, EU directives will be implemented without new national regulations
which are holding back the bus ness sector, along with reducing regulatory costs for
businesses. Improving of the busi ness climate which is good for companies and indirect also
for the employees, was one of the statements of the government. The goal of the government
was not reached. Recently the media reported that companies did not benefit from the
government’s priority to create a better business climate. The taxes were not quite aslow as
expected in 2006. Maybe in the future the changes made by the government will take affect.
Furthermore, competitiveness of the market will be improved by financial market supervision,
laws to protect the market.® The NRP projects improving productivity by investment in
human capital, besides innovation and R& D. Human capital improvement is concentrated on
reducing early school leave to 8 percent in 2010 and creating a better link between education
and the labour market. Investment in education and the quality of education are expected to be
contributors to increasing productivity. This seems like a plausible goal. It is known in the
Netherlands that the different education systems do not really connect. For example the pupils
going from high school to professional school often have hiatuses in their knowledge and
therefore have difficulties to adapt to the higher level of education. Because the employees

will be better skilled, they will have less difficulties to get adgpted to their work and changes

# Annual Report Netherlands 2006, p. 1
% Annual Report Netherlands 2006, p. 3
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in the labour market. Combine this with a better division between work en spare time, the
Dutch government thinks to have a solution to cope with the labour productivity problem.
Day care of children will be party financed by the government and the people using it.°
The percentage of employees involved in life long learning is relatively high, due to good
cooperation between social partners and government and this percentage is expected to
increase over the years.

Labour supply will be focused on including older people to start to work again, reducing the
length of socia benefits and focus on ethnic minorities, to increase their percentage in the
[abour market.

3.4 Conclusion

In this chapter, first the issue of an ageing population was introduced and related to the
problem of low labour productivity. In both countries, low labour productivity is not going to
help the problem of an ageing population. Which means a smaller active workforce with more
older people. So, the existing problem of low labour productivity will be worse in the future if
the countries would not do anything about it.

But, and secondly, the countries are forced by the Lisbon strategy to come up with a plan on
productivity problems. The comparison on labour productivity is made between Finland and
The Netherlands, while using their NRPs as benchmark, to find out how both countries expect
themselves to cope with labour productivity problems. The differencesin NRP reforms come
from national differences and priorities. For example, Finland is aready a high R&D investor,
the Netherlands is not. So that might explain why the Netherlands will invest morein R&D in
the coming years than Finland, in percentage.

Both member states acknowledge that low labour productivity is a problem, especialy in the
future as a declining workforce and an increasing number of retirements lead to more pressure
on the working people. Compared to the United States, Finland and the Netherlands aready
have a low labour productivity.

Finland expects to cope with productivity by investing in service sector, to transform it more
to a private sector, in which productivity and efficiency are important priorities. Of course,
they also see the importance of a balance between work and leisure time.

The Netherlands concentrates on human capital investment and R&D investment to cope with

labour productivity problems. Human capital investment means investment in education, life

% NRP 2005-2008 The Netherlands, p. 45
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long learning so that the working people are able to adjust to constant changes in the labour

market and their working sector.
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4. Future changesto the existing policies and plans

In this fourth chapter the essay will introduce the term innovation to the subject. Innovation
can bea factor in many fields. Fromindustry to ICT and from education to policy

devel opment. While defining this term, the essay tries to come up with certain options which
might also deal with the problem of an ageing population and low labour productivity. These
options might be “ borrowed” from other European Union member states or fromnon EU
members. As mentioned before, low productivity and an ageing population share a causal
relation. Ageing leadsto lower productivity in absolute number. Population pyramids show
that in both Finland and the Netherlands that in some yearsthe larger cohortswill retire and
smaller active cohorts remain in the active workforce. This confirms the idea of a lower
productivity in absolute numbers. Therefore, both EU member states developed a National
Reform Program to cope with this, already existing, problem of low labour productivity. The
policy plans or reforms are consisting of rough lines and projections. Of course, it seems
inevitable that a policy plan on such national level will not be very concrete. But | think the
policy plans are vague. Not really in the way of what the plans are supposed to achieve, but
more in the way how these goals are supposed to be achieved. | mean, it is one thing to
recogni ze the factors that might contribute to a higher productivity. It is another thing to
reach thisactual desired increase in productivity, the policy makers can not make a realistic
projection of this because the employee’ s motivation, private situation can always contribute
in a negative or positive way on productivity. So in this chapter the goal isto try to make it
clearer if the existing policies can be changed, using for example other country’s policies
which might are a little less vague about their policies to improve labour productivity. First
defining innovation, for the sake of usng innovative solutionsin policy. The question to be

answered; Isit possible to use innovative solutions to improve the existing policies?

4.1 Innovation

When we talk about innovation, there are different meanings for thisword. Innovation isa
term often used in the private sector. In the private sector it means as much as the objective to
be competitive and dynamic.* In a sector where changes are always needed to sustain the
organization, itsimportant to be able to change fast, thus being dynamic and flexible. But

innovation is not necessarily aterm to be used drictly in the private sector.

% Louis Lengrand cs. , 2002, Innovation Tomorrow, PREST (University of Manchester) 2002, p. 8
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Also inthe public sector, or this case European and national level there is the need for change
to maintain the position the European Union hasin the world. Innovation is a central element
in economic performance measurement, it becoming more important in knowledge bases
economies like most of those in the European Union. In the comparison, both Finland and The
Netherlands are primarily knowledge based economies. Come to the second part of the
definition, in the same dimension as the firg, innovation is diverse, meaning that it is not only
based on research & development, science and technology. Obvioudly those factors are very
important in innovation, but is a so depends on organizational, social and economic

knowledge.

In governance, regulatory and institutional reform (reform in this case is similar to
innovation) is encouraged in the European Union, by means of the Lisbon strategy. Although
these reform programs are not always implemented as they were intended. In innovation, we
talk about dynamic changes, competitive attitudes. In governance, the process of reform
usualy takes alot of time and is not dynamic. Not in every field of governance, innovations
in policies are possible. Regulations, laws and the political decision making process can
eventually deny changes or slow them down.* Last part of the first definition is concerned
with the success of innovation in public policy. Because the way innovations are being used
in public policy should contribute to the public benefit, it should be legitimate and the
majority of the public should agree with the policy changes. The part of legitimacy is
concerned a certain transparency and dialogue. Both transparency and dialogue are aspects for
the democratic representation of the EU member states. The Lisbon strategy, however speaks
of afast response which is needed to keep up with the ageing population. On the one hand this
agood remark, because it is actualy true, but on the other hand a fast response is not an
obvious option because member states have their processes of developing policy, find a
legitimate support for this policy and eventually the policy can be implemented.

Innovation can be conducted on several levels, business as the most common one. But also in
government policy. It sounds very down to earth, but something can be considered innovation
when it is something new, brings alarge change and obviously this change should be a
positive one. In business perspective sense thisis very easy. The launch of new products,
improving production lines, using new sources etc. all can contribute to a successful
innovation. Innovation in government policy is something else. Its about changes in policy,

developing new policies. Because of the slow decision making process in politics, the changes

% Louis Lengrand cs. , 2002, Innovation Tomorrow, PREST (University of Manchester) 2002, p. 9
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are usually small, incremental changes. Innovation is also about solving problems. For
example the problem is economic decline is hurting many single mothers. So there could be a
policy developed to solve problem, namely day care for their children. It solves the problem
of the single mothers, they can go to work, and the society benefits from this too, all because
the government created a social policy which helpsindirectly alot of people.

Some more definitions on innovation have a very similar context;

"Innovation . . . isgenerally understood as the introduction of a new thing or method . . .
Innovation is the embodiment, combination, or synthesis of knowledge in original, relevant,

valued new products, processes, or services. Luecke and Katz, 2003 (p. 2)"

"All innovation begins with creative ideas . . . We define innovation as the successful
implementation of creative ideas within an organization. In this view, creativity by individuals
and teamsisa starting point for innovation; the first is necessary but not sufficient condition
for the second”. Amabile cs. 1996 (p. 1154-1155).%

From this information, it is obvious that most authors agree on what innovation is. Therefore
innovation can considered to be a innovative change in public policy which is legitimated by
the representatives. Obvioudly, in politics changes are not made at a high speed, so we can say
that on this point public policies do not meet with the general definitions of innovation, but if
theideas for the policy are to be successfully implemented and aso for the benefit of the

people, we can still talk about innovation of public policy.

4.2 Improving existing policies, borrowing from the other country

How can the existing policies of coping with low productivity be improved? To answer this

question alittle repetition might be useful.

Finland’s NRP is focused on three priorities; keeping the public finances within the stability
pact, improve on competitiveness and productivity. The third point isimproving the
functioning of the labour market. Both improving labour productivity and improving labour

market are the specific goals.

2| uecke, Richard, Ral ph Katz, 2003, Managing Creativity and Innovation. Boston, MA: Harvard Business
School Press., p. 2

% T. Amabile, R Conti, H. Coon, et a., October 1996, Assessi ng the work environment for creativity, Academy
of Management Review 39 (5): 1154-1155.

24



Finland hasits policy mainly focused on improving productivity in the public sector. The
public sector’ s productivity has to be increased by transforming service departments and
agencies into unincorporated state companies and private businesses. This leads to a more
private sector orientated public sector where services are purchased from the government,
these privatized companies can focus more on specialization, make more efficient use of ICT
and improve overall efficiency, because they have to work as a private sector company, where
larges deficits will eventually terminate the company.®* Improving general productivity can be
improved by ameliorating the working conditions in almost every sector, introducing life long

learning tracks.

Further changes in the public sector were the introduction of limits in spending, budgets.
These changes came from each ministry. Each ministry had to set up its own plan to increase
productivity. Service centres are set up by the ministriesto increase efficiency of financial and
human resources administration in their departments to coordinate the services and operations

in acentral manner.

The Netherlands made some priorities aswell; the emphasisin the Dutch program is
improvement of labour supply, faster growth of labour productivity.

The Dutch plan to improve productivity by innovation and R&D. Improve the business
climate and more competition are the key issues here. The business climate is expected to be
improved by loans, EU directives will be implemented without new national regulations
which are holding back the bus ness sector, along with reducing regulatory costs for
businesses.

The NRP projects improving productivity by investment in human capital, besides innovation
and R&D. Human capital improvement is concentrated on reducing early school leave to 8
percent in 2010 and creating a better link between education and the labour market.
Investment in education and the quality of education are expected to be contributors to
increas ng productivity.

Because the employees will be better skilled, they will have less difficulties to get adapted to
their work and changesin the labour market. Combine this with a better division between

work en spare time, the Dutch government thinks to have a solution to cope with the labour

¥ NRP 2005-2008 Finland, p. 28
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productivity problem. Day care of children will be party financed by the government and the
people using it.*

The percentage of employees involved in life long learning is relatively high, due to good
cooperation between social partners and government and this percentage is expected to

increase over the years.

First, isit possible to import a certain possible solution from each other? This could be
possible since both countries cope with low productivity, but maybe the kind of solutions
could are not favourable for the other country. Finland’s productivity problem could be
improved for example by using the ICT facilities which are nowadays used in many
municipalities in the Netherlands. Because the public sector needs an increase in productivity
according the Finnish NRP. These ICT facilities are mainly the website where citizens can
arrange appointments, register, requesting licenses.

Another example can be for the Netherlands. Clearly stated in their NRP, the use of R&D and
innovation in the improvement of productivity, the Dutch might copy parts of the Finnish
R&D program, and see if they can use some of their innovative solutions in the business
sector for example, which is also in relation with the priority of the Netherlands to ameliorate
the business environment in the Netherlands.

Finland could look to the Dutch implementation of life long learning. Because of good
agreements, cooperation between government, trade unions and employers this could be a
relative easy goal for Finland.

Both countries want to improve the labour market, or labour supply. This can both countries
do for example in the way the Dutch already want to do this. But adjusting the education
systems to the labour market, what employers want from future employees. Limit the

unemployment period between graduation and finding the first job.

¥ NRP 2005-2008 The Netherlands, p. 45
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4.3 Improving existing policies, borrowing from other countries

Second, there is the option to use the ideas or policies from other countries to deal with the
problems of ageing and productivity in Finland and the Netherlands. In this section the essay
will have alook in which other countries (OECD countries) plan to cope with the problem
aforementioned in the essay. It is recognized that with an ageing population, it becomes
necessary for the older active employees to remain working for a couple of more years before
retiring.* Early retirement schemes are generally reduced in OECD countries, just like the
measures to be taken to keep older employees on the labour market. These measures are
boosting training and productivity. Similar to the priorities of Finland and the Netherlands.
Both are OECD countries, so it may not look surprising that these acknowledgements are
rather similar. Are there any suitable options for Finland and the Netherlands which are used
by other countries? Both have to deal with functioning of the labour market.

Firstly, the OECD report makes an argument which was made earlier in the essay, namely that
governments could allow older employees who are willing and able to work, to remain active,
possibly beyond the statutory retirement age and companies could accept active retention
policies.®’

For example, Germany is working towards implementation of measures to raise the retirement
age limit. Some systems foresee that the wages for a part-time job are topped up by the
companies. The top up isrefunded by the state if areplacement is hired.

Another German measure isimproving the position of older employees. Allowing them to
remain active and keep on working instead of unemployment at higher age. Another example
is France, where they are working to the introduction of life long training schemes. Especially
Finland could benefit from a similar introduction of schemes since the percentage of life long
learning is relatively low, compared to the Netherlands. Other French measures are limiting
the early retirement schemes and reforms of pension schemes®

The employers are usually not very keen on hiring older employees. Therefore incentives
could be given to firms that keep older worker employed, for example in the form of abonus
asisthe case in Austria. The bonus systems might be topped up by subsidies for training or
changesin work organization. Although it might be better to convince employers, that it isin

their interest to maintain the older workersin their jobs, disincentives in the form of so called

%P Auer & M. Fortuny, 2000, Ageing of the labour force in OECD countries; Economic and Social
conseguences, Employment Paper 2000/2, p. 40
P Auer & M. Fortuny, 2000, Ageing of the labour force in OECD countries; Economic and Social
conseguences, Employment Paper 2000/2, p. 26
Bp Auer & M. Fortuny, 2000, Ageing of the labour force in OECD countries; Economic and Social
conseguences, Employment Paper 2000/2, p. 31
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“malus’ (e.g. payment of some month of unemployment benefits asin France and Austria)
might be appropriate if companies focus retrenchment on older workers. This money could be
used to implement labour market programmes for older workers or simply be given to
employers who retain older workers.*

This part concentrated on the ageing population and in which way Finland and the
Netherlands could benefit from other countries measures. The countries mentioned (Germany
and France) both have some interesting ideas which are somewhat similar to the Finnish and
Dutch ideas for coping with an ageing population.

For the problem of low productivity, the essay will have a superficial look at Denmark and
Sweden, countries which are expected to berather similar to Finland and the Netherlands.
Productivity in Sweden mainly deals with improving working conditions, focusing on healthy
and safe workplaces. Although productivity was not really an issue in Sweden over the past
years. Predictions are that productivity will decline abit.”” There is not a specific priority to
increase productivity, Sweden appears to be one of the more productive EU member states. In
Denmark, productivity is not so much an explicit priority asin Finland and the Netherlands,
Denmark is more concerned with increasing employment, although employment is already
considerably higher than in the rest of the European Union.** Productivity is not explicitly
mentioned in the Danish NRP, but for example investment in human capital is an issue.
Human capital contributes indirectly to productivity, better education and better health care
may lead to higher productivity (Watson, 2002).

The Danish government wants to establish a committee with participation of the relevant
actors to anal yse the Danish vocational education and training system to evaluate if it isready
for the future. From this evaluation, suggestions to change the vocational education and
training system will be presented. In 2005, the government has initiated an action plan based
on a statement to the Danish parliament in November 2004 on the recognition of prior
learning in the education programmes. Furthermore, adult education is along way ahead in
Denmark compared to other EU countries, the government intended with the reformsin
education to create a more flexible and dynamic education system, where the transition from

school to labour market is closer connected. %

¥ p Auer & M. Fortuny, 2000, Ageing of the labour force in OECD countries; Economic and Social
conseguences, Employment Paper 2000/2, p. 40

“O NRP 2005-2008 Sweden, p. 46

“! NRP 2005-2008 Denmark, p. 36

“2 NRP 2005-2008 Denmartk, p. 50
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4.4 lmproving existing policy, from literature point of view

The last part of possible improvements of the existing policiesis concentrated on changing
the early retirement trends of the past decades. It showed that earning little more money
because of continuing to work (assuming the people that keep working after 65) isnot a
strong incentive for them.*® Furthermore, this article shows that early retirement schemes lead
to more retirements. This would mean for Finland and the Netherlands, that plans that are
concentrated on keeping people to continue to work after becoming 65 years old, can only
work if early retirement schemes are abolished. Since thisis already a priority of both
countries, there is only the confirmation that the countries and the literature agree on this
priority.

Another assumption they make is that early retirement schemes are usualy leading to a
retiring man, and hiswive is likely to follow him in early retirement. Since early retirement
schemes will be abolished more and more in the future, it is not clear to what extent this going
to happen, the governments of Finland and the Netherlands could develop some kind of policy
that will provide incentives for families, so that if the husband retires in the early retirement,
that hiswive could continue to work, instead of retiring as well. Finland aready has alarge
number of citizens in their 50s could really take alook at this option. They could develop a
policy program which could separate the retirements of working couples, for example with a
difference of five years. Obviously, some sort of incentive should the award for couples who
use this option of retirement. For example, tax deductions for the man or woman who
continues to work if their wives or husband is retired.

Another option suggested could be expanding the labour supply. Then we should think about
women that enter the working force. Since 30 years the participation rates of women increase
more and more. With new generations of young women entering the working force and stay
involved, after having children for example, then in both Finland and the Netherlands there
could really be an increase in the participation rates of women.** The best example is Sweden,
where participation rates of men and women are almost equal. Also both Finland and the
Netherlands could benefit from this suggestion. Both countries have according to the latest
caculations, amost similar participation rates of women in the working force. (66,5%) The
growth of this percentage is in both countries stable at 1 to 2 %. The participation rates of

older womenis alot lower, which means that both countries, especially the Netherlands at

“ P, McDonald & R. Kippen, 2001, Labour supply prospectsin 16 developed countries, 2000-2050, Population
and Devel opment Review, Vol. 27 No. 1, p. 9

“P. McDonald & R. Kippen, 2001, Labour supply prospectsin 16 developed countries, 2000-2050, Population
and Devel opment Review, Vol. 27 No. 1, p. 10
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35% rate, could really benefit from expanding the labour supply of women. Finland has a
higher percentage at 53%. (percentages from Eurostat)

This gives an idea of the possibilities suggested in the literature. It is not surprising the such
ideas are aready partly priorities of the member states. Obviously because these countries
have their own expertise and their own specialists in thisfield.

4.5 Concluson

Concluding, in search to improve the existing policies of Finland and the Netherlands, both
countries have similar priorities, improving labour market, boosting productivity and keeping
government expenditure in balance. This means that both countries could benefit from each
other’ s policy to cope with the ageing population. The Netherlands could benefit from the
R&D and ICT facilities of Finland. If the Dutch can implement such projects, copy parts of
the Finnish R&D program, and see if they can use some of their innovative solutionsin the
business sector for example, thisislinked to the priority of the Netherlandsto ameliorate the
business environment in the Netherlands.

Finland could look to the Dutch implementation of life long learning. Because of good
agreements, cooperation between government, trade unions and employers this could be a
relative easy goal for Finland to reach.

Borrowing from other countries might be less easy. Both Sweden and Denmark can not really
serve Finland and the Netherlands with useful policy recommendations. Only indirect ideas
for improving productivity and functioning of the labour market can be useful. For example
the Danish adult education, it can be seen asalife long learning track, where Finland might
benefit most, where the level of lifelong learning is lower than in the Netherlands. The adult
education programs contribute to productivity, because the employees are better educated for
their jobs, and this a positive contributor to higher productivity.

The literature on the problems of ageing and lower productivity are concentrated on keeping
the older citizens longer in the working force. The separation of retirement of both men and
women should be avoided, at least to keep some older employees involved in the labour
market. Together with the option to increase the percentage of women in the labour force,
these options could be useful for both member states. Finland already has an older population,
and in the Netherlands a lot of women are employed part-time. If both countries can
implement these suggestions, could this contribute to the apparent problem of the ageing
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society and low labour productivity? It remains an interesting question, because externalities

might play arole and they are hard to predict.
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5. Conclusion and recommendations

In this final chapter, the whole essay will be concluded by answering the main research
question and try to make some recommendations out of the answers, from the severa
chapters. From the conclusions in the previous chapters, | will provide an answer to the main
research question; How do Finland and the Netherlands cope with problems of labour
productivity due to an ageing population?

Thefirst chapter gives a general introduction to the problem. The ageing countries Finland
and the Netherlands are going face serious problems with an ageing population and a
declining workforce. The European Union is aware of this development and encourages its
member states to develop a policy to cope with these problems.

The Lisbon strategy is the benchmark for European development on several sectors. The
strategy gives the guidelines to the member states who can wish to execute these guidelines at
their own perspective. Although it is not clear what will happen if the goal's of the Lisbon
strategy are not met. There are for example no sanctions comparable to the sanctions for large
GDP deficits.

The Lisbon strategy is ageneral paper for all member states. Each member state made their
own NRP, which are suited for each countries. From the general strategy to the specified
NRP. Productivity and employment rates are important priorities of the Lisbon strategy,
which are also prioritiesin the NRPs of Finland and the Netherlands.

From the introduction of the Lisbon strategy, the essay continues with the third chapter.

The second question, How can Finland and the Netherlands cope with low labour
productivity? focused on the comparison in which Finland and the Netherlands try to deal
with this problem.

Both member states realize that low labour productivity is a problem, especialy in the future
as adeclining workforce and an increasing number of retirements lead to more pressure on the
working people. In both countries, low labour productivity is not going to solve the
development of an ageing population. Which means asmaller active workforce with more
older people. So, the existing problem of low labour productivity will be worse in the future if
the countries would not do anything about it. Therefore both countries transformed this

problem in some priorities to deal with this problem.
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Finland expects to cope with productivity by investing in service sector, to transform it more
to a private sector, in which productivity and efficiency are important priorities. Of course,
they also see the importance of a balance between work and leisure time.

The Netherlands concentrates on human capital investment and R&D investment to cope with
l[abour productivity problems. Human capital investment means investment in education, life
long learning so that the working people are able to adjust to constant changes in the labour
market and their working sector.

The fourth chapter concentrates on question; Isit possible to use innovative solutions to
improve the existing policies?

Innovation is first defined. innovation can considered to be ainnovative change in public
policy which is legitimated by the representatives. In politics, changes are not made at a high
Speed, S0 we can say that on this point public policies do not meet with the general definitions
of innovation, but if the ideas for the policy are to be successfully implemented and & so for
the benefit of the people, we can still talk about innovation of public policy.

Innovative use of policy of other countries might begin with borrowing from each other.

For example could be the use of R&D and innovation in the improvement of productivity in
the Netherlands. The Dutch might copy parts of the Finnish R&D program, and see if they
can use some of their innovative solutions in the business sector for example, whichisalso in
relation with the priority of the Netherlands to ameliorate the business environment in the
Netherlands.

Finland could look to the Dutch implementation of life long learning. Because of good
agreements, cooperation between government, trade unions and employers this could be a

relative easy goal for Finland.

Another option isto look at other countries, like OECD countries. How do these countries
plan to cope with the problems aforementioned in the essay. It is recognized that with an
ageing population, it becomes necessary for the older active employees to remain working for
a couple of more years before retiring.”® Early retirement schemes are generally reduced in
OECD countries, just like the measures to be taken to keep older employees on the labour
market. These measures are boosting training and productivity. Similar to the priorities of
Finland and the Netherlands, both are OECD countries.

Sp Auer & M. Fortuny, 2000, Ageing of the labour force in OECD countries; Economic and Social
conseguences, Employment Paper 2000/2, p. 40
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For example, Germany is working towards implementation of measures to raise the retirement
age limit. Some systems foresee that the wages for a part-time job are topped up by the
companies. The top up isrefunded by the state if areplacement is hired.

Another example is France, where they are working to the introduction of life long training
schemes. Especially Finland could benefit from a similar introduction of schemes since the
percentage of life long learning isrelatively low, compared to the Netherlands. Other French

measures are limiting the early retirement schemes and reforms of pension schemes.*®

For the last part the essay looked at Sweden and Denmark. These two countries do not really
focus on improving productivity in their NRPs. Both other member states can not really serve
Finland and the Netherlands with useful policy recommendations. Only indirect ideas for
improving productivity and functioning of the labour market can be useful. For example the
Danish adult education, it can be seen asalife long learning track, where Finland might
benefit most, where the level of lifelong learning is lower than in the Netherlands. The adult
education programs contribute to productivity, because the employees are better educated for

their jobs, and this a positive contributor to higher productivity.

Both countries cope with the problem of low productivity and the ageing population. Thisis
the bottom line in the report. Overall, the essay looked at these problems, how Finland and the
Netherlands cope with these problems and what might be improved in these plans. These
other plans offer little useful things for both member states. The Danish plan for adult
education might be useful for both countries, to improve life long learning and contribute to
[abour supply.

Recommendation isto concentrate both on their own plans, and clarify the ways for reaching
the policy goals. There are no clear answers, yet on how to reach the goals. Furthermore, it is
unknown what happens if the countries can not reach these goals. Are there going to be
consequences, comparable to the GPD deficit violations? And it this reasonabl e because the
policies are dependent on factors like economic growth and perhaps even threat of terrorist
attacks. Therefore, once again, the member states can only adapt their existing policiesto the
NRPs and “hope” that these targets are not too much influenced.

®p Auer & M. Fortuny, 2000, Ageing of the labour force in OECD countries; Economic and Social
conseguences, Employment Paper 2000/2, p. 31
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Appendix 2

Average annual growth in percent
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Appendix 3
Growth in labour productivity 1990-2002

Ireland
Korea
Portugal
Norway
Finland
Australia
Great Britain
Germany
Japan
Greece
Sweden

Ital

Denmar
Belgium
France
USA
Canada
Iceland
Netherlands
New Zealand
~ Spain
Switzerland

00 05 10 15 20 25 30 35 40 45



Appendix 4
Labour productivity

GPD per worked hour, USA=100 (2004)
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Appendix 5
Contribution of key sectors to labour productivity growth

Contribution to average annual growth rates, 1990-2003

(Non-agricultural business sector)
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Appendix 6
NL EU-25
2010 2010
1939 2000 2001 2002 2003 2004 MNational | 1999 2000 2001 2002 2003 2004 EU
target ot |
GOP per capita in PPS 119.5( 1202127 80| 1259] 1253 1250 100.0) 100,01 100.0| 100.0{ 100.0] 100.0
Labour productivity per persan employed 101.0( 101.6{107.7h( 106.5| 107.0] 108.6 100.0) 100,01 100.0| 100.0{ 100.0] 100.0
Employment rate TIT| 728 74.1]) 744 TIE| TIA 1.9 824| 628 625 629 633 VOO
Employment rate of older workers 34| W2 WE) 423 443 452 35.2| 3BS| WA _/T| 402 410
Gross domestic expenditure on RED 202 1801 181 172 198 1.77p 1.87e| 1.8%e| 1.93¢| 1.532| 152e[1.90p= 30
‘Youth education attainment leve T23| TR 724 TI3| 745 742 748 TE3I| Ve TES5| TFRS| TR
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