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Foreword

The OECD Council decided to open accession discussions with Slovenia in 2007 and an accession roadmap, setting out the terms, conditions and process of accession, was adopted on 18 July 2008. In the roadmap, the OECD Council asked several OECD Committees to provide formal opinions. Accession discussions are currently ongoing.

The Employment, Labour and Social Affairs Committee (ELSAC) was asked, in particular, to review Slovenia’s labour market and social policies and to provide a formal opinion on the degree of coherence of Slovenia’s policies with those of OECD member countries. In light of the opinions received from OECD Committees and other relevant information, the OECD Council will decide whether to invite Slovenia to become a member of the Organisation.

This report, prepared as part of ELSAC’s accession review, highlights some of the key labour market and social policy challenges facing Slovenia. The above-mentioned formal opinion will be sent separately to the OECD Council, and the findings presented in the present report are without prejudice to the subsequent discussions and decision of the Council concerning the accession of Slovenia to the Organisation.

Slovenia, the richest transition economy in central and eastern Europe, has enjoyed on average 4.5% annual GDP growth in recent years, but like the OECD countries it is now in the grips of severe recession. However, its income distribution is more equal than in all OECD countries except a few, and the incidence of poverty has been much reduced since the economic transition began.

The overall employment rate is close to the Lisbon target of 70% of the working-age population, but the corresponding rates for youths and older workers are below the OECD average. For middle-aged and older workers, in particular, low employment and a high incidence of long-term unemployment remains a structural problem. In this regard, the capacity to target and implement active labour market programmes through the public employment service needs improvement.

Slovenia’s social spending is near the OECD average as a percentage of GDP and it is well targeted on the needy. Programmes for family support are generally well-developed, but the fertility rate is nonetheless well below the replacement level. The pay-as-you-go pension scheme has been reformed very gradually and partially over two decades. Given rapid population ageing, more emphasis should be placed on incentives to work longer in order to ensure the sustainability of the pension system in the future.

The review was prepared by Valentine Henrard, Anders Reutersward and Veerle Slootmaekers, assisted by Katherine Latour, and under the overall supervision of the Head of the Health Division, Mark Pearson, the Head of the Social Policy Division, Monika Queisser and the Head of the Employment Analysis and Policy Division, Stefano Scarpetta. The report was prepared in the winter of 2008 and discussed by ELSAC on 7 April 2009.
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Assessment and Recommendations

Slovenia, formerly the most economically advanced republic of the Yugoslav federation, accomplished a relatively smooth transition to a market economy and has sustained GDP growth at an annual average rate of 4.5% since 1996. It has therefore kept its place as the richest transition economy in central and eastern Europe, slightly ahead of the Czech Republic and only a little behind Greece and Italy in terms of GDP per capita. Slovenia’s manufacturing sector, which accounted for 29% of employment in 2007, has been efficiently restructured towards export-oriented production and it is now well integrated in European and wider international markets.

Employment has increased in every year since 2003 and the country is close to meeting the overall Lisbon target of having 70% of the working-age population (15-64 years) in employment. The employment rate is relatively high for prime-age women, but below the OECD average for youths aged 15-24. However, further strong job creation will be needed, especially to raise the employment rate of older workers in response to population ageing. In the rapidly-growing 55-64 year age cohort, the employment rate in 2007 was only 34%, or far below the OECD and EU averages. In addition, unemployment and under-employment are still significant: about 7% of the labour force was unemployed at the end of 2008, while agriculture, mostly small scale, still accounts for 10% of the employed and almost half of them are unpaid family workers.

A high proportion of the adult population has finished secondary education, but the share with tertiary education is below the OECD average, causing a strong wage premium for those with long educations. Moreover, partly as a result of the profound economic restructuring that has been accomplished, many older workers’ skills are now obsolete. Despite the existence of an extensive adult education system, few older workers participate in such education. But these problems have not translated into higher income inequality thanks to a moderately progressive tax system and a well-developed social safety net, with social spending around the OECD average as a percentage of GDP.

The latter policies contribute to a high degree of social cohesion, which favours consensus-based policy solutions and a high coverage of collective bargaining. However, several difficult social problems have still to be effectively addressed and they are largely related to mismatches and distorted incentives in the labour market. This concerns especially the low employment rate among older workers, young people’s late entry into permanent jobs, low fertility rates and an inadequate activation of welfare recipients. These problems become even more evident in the economic downturn, when weak labour demand will make it more difficult for disadvantaged groups to keep or regain employment. Many of those who become unemployed will not have access to safety nets or even receive much help in their job search. A comprehensive reform package is required to address all these problems. Much short-term focus must be placed on the needs of the unemployed, especially to increase the coverage of unemployment benefits, job counselling and active programmes. But over the medium term, it is no less imperative to tackle systemic problems affecting labour supply, such as incentives to take up low-wage work and to continue working at older age, and those that concern labour costs, e.g. employment protection and the minimum wage.

Slovenia needs more dynamism in the economy…


The ongoing economic crisis will be a major test of the sustainability of the recent achievements. The increasing openness of the economy has made it dependent on the economic health of its trading partners, and with the largest of these – Germany – in recession, exports have declined rapidly. In December 2008, industrial turnover was down by 20% or more from a year earlier, and new orders had decreased by over a third. In January 2009, the government’s forecasting body still expected a positive rate of growth in the year, but it has recognised that a recession (two consecutive quarters of contraction) may be inevitable.

Notwithstanding a high pace of reform until now, Slovenia needs to make several further policy adjustments if it is to continue converging towards the leading European economies. First of all, key labour market institutions such as employment protection legislation (EPL) and the minimum wage should be modified to promote the dynamism that is necessary in order to create more and better jobs for youths and older workers.

… and better welfare systems


Second, to respond to the economic crisis, Slovenia’s welfare systems need urgent improvements to reduce the risk that jobless clients will prematurely lose contact with the labour market. The goal should be to offer a combination of income support, job-search assistance and activation measures that is suitable for different groups of unemployed people. This will require additional resources and rearrangements of responsibilities between the public employment service, the unemployment insurance (UI) and the social assistance administration (centres for social work).

Taken together, the existing unemployment insurance (UI) programme and severance pay from employers provide too costly support to a limited group of unemployed workers with long job tenures, while paying little or nothing to the large numbers of job seekers who have shorter or less regular work histories. Many of the latter have access to social assistance as a last-resort income support, but then they are much less likely than UI beneficiaries to receive enough attention from the employment service. Similarly, the pension system is expensive, yet it fails to support the most vulnerable. The economic crisis may well put some pressure on the authorities to slow down, if not reverse, the trend towards higher average retirement ages. It is important to resist such pressures and try, instead, to provide the necessary income support in forms that are compatible with continued job search and actions to improve employability. These challenges are developed in more detail below.

A tradition of consensus-seeking decision-making


As a small open economy, Slovenia has been well served in many respects by a tradition of consensus-seeking policy-making and co-ordinated collective bargaining. Wage setting has responded very well both to macroeconomic trends and to profitability and productivity trends in different sectors of the economy. At the level of national policy formulation, negotiations in a tripartite Social and Economic Council tend to favour compromises with the potential of gaining wide and lasting support, which strengthens social cohesion and facilitates implementation although it also involves a risk of delaying decisions. Some delays must probably be accepted as a price worth paying for reaching a consensus. But there is a danger that controversial proposals will be met by indecisiveness, as has happened for example concerning various elements of the “flexicurity” agenda. In such situations, it is crucial to continue the search for consensus and try to reach decisions because the problems at hand will not go away without appropriate action.

In Slovenia as elsewhere, much of the debate on labour market reform has concerned the need to reconcile economic flexibility with income security for workers, i.e. develop a suitable Slovenian brand of “flexicurity”. The various alternative flexicurity options that have been found to work in existing OECD member countries, as developed in 2006 in the Reassessed OECD Jobs Strategy,1 could well provide inspiration for Slovenia. The present report considers the situation and policy options in Slovenia against the background of the RJS policy guidelines.

To reconcile flexibility and equity, reforms should encourage the use of indefinite-duration contracts


OECD experience suggests that social cohesion and equity is best served by moderately rigid EPL. Several OECD countries with strict EPL have found, as in Slovenia, that too many employers seek to avoid signing labour contracts of the mainstream, indefinite-duration type and prefer temporary contracts, which can lead to labour market segmentation.

As assessed by the OECD scoring method, Slovenia’s EPL is stricter than average for OECD countries, though similar to the corresponding rules in several European countries. Dismissal procedures can be burdensome, especially for collective redundancies, and severance payments are substantial for long-tenure workers. A number of detailed changes were adopted in 2007 to enhance flexibility, but they were designed largely to facilitate an even wider use of fixed-term contracts. In this respect, the reform followed a pattern that has been typical of European countries with rigid EPL. As in those countries, further EPL reform should aim, instead, to reduce labour market segmentation and to facilitate young people’s entry into regular jobs.

To promote a wider use of indefinite-duration contracts instead of temporary ones, it is necessary to ensure quicker and more predictable procedures for terminating them when this is economically justified. In addition, at least in the long term – once the economy has recovered from the present cyclical downturn – the possibility of introducing a maximum amount for employers’ mandatory severance payments should be considered. These payments can now exceed ten monthly wages for those with long tenures. A maximum could be set at four monthly wages, which would correspond approximately to the situation in many OECD countries.

Recognising the political difficulty of changing EPL, Slovenian policy makers have also sought to promote “flexicurity” by creating better conditions for internal flexibility in enterprises, for example by liberalising rules about job descriptions and the notification of vacancies. These changes should be welcomed but they are unlikely to compensate fully for the rigidities of EPL.

Slovenia’s rules about working time are already simple and flexible. Part-time work has nevertheless remained unusual except for youths, as is the case in several transition countries – a fact that may often reflect a preference for higher incomes over leisure time. But in this situation, it is particularly important for parents to have the possibility to adapt their work schedules to match family responsibilities (as recommended in 2006 in the Reassessed OECD Jobs Strategy). A new legal provision in Slovenia, which encourages firms and workers to negotiate flexible solutions to reconcile family and work, is therefore welcome.

A strong collective bargaining system needs little regulation


Slovenia’s collective bargaining system has become increasingly flexible and it still covers most employees. As a remnant of a previous, more closely regulated system, there are provisions for extension of collective agreements and some relatively detailed rules about wages. Essentially, however, the system is no longer controlled by public authorities – as it was before 1990 – but lies in the hands of an increasingly diversified range of trade union and employer associations. Since 2006, the same basic rules apply to all employees including those of the public sector.

With some exceptions, the present legislation thus embraces the principle that participation in collective bargaining is free and voluntary. At the same time, the country has a strong tradition of co-ordinated wage setting which, as noted above, has responded well to macroeconomic and microeconomic changes. Progressive deregulation should not prevent a continuation of this tradition on a voluntary basis. A trend towards more individual and decentralised wage setting has been observed in Slovenia as elsewhere; international experience suggests that this, too, is often compatible with a preserved framework of co-ordinated bargaining, especially in countries with a tradition of social dialogue.

At least in a medium-term perspective, the possibility of removing the remaining exceptions from the principle of voluntary participation should be considered. This concerns, first, the government’s right to extend collective agreements to unorganised enterprises under some conditions, now applied in the trade sector. In principle, it cannot be taken for granted that those working in unorganised enterprises have the same interests as those in organised enterprises. Second, the present mandatory extension to all employees in participating enterprises appears unnecessary: the bargaining partners can be entrusted to decide who should be covered in these firms. Third, given the need to encourage employers to retain older workers, the legal provision that mandates a wage bonus per year of service should be abolished.

A relatively high minimum wage can discourage employment and its regulation should be reconsidered


The minimum wage is about 42% of the average wage, which is higher than in most OECD countries. As such, it may well lead to disemployment effects for low-productivity workers, especially youths and other new entrants. The minimum wage has been regularly revised in tripartite negotiations followed by legislation, a procedure that has tended to make collective bargaining redundant for some jobs in low-wage areas. For such reasons, the five Nordic OECD countries – characterised like Slovenia by high trade-union density – do not legislate minimum wages. If the minimum wage is kept, its social and economic objectives should be clearly distinguished from those of collective bargaining, and the government should probably take the main responsibility for decisions about its amount.

Given both its relatively high level and the difficulties faced by young workers in Slovenia, there is a strong case for introducing a lower minimum wage for youth up to the age of 25, as has been done in many OECD countries. This would help raise the employment rate for youths.

Labour taxation and social insurance must be enforced


With an estimated “tax wedge” of 41% of labour costs, Slovenia’s labour taxation was similar to the EU average but exceeded the OECD average in 2007. However, the tax burden on employment has since been reduced as the top marginal-tax rate was cut from 50% to 40% during 2007, after which a previous payroll tax was phased-out. Income taxation is also subject to relatively generous child allowances, especially for large families.

As a peculiar feature of importance for youths, a targeted income-tax allowance applies to the earnings in jobs assigned via specialised temporarywork agencies for students. However, while some form of subsidy may be justified to encourage student employment, the present programme is likely to distort competition, both by discouraging the use of regular job contracts and by enticing students to stay longer than necessary in education. To avoid such effects, it may be preferable to reduce the tax allowance while extending it to youths in general, e.g. up to age 25.

Slovenia’s tax administration is efficient in many respects and informal employment is not widespread by international standards, but it still requires policy attention. About 13% of all individuals employed according to labour force surveys are not registered for social insurance. Some 5% of the employed are unpaid family workers, mostly in agriculture, suggesting that the remaining 8% have incomes but did not report them. Many of them are employees, perhaps working under civil-law contracts – an illegal practice which, according to the labour inspectorate, has been detected especially in service sectors and construction.

The ESS needs to concentrate on its core functions


The Employment Service of Slovenia (ESS) has been progressively modernised with the help of better-trained staff, new methods and co-operation with the EU. In the relatively favourable labour market conditions of the period before the end of 2008, these efforts contributed to a reduction in the number of its registered unemployed clients that was greater than the simultaneous decline in survey-based unemployment figures. However, registered unemployment declined mainly for labour market entrants and other relatively young job seekers. The ESS has been much less successful in helping its long-term unemployed and elderly clients, who therefore represent disproportionately high proportions of the clients. While such outcomes have been seen in many countries, they give reason to reconsider the use of available resources.

Budgetary allocations to the ESS are modest by OECD standards. Partly as a result of declining unemployment but also, perhaps, due to planning problems (see below), ESS expenditures on labour market programmes declined from around 0.7% of GDP in the period 2003-06 to under 0.5% in 2007 and 2008 (of which 0.3% of GDP was spent on unemployment benefits). This was barely one-third of the corresponding spending in the average OECD country (1.5% of GDP). Nevertheless, the ESS responsibilities encompass a nationwide network of vocational guidance offices and the administration of work permits for non-EU foreigners. These latter two tasks should be managed separately because their goals and target groups overlap only to a limited extent with the employment service.

But even within its own core functions, the ESS is facing a constant need to reduce the burden of administrative tasks. Only some 250 of the about 900 ESS employees are job counsellors in contact with clients, while larger numbers are working in regional and national headquarters. The average number of unemployed clients per counsellor – about 300 – is higher than in most OECD countries. Nevertheless, a substantial part of counsellors’ working time is also spent on paperwork, including extensive documentation for the EU’s structural funds, other mandatory reports and record-keeping. Evidently, the labour market effects of the economic crisis make it urgent to consider all possible ways of prioritising and reducing the administrative burden in order to free up scarce resource to assist clients directly.

Too few of the unemployed receive unemployment benefits


The UI system is relatively ineffective in protecting the unemployed against poverty: in any month in 2007, less than 25% of the registered unemployed received UI benefits. This weakness of the system is particularly problematic at present, when the economic downturn will boost the numbers of the unemployed. The low coverage reflects a relatively strict contribution requirement – at least 12 contribution months in the last 18 months – combined with a maximum benefit duration of only three months for all workers who have contributed for less than five years. The benefits are relatively generous for those who receive them, however, replacing 60 or 70% of the previous earnings up to a limit, with durations of up to one year for...
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