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Draghi Report (2024):

on closing the innovation gap with the US and China, especially in
advanced technologies. Europe is stuck in a static industrial structure with

few new companies rising up to disrupt
lack of dynamism is self-fulfilling. [...]

the productivity gap between the EU and the US is largely explained by the tech
sector. The EU is weak in the emerging technologies

This is an existential challenge.



Other Observers:

growth has been mediocre, with Europe’s performance deteriorating—

both absolutely and in comparison with the United States. | ..|
A system built around the assimilation of

existing technologies, [...] an industrial structure dominated by large firms
with stable markets

: _greater availability of external finance, in particular equity
finance, and higher investment in both R&D

: production innovations where Europe has
reasons to worry about falling behind the U.S. [...] despite all efforts to

raise R&D spending. ... But in the application [...] to new products,
Europe lacks

the dynamism which the U.S. economy has shown
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Symptoms and Facets of "Eurosclerosis” over the Years

* High unemployment

* Lower business dynamism

« Slower adoption of frontier technologies and management practices
« Lower mobility and slower worker reallocation

« An emphasis on incremental innovation in old and established industries and firms,
at the perceived expense of disruptive innovation and growth in and from the ICT
sector

« Low labor supply and preference for leisure
 Rigid (often sectoral, national) wage setting institutions that depress labor demand

* Interference with corporate decision making and management through political or
union influence (codetermination)

 Barriers to growth for innovative new firms



Symptoms and Facets of "Eurosclerosis” over the Years

* Lower business dynamism
« Slower adoption of frontier technologies and management practices
« Lower mobility and slower worker reallocation

« An emphasis on incremental innovation in old and established industries and firms,
at the perceived expense of disruptive innovation and growth in and from the ICT
sector

« Low labor supply and preference for leisure
 Rigid (often sectoral, national) wage setting institutions that depress labor demand

* Interference with corporate decision making and management through political or
union influence (codetermination)

 Barriers to growth for innovative new firms



Unemployment Rate: Europe

Al _
,\/\ N
I ’\‘, ll \\
9 _ v ! M ! ‘
,\‘/ /‘, “ l’ ‘\ " "‘
; v \\ I \‘ " \
9 I ¢! » v
1 ’ 2 )
CCE-'E ! ' ' ‘\\", \’,"\
= ' 4 v
S /
2o
> l;
(@] U4
o ’
5 < - 14
c 1
) 1
< PRV
N \,0 4
I
"""" - EU-15
o T T T T T T
1960 1970 1980 1990 2000 2010 2020

Year



Unemployment Rate: Europe vs. US
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Eurosclerosis

by Herbert [Giersch

Blanchard,
Q\oq Economic Policy
e& SUMMARY

In the 1970s, European unemployment started increasing. It increased further in
the 1980s, to reach a plateau in the 1990s. 1t is still high today, although the
average unemployment rate hides a high degree of heterogeneity across countries.

Labor Market Rigidities: At the Root of
Unemployment in Europe

Horst Siebert

Journal of Economic Perspectives

countries, the unemployment rate has moved up from 2.6 percent in 1970

to nearly 11 percent in 1996, ratcheting upward in the 1970s and the early

1980s and again in the mid-1990s. The long-term unemployment rate (relating to

those who are unemployed for one year and more) has also risen sharply from

0.9 percent in 1979 to 6.6 percent in 1994. Job growth has been slow. Thus, the
first question: how can this development be explained?

This experience differs markedly from that of the United States. As the upper

T he unemployment picture in Europe is bleak. In the European OECD

Boeri and Garibaldi, Economic Policy

SUMMARY

0° —

Europe no longer suffers from Eurosclerosis; unemployment, notably long-term
unemployment, had decreased substantially for more than a decade. Mobility

across labour market states increased in those countries where unemployment



Symptoms of "Eurosclerosis” over the Years

* High unemployment

* Lower business dynamism

« Slower adoption of frontier technologies and management practices
» Lower mobility and slower worker reallocation

* An emphasis on incremental innovation in old and established industries and firms, at
the perceived expense of disruptive innovation and growth in and from the ICT sector

* Low labor supply and preference for leisure
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 Barriers to growth for innovative new firms
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Regulation Indices (FMR & PMR)

Europe vs.

. Financial Market Regulations
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Regulation Indices (FMR & PMR)

Europe vs. US: Financial + Product Market Reg.
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Labour Market Regulation (LMR)
NN

- Labor Market Institutions

(%)
1

w
1

mmmm Eyro Area
us

1975

1980

1985

1990

Year

1995

2000

2005

2010

2015

Data source: Campos, Grauwe, and Ji (2025)



Europe vs. US: Labor Market Institutions
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Europe vs. US: Labor Market Institutions
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Heterogeneity: Region, Age,...

... more in paper
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Youth @524 Unemployment Rate: Europe vs. US
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Youth @524 Unemployment Rate: Europe vs. US
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Long-term e-montns) UNnemployment Rate: Europe vs. US

IT EL RO PT BE ES HU DE PL FR AT SE FI NO DK US

B <6m [ 6-11m 12 - 24m
B >24m [ ] >6m (US)

40 60 80 100

Share of Unemployment Spells (%)
20

0




60 80 100
| | | |

40

Share of Unemployment Spells (%)

20

o

[ >6m months
[ <6m

IT EL RO PT BE ES HU DE PL FR AT SE FI NO DK

us

15

10

Unemployment Rate (%)

5
I

'hl-. \
I I.'lllﬁ" .I.'-|_,_|’

Long Term U-Rate: USA

.,
Kt PR LY

~,

Long-term e-montns) UNnemployment Rate: Europe vs. US

Long Term U-Rate:

Europe

|-y

I I I I
1990 1995 2000 2005

Year

| |
2015 2020



Long-term e-montns) UNnemployment Rate: Europe vs. US
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Long-term e-montns) UNnemployment Rate: Europe vs. US
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Moving in/out of Unemployment: Probability monn)
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New View, New Y-axis:
Job Moblility Between Employers

(EE = employment to employment transition)
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New View, New Y-axis:
Job Moblility Between Employers

(EE = employment to employment transition)
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The Transatlantic Gap in Labor Market Dynamism:
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The Transatlantic Gap in Labor Market Dynamism:

40

Young Jobs: < 1 Year (Open-Ended)

30
]

Share of Employment (%)
20
|

10

]

O— 7 7T 1T 1T 7 17 1T 1T T T T T T T T T T T T T T T T T T 1
PLRO IT CZSKPT SI BGEL ES LUBE FRDE LT HUSE FI AT IE CY LV EENODKUS



The Transatlantic Gap in Labor Market Dynamism:
and “old jobs” (>20 years)

Young Jobs: < 1 Year (Open-Ended)
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The Transatlantic Gap in Labor Market Dynamism:
and “old jobs” (>20 years)
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The Transatlantic Gap in Labor Market Dynamism:
“old jobs” (>20 yr),
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“Bad” Dynamism and Dualism:
The Rise of Fixed Term Jobs
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“Bad” Dynamism and Dualism:
The Rise of Fixed Term Jobs
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“Bad” Dynamism and Dualism:
The Rise of Fixed Term Jobs
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“Bad” Dynamism and Dualism:
Fixed Term Jobs vs. Unemployment
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“Bad” Dynamism and Dualism:
Part-time Jobs, Fixed Term Jobs, or Either (and unemployment)
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“‘Bad” Labor Market Dynamism: Dualism

» Evasion response to strong LMIs

« Concentrated in unproductive, often dead-end jobs

* Facets of bad dynamism and dualism

 FTC time series plus bulletin points

Fixed term/temporary jobs

Part-time jobs (e.g., German “minijobs”)
Jobs not covered by collective bargaining
Domestic outsourcing

Temporary work agencies

Platform work (nascent research)
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Labor Market Dynamism and Effects:
Lifetime Wage Growth vs. Job Mobility Rates
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Labor Market Dynamism and Micro Effects:
Lifetime Wage Growth vs. Job Mobility Rates

.75

£

=

o

(@))

)

&

= .5

Ko

(6]

>

(@]
D
=

.25
nce
® Belgium
®Gre ® Austria
0- | |
.04 .06

| |
.08 N

T
12
nual job mobility (EE) rate

Reproduced from Engbom (2022)



Labor Market Dynamism and Effects (corelations):
GDP pc Growth vs. Job Mobility Rates
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Labor Market Dynamism and Macro Effects (coretations):
GDP pc Growth vs. Job Mobility Rates
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More In paper
Channels from x to y axis

Recap of existing evidence
on LM dynamism-growth
link using population aging
as “instrument” for LMD)

Key challenge:
"Identification” of causal
effects from dynamism to
macro outcomes.
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How and Which LM Institutions Might Stifle
Labor Market Dynamism?

Why not switch to higher-paying job at otherwise similar employer in your labor market?

Job security
Atmosphere

Schedule

Colleagues

Location

Dislike change

Other reasons

Fear new job
Obligation

Difficulty to find new job

! ! I I I ! I

o 1 2 3 4 5 6
Share of respondents selecting option

Survey sample: German employed workers, 2019. Reproduced from Clymo, Denderski, Mercan and Schoefer (2024) from 2019 German Socioeconomic
Panel's custom module (for details see Jager, Roth, Roussille and Schoefer 2024).
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Labor Market Dynamism?

 “Lock-in” effects!

Employment protection that increases in seniority

» Probationary periods
« “Lastin, first out” rules in dismissals

« Severance pay and occupational pensions (that increase in seniority)

« Unemployment insurance: limited eligibility upon quitting
« Wage dispersion compressed (by collective bargaining) => no reason to switch/hard to poach

« The role of misinformation about gains from job switching in Europe vs. US

« Seniority-based (job tenure!) pay structures

« Non-compete clauses

« Short-term work/labor hoarding subsidies

 Cultural factors, e.g., preferences for job security and social attachment
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Restructuring and LMIs: Dismissals
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Restructuring and LMIs: Dismissals
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Restructuring and LMIs: Dismissals

I Dismissal/Layoff LMIs shape business dynamism along
many dimensions, constraining, e.g.:

* Dismissals

* Hiring choiCes (e.g. works councils in Germany)

« Changes to job titles of incumbent
workers and reassignments within
the firm

| T T T T
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LMIs shape business dynamism along
many dimensions, constraining, e.g.:

* Dismissals

* Hiring choices (e.g. works councils in Germany)

« Changes to job titles of incumbent
workers and reassignments within
the firm

Also, lower “natural attribution” through turnover (previous material)

=> These constraints are
particularly costly for
“dynamic” activities and
industries.



Prime and Timely Example: ICT and Dynamism

Job Flow Rate Changes (1995-2004 vs. 1986-1994)
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Gross Entry-Exit

Reproduces results in Bartelsman, Gautier, de Wind, (2016)
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ICT and LMIs: Employment Protection
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Venture Capital and LMIs: Employment Protection
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Potential Implications: LMIs & Business Dynamism

* Dynamism view of labor market institutions sheds new light on sources
of transatlantic gap as it pertains to ICT, R&D/innovation,...

« Complements existing diagnoses (e.g., segmentation and shallowness of capital
markets, remaining product market rigidities)

 Fatalistic view: “fixed” institutional comparative advantage
=2 Transatlantic gap inevitable in “dynamism-dependent” industries and activities

* Reform view: policy levers to carve out room for dynamism within
European model?
* More flexible contract types for certain activities/employees?

* Not unprecedented: already exempt small firms, certain worker types from EPL
and codetermination

 Entails trade-off between insurance/protection and growth stimulus

* More research needed.
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Conclusion and Summary

* What role do labor market institutions (LMIs) play in shaping European macroeconomic
performance today?
« Employment protection, collective bargaining, labor taxes, codetermination,...

* |n particular:
* In comparison to the US
* In the context of the recent discussion on European competitiveness (Draghi report etc.)

« Update on long-standing (hibernating) debates (“Eurosclerosis”, European unemployment,...)

« Despite progress, many pockets of European labor markets see high unemployment and dualism
« Bring in new microdata (much more in paper)

» Focus largely on competitiveness debate, but obvious implications for shorter-run and other
questions (labor shortages, skill mismatch, aging, reallocation needs (Al, etc.),...)
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Labour Market Regulation (LMR)
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Conclusion by Quote: Giersch (1985)

“Labour market institutions are one factor

“The wage determination system;
non-wage costs; taxation; minimum wage levels; unemployment
iInsurance; rules governing recruitment and dismissal, the flexibility of
working hours and the organization of work, health hazards and
safety; rules governing unions and the rlght to strike; penS|on
schemes; the housing market; training and education... [...] If we
consider these rigidities together with Europe’s high marginal tax rates
and their likely depressing effect (i) on the mobility of labour, (ii) on the
incentive to achieve, (iii) on the enterprising spirit, and (iv) on the
whole economic atmosphere we recognize that the contrast
between Europe on the one hand and the U.S. on
the other hand is anything but a puzzle.”



Appendix: Convergence & Persistence in Unemp. Rates
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Appendix: Convergence & Persistence in Unemp. Rates

Chart 12

The country-level perspectives on the continued decline in European unemployment 1997-98 vs. 2022-23: youth vs. mid¢
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Notes: The figure shows the persistence of unemployment across European economies between 2022 through 2023 and 1997
through 1998. The top panel shows the persistence of youth unemployment, defined as the number of unemployed divided by the
number of unemployed and employed between ages 15 to 24. The bottom panel shows the persistence of unemployment in the
overall working age population between ages 15 to 74. Unemployment rates are estimated from the EU-LFS for European economies
and the ASEC for the United States. Calculations use the provided survey weights.



Appendix: Collective Bargaining and Unemployment: Italy vs. Germany

Regional wages versus productivity

Notes: The left figure is Chart 19 from the paper. It
reproduces Figures 4 and 6 from Boeri, Ichino,
Moretti and Posch (2021). The panels show 2010
subnational regional scatter plots of log nominal
wages (top panels) and log nonemployment rates
(bottom panels) against local value added (a
productivity indicator), separately for Italian
regions (provinces) and German regions, shading
in gray vs. black the South vs. the Center-North
and East vs. West, respectively.
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Notes: The figure reproduces Figure 4 in Jager, Noy and Schoefer (2022), plotting the establishment-level relationship between an
indicator for whether an establishment is covered by a collective bargaining agreement and its (log) size (employment) and labor
productivity (value added per worker), controlling for basic industry and East/West geography controls in Germany and time (year fixed
effects).



Appendix: Career Wage Growth and Job Mobility

Chart 24

Worker-level job mobility and worker outcomes in the United States (Karahan, Ozkan and Song, 2022) Eamnings growth, log Y(t+1) - log Y(t
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individuals by lifetime earnings quantities in the US. The top panels plot the numbers of employers an individual has on average,
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Appendix: Aging-driven Shifts in Dynamism

Chart 27
Labor market dynamism by age group and country: short-tenure jobs (at most a year, Europe and US) and active on the job search
(Europe only)
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Notes: The figure documents heterogeneity in the duration of employer-employee matches across European economies and the
United States by worker age. The left panel reports the share of all current jobs that have lasted for less than a year and are based on
open-ended contracts. In the Appendix | present results pooling all contract types. | report the shares separately by worker age at the
time of interview. Data for European economies comes from the EU-LFS. Data for the US is reported by the BLS and refers to January
2024. The right panel reports the share (in percent) of workers employed in open-ended contracts that report actively searching for
another employer in the past four weeks, by worker age at the time of interview. The Appendix contains results relaxing the restriction
to open-ended contracts. Data is missing for the United States. | omit Luxembourg from the analysis due to the small size of its EU-
LFS sample. Calculations use the provided survey weights.

Chart 28
Population aging and population growth, with a plausible channel of labor market dynamism (Maestas, Mullen and Powell 2023)
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Predicted 10-Year Growth Rate in Percentage of Population 60+

Notes: This figure replicates Figure 2 in Maestas et. al. (2023) based on their state age shares, predicted growth rates, and GDP per

capita data, for US states. Each point represents a state-year combination between 1979 and 2009. Predicted growth rates in age 60+

shares are computed using a 10-year lag instrument. Grey lines represent population-weighted regressions.




