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1. The Danish job miracle

Over the past decade, Denmark has experienced a fairly dramatic decline in unemployment. From
a maximum of 10.2 per cent in 1993, the rate of unemployment (LFS-based) dropped to 5.2 per
cent in 1999, the lowest level since 1976. At the same time, the employment rate has increased
to 76.5 percent, which is the record level among the EU Member States.

These results were obtained without deficits on the external balance of payments (except for
1998) and with rising surpluses for public budgets. Finally, this remarkable improvement in the
overall employment situation has been accomplished without any significant increase in wage-
inflation.

Not surprisingly, this favourable macro-economic situation has caused international interest and
made Denmark a member of the group of small successful European economies (Auer, 2000). To
many international observers, Denmark seems to have created a unique combination of stable
economic growth and social welfare since the mid-1990s, at a time when liberals were arguing that
the classical Scandinavian model was becoming obsolete and was no longer able to face the
demands of flexibility and structural change arising out of technological progress and the growing
forces of international competition. The term flexicurity is used to characterize this successful
combination of adaptability to a changing international environment and a solidaristic welfare
system, which protects the citizens from the more brutal consequences of structural change. The
recent success of the Danish model of flexicurity thus points to a  third way between the
flexibility often ascribed to a liberal market economy and the social safety nets of the traditional
Scandinavian welfare state.

However, reality is, as usual, more complex than the portraits of model societies found in
international discussions of welfare state systems. The purpose of this speech is to present a
brief, as well as critical analysis of the factors behind the recent changes, with emphasis on the
knowledge that can be gained from recent evaluations of the reforms made to Danish labour
market policy since 1994.

2. A good old-fashioned upswing?

A first factor that should be noted is that the Danish upswing since 1993 is not in itself an
economic miracle, but a standard example of demand-driven growth. Firstly, an expansion of
fiscal policy was allowed in 1993-94. Then came falling international interest rates, rising prices
of houses and a credit reform allowing home-owners to convert the fall in long-term interest rates
into lower housing costs. Private demand was strongly stimulated. In 1994 alone, private
consumption grew by 7 per cent in real terms. Investment in housing accelerated. The same
happened, after a while, with private investment in general, all according to the standard economic
textbook.
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Furthermore, the relative reduction in unemployment is less impressive if the inflow into early
retirement schemes and leave schemes is taken into account. If gross unemployment is examined,
including participation in the above schemes and in active labour market measures, the reduction
in unemployment was from 21 per cent in 1994 to 15 per cent in 2000 (measured as share of the
workforce). This is nevertheless still a significant reduction.

3. The “golden triangle” of the Danish labour market

But if a closer look is taken, it can be argued that the Danish miracle is not just a trivial mixture
of demand-driven growth and the hiding of a large share of the population in various welfare
programmes. The important observation is that the change from economic stagnation to economic
growth and rising employment has been possible without the outburst of wage inflation, which
normally follows a dramatic fall in unemployment. Further investigation is needed in this respect.
Has Denmark invented a Scandinavian version of the inflation-free growth economy?

The relative success of the Danish model in recent years has stimulated ideas about the occurrence
of a new Danish model of the employment system in the form of the so-called golden triangle
shown in Figure 1, where the arrows indicate flows of persons between different positions within
work, welfare and active labour market programmes (Arbejdsministeriet, 1999, figure 1.6). Thus
the two arrows linking the flexible labour market and the generous welfare system indicates that
large number of workers are affected by unemployment every year, but that most of them return
to employment after a short spell of unemployment. Those who do not quickly go back into
employment, are assisted by active labour market programmes, before re-entering a job.

Figure 1: The “Golden Triangle” of flexicurity
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The argument underlying the concept of the golden triangle is that the success of the Danish
employment system is due to its unique combination of flexibility (measured by a high level of job
mobility), social security (a generous system of social welfare and unemployment benefits) and
active labour market programmes, all of which support the ongoing transformation of the
economy.

The golden triangle thus depicts Denmark as a kind of hybrid employment system. Due to a non-
restrictive employment protection legislation, which allows employers to hire and fire workers
with short notice, the Danish system has a level of flexibility, which is comparable to liberal
labour markets like in Canada, Ireland, United Kingdom and United States (OECD, 1999b,
Chapter 2). At the same time, through its social security system and active labour market
programmes, Denmark resembles the other Nordic welfare states in providing a tightly knit safety
net for its citizens.

The following sections look more closely at each of the corners of the golden triangle.

4.  Job mobility

Compared to the net changes in employment, the underlying mobility of workers between jobs
and the level of both job creation and job destruction are surprisingly high. A recent study
concerning hires, separations, job creation and job destruction has found that, on average, the level
of worker turnover is about 30 per cent, and in no year less than 25 per cent (Bingley et al.,
2000). The level of job turnover (job creation and job destruction) is also much higher than the
level of yearly net changes in employment levels. The overall average of job turnover is around
12 per cent. Unpublished data from research by Madsen & Westergaard-Nielsen indicates that
the high level of worker turnover is surprisingly even for most categories of employees and not
caused by a minor share of (unskilled) workers being extremely mobile.

Another indicator of the high rate of mobility on the Danish labour market is provided by data
on the average tenure of employees. Such data were published by the OECD in 1997 and in a
recent ILO working paper (OECD, 1997; Auer and Cazes, 2000). Figure 2 shows the distribution
of employees by tenure in a number of OECD countries.

Denmark is at the low end of the international scale in terms of average tenure, along with
countries such as the United Kingdom and the United States. In contrast, other Nordic countries,
such as Finland and Sweden, have much higher levels of average tenure. Sweden is at the top end
of the scale, with Italy and Greece. Moreover, it may be noted that the average levels of tenure,
in both Denmark and in other countries, are fairly stable over time. The level of average tenure
therefore appears to be an inherent structural characteristic of the employment system of each
country. Finally, during the time span covered by the data, there are no signs of an overall decline
in the stability of the employment relationship in the countries covered by Figure 2.
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Figure 2: Average tenure (years) for employees in a number of OECD-countries. Source: Auer
and Cazes (2000).

One explanation for the high level of job mobility is the liberal regime of employment protection
found in Denmark. A number of studies have compared the level of employment protection in
Denmark with that of other countries. Figure 3 summarizes the results of the latest OECD study
(OECD, 1999b, Chapter 2). As shown by the indicator of employment protection legislation in
Figure 3, Denmark is ranked as having a low level of employment protection compared to most
other industrialized countries, and much lower than the other Nordic countries, with which
Denmark is commonly grouped. Although there may be differences between the formal level of
employment protection and the actual enforcement of the legislation, the data still shows a
surprising divergence between Denmark and the other Nordic welfare states.

It might be thought that this high level of job mobility and low level of employment protection
would lead to a widespread feeling of insecurity among Danish employees. Paradoxically, this is
not the case. In a survey conducted in 1996, the proportion of Danish workers not strongly
agreeing with the statement "my job is secure" was about 45 per cent, and therefore considerably
lower than for all the other countries in the sample. This feeling of job security was found among
all subgroups of workers (OECD, 1997, Table 5.2). Although this may also reflect the positive
situation on the Danish labour market at the time of the survey, there are no clear indications that
Danish workers are reacting to the high level of flexibility with a strong feeling of insecurity.
Similar results have also been found in a more recent survey (The Dublin Institute, 1999).
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Figure 3: Overall strictness of employment protection legislation (ELP) in the late 1990s.
Average indicator for regular contracts, temporary contracts and collective dismissals. Source
OECD, 1999, table 2.5.

There are at least three explanations for this. One is the predominance of small and medium-sized
enterprises (SMEs) in the Danish industrial structure, which implies that strong internal labour
markets are less important than in other countries. It is easier to shift from one firm to another
due to lower entry barriers at the enterprise level. Furthermore, the general improvement in the
Danish labour market situation since 1994 may also have influenced the responses. But a final
explanation is the relatively generous unemployment benefits paid to unemployed workers from
the first day of unemployment and for a considerable period.

5. The Danish unemployment compensation system

The vast majority of unemployed persons who are members of an unemployment insurance fund
receive unemployment benefits calculated at the rate of 90 per cent of their previous income, with
a ceiling of 145,000 DKK (19,400 Euro) per year. Unemployment benefits may be claimed from
the first day of unemployment and for a maximum of four years, including periods of activation.

For low-income groups, this and other income-related benefits, combined with the effects of the
rather high level of income tax, result in high net income replacement rates (OECD, 1999a). For
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an average production worker, for example, the replacement rate is around 70 per cent. For low-
income groups, the net replacement rate is around 90 per cent, and is highest for single parents.

In the Danish labour market system, the potential disincentives deriving from these high income
replacement rates are addressed by requiring the unemployed to be actively seeking jobs and by
offering mandatory full-time activation after 12 months of unemployment for adults and six
months of unemployment for young unemployed persons under the age of 25. Activation is
therefore seen as fulfilling both a qualification and a motivational purpose.

6.  The active labour market policy

Between 1979 and 1993, the main pillar of the active policy to address long-term unemployment
was a programme of job offers, training and support to the unemployed to help them start up in
self-employment. However, this programme only showed relatively poor results, with only a
minority of the participants becoming employed on the open labour market. This factor,
combined with a sharp new increase in unemployment between 1990 and 1993, increased the
political pressure to find new measures to break the vicious circle of long-term unemployment.
The result was a general labour market reform, which came into force in January 1994, with the
following main characteristics:
• The introduction of a two-period benefit system, with an initial passive period of four

years and a subsequent activation period of three years; during the passive period, an
unemployed person receives benefits and is also eligible for 12 months of activation;

• A change in the assistance provided to individual long-term unemployed persons from a
rule-based system to a system based on an assessment of the needs of the individual (with
the introduction of individual action plans as an important instrument);

• The decentralization of policy implementation to regional tri-partite labour market
councils, which are empowered to adjust programme design to fit local needs;

• The ending of the connection between vocational training and the unemployment benefit
system, with the effect that employment with a wage subsidy no longer increases the
duration of the period for which the unemployed are eligible for unemployment benefits;

• The introduction of three paid leave arrangements for childcare, education and sabbatical
leave to encourage job rotation by allowing employed (and unemployed) persons to take
leave while receiving a benefit paid by the state and calculated as a fraction of
unemployment benefit.

Since 1994, Danish labour market policy has undergone a number of further reforms, mainly
involving a shortening of the maximum period for which the unemployed receive benefits (the
passive period). As noted above, this period was four years in 1994 (with an option of 12 months
of activation during this period). In 1996, the passive period was reduced to two years. For young
unskilled unemployed persons, the period was reduced to six months in 1996. It was
subsequently decided in 1999 to further reduce the passive period to one year for adult
unemployed persons. By the end of 2000, Denmark therefore have implemented the first two of



 -8 -

the European Union’s employment guidelines, which call for early activation for both young and
adult unemployed persons.

After the passive period, the activation period begins and still lasts for three years. If full-time
activation (in practice defined as _ of the time) during this period does not result in the
unemployed person obtaining an ordinary job, she/he loses entitlement to receive unemployment
benefit, but may still be eligible for means-tested social assistance.

The changes in the profile of Danish labour market policy since the mid-1990s have placed
Denmark in the upper range of OECD countries in terms of expenditure on both active and
passive labour market policy measures. The data in Figure 4 illustrate the high level of expenditure
on both passive benefits (unemployment benefits and pensions for the unemployed) and active
benefits.
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Figure 4: Expenditure on active and passive labour market policy, 2000 or latest year. Share
of GDP. Source: OECD (2000, 2001)



 -9 -

The labour market reform introduced in 1994 has undergone a large number of evaluations (see
Madsen, 1999 and 2002, for surveys). In a study published in March 2000, the Ministry of
Labour presented some of the first results based on a new database, which it had developed
(Ministry of Labour, 2000). The database contains information on the labour market situation of
all individuals, including their participation in labour market programmes and their contacts with
the social security system.

The study focuses on the potential micro-level effects of active labour market programmes:
• The motivation effect implies that an unemployed person seeks work more actively in the

period immediately before she or he has to participate in a mandatory activation
programme. The strength of the motivation effect is indicated by the change in the
probability of leaving unemployment in the period immediately before the person is
obliged to take part in an activation programme.

• The training (or qualification) effect stems from the rise in the level of qualifications during
activation, which should improve the possibilities of finding a job for those who have
participated in one of the active programmes.

• The “locking-in”-effect implying that job-search activities are reduced during the period
that an individual takes part in a programme.

The overall conclusion of evaluations of the motivational aspect of active labour market measures
in Denmark is that the data show significant effects in terms of the increased probability of taking
up employment in the period immediately before having to take part in mandatory activation
programmes. However, the specific dilemma posed by this observation should be borne in mind.
If it is wished to increase the motivation effect, there may be a temptation to change the content
of activation programmes to make them less attractive to participants. But this would also
probably imply that the quality of the programmes themselves would be lowered in terms of their
training content and other activities to improve the skills of the participants. As a result, the
overall outcome might be less positive for unemployed persons who are unable to find a job
before entering activation.

Another potential effect for the individuals taking part in activation programmes is of course that
they increase their chance of gaining employment due to the improvement in their qualifications
and therefore their employability. In the study, the improvement in employability is measured
by the reduction in the proportion of the year for which the persons concerned receive any form
of transfer income (such as unemployment benefit, social assistance or sickness benefit). A
reduction in this proportion is a reliable indicator of a genuine improvement in the employment
situation of an individual, either because they have found ordinary employment or taken up some
form of ordinary education.

The effects of the various types of labour market programmes are of considerable interest (Figure
5). In this respect, the largest reductions in unemployment are found for participants in private
job training. Public job training, training in job search and targeted education with support from
the employment services show positive, but lower effects. For non-supported education (which
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typically involves training in very basic skills) and for educational leave, the effects are positive
but very small. These findings are in line with international experience (Martin, 2000).
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Private jobtraining

Figure 5: Reduction in unemployment after taking part in different programmes, averages for
1996-1998. Source: Ministry of Labour, 2000, appendix 5.1.

Finally, the report form the Ministry of Labour (2000) provides a few estimates of “locking-in”-
effects indicating that rather strong effects of this nature can be identified for some groups of
unemployed, especially those with a higher education. However, the results are preliminary and
should not be interpreted too strongly.

7. Labour market reforms and the Danish job miracle

The evaluation findings discussed above have focussed on the micro-level. However, the
coincidence of the implementation of the labour market reforms and the dramatic fall in
unemployment has of course stimulated discussion about the extent to which the inflation-free
macro-economic upswing can be attributed to the shift in labour market policy in the 1990s. The
structural problems on the labour market are often measured by the so-called Phillips curve,
which shows the relation between unemployment and wage inflation. A lowering of the level of
wage inflation for a given size of unemployment is taken as an indicator of greater flexibility in
the functioning of the labour market. Since 1994, the Danish Phillips curve has become almost
horizontal, indicating a steep fall in structural unemployment (Madsen, 1999).
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Of course, there could be a number of factors behind these developments. The changing attitudes
and behaviour of firms, employees and the social partners could be important. The improvement
in the state of the labour market in itself has helped to reduce marginalisation. But, based on the
many positive evaluation findings for both the process and the effect of the labour market
reforms, there is a case for arguing that the change in Danish labour market policy in 1993-94 has
made a significant contribution to the improved functionality of the Danish labour market in
recent years (Larsen and Langager, 1998).  The lack of significant shortages of labour since 1994,
in spite of the fall in unemployment and the strong growth in employment, could indicate that the
functioning of the labour market has improved. Whether this is solely due to the reforms, or also
to other factors (including changes in wage-fixing practices) cannot be definitively determined on
the basis of the available evidence.

8. Tensions in the Danish employment system

As noted in the introduction, the dramatic fall in open unemployment in Denmark since the mid-
1990s has attracted the attention of international observers. In many respects, there are real
grounds for this admiration. But on the other hand, it may be useful to take a closer look at some
of the drawbacks and tensions in the Danish model of flexicurity. Returning to the concept of the
golden triangle, a number of problems can be identified in the Danish employment system.

Large groups expelled from the labour market
Firstly, the highly dynamic nature of the labour market, involving a large number of shifts
between jobs, also implies a continuous testing of the productivity of employees. One outcome
of these ongoing selection processes is that some workers are being gradually expelled from the
labour market if they fail to meet the productivity criteria set by employers. The few restrictions
placed on employers with regard to lay-offs may of course add to the risk of exclusion from the
labour market. There may also be many other, often inter-related, causes of marginalisation, such
as health problems, lack of formal or informal skills, age or ethnic background.

Over the 40-year period from 1960 to 1999, the number of full-time persons receiving some form
of transfer income went from about 200,000 persons to over 800,000 persons equivalent to about
one quarter of the adults aged 15-66 years. This number does not include persons covered by
active labour market measures for the unemployed, who accounted for another 87,000 persons
in 1999, or persons above the age of 67 receiving old-age pensions. One price paid for the high
level of efficiency of the Danish labour market therefore appears to be that a large number of
persons are being gradually excluded from the labour market and placed on transfer income.

However, the growth in the number of persons supported by transfer income has not been at the
expense of the share of employed adults. Figure 6 shows the distribution of the adult population
(aged 15-66 years) from 1960 to 1999 in the number of persons receiving some form of transfer
income, the number of adults supported in the family and the employed (divided into public and
private employment). During the last forty years, the share of adult Danes in employment has
been around 75 percent. The rise in the share of adults receiving transfer income has therefore
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been reflected in a corresponding decline in the share of adults being supported in the family
(mainly as married women). 
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Figure 6: Denmark: Adult population (15-66 years) by source of income, full-time equivalents,
1960-1999. Source: Author’s calculations based on Regeringen (1997) and Finansministeriet
(2000)

Secondly, it should be noted that the high level of the population receiving transfer income is not
a purely Danish phenomenon. All four Scandinavian countries experienced the growth in the share
of inactive adults receiving transfer income up to the level of about 25 per cent in the late 1990s,
indicating that the mechanisms involved cannot be attributed solely to special features of the
dynamics of the Danish labour market, but also to more general aspects of the interplay between
welfare states of the Scandinavian type, modern labour markets and the business cycle (Nordic
Council of Ministers, 2000).

Unemployment benefits and poverty traps
Another debate related to the golden triangle has already been foreshadowed. The high
replacement rates in the Danish unemployment benefit system increase the risk of financial
disincentives, especially for low-income groups (Finansministeriet, 2001). While such effects are
theoretically plausible, they have been hard to verify empirically, at least as being important in
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their magnitude. Indeed, the general attitude has been to rely on early and intensive activation
measures to counter problems related to the potential disincentives of the unemployment benefit
system.

Problems of active labour market policy
Turning to the third corner of the golden triangle, some further critical points may be made.
Danish labour market policy has been given a more active profile during a period of economic
expansion. In the event of a change in the business cycle, the cost of maintaining the level of
ambition to activate the unemployed at an early stage would lead to a sharp increase in public
expenditure at a time when revenues would be falling due to the economic downturn. The political
pressure to cut active programmes could therefore become overwhelming, and would be
compounded by Denmark’s de facto need to comply with EMU budget criteria.

Finally, a number of evaluations have shown examples of creaming effects, implying that the most
resourceful among the unemployed are obtaining the best quality activation offers. This may be
rational from the narrow viewpoint of economic efficiency, as well as being understandable in
terms of the practical aspects of the implementation and delivery of services by employment
services. But the bias towards the stronger unemployed is still in conflict with some of the
declared political objectives of the active labour market policy.

And on the horizon...
Taking a longer-term perspective, a number of further problems may be identified which could
increase the forces that are already causing a rise in the number of persons excluded from the
Danish labour market. These include:
• The demographic changes over the coming decades, which imply a growth in the number

of older workers, with higher risks of marginalisation;
• The rising share of immigrants in the Danish population, with the proportion of persons

from non-European countries rising from about 4 per cent today to about10 per cent in
2020; and

• The increasing wage competition from low-wage countries, also within Europe, which
will be strengthened in the event of the accession of a number of Eastern European
countries to the European Union.

These challenges to the Danish model will place the need to reduce the upward trend in the
numbers of persons left outside the golden triangle high on the Danish political agenda in coming
years (Nordic Council of Ministers, 2000).

9.  Conclusion: The feasibility of “flexicurity” and the rewards from active policies

Taken in isolation, the positive Danish experience points to the importance of the macro-
economic environment. Labour market policies cannot generate ordinary jobs by themselves.
Sufficient pressure from the demand side is a prerequisite. On the other hand, once the upswing
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is under way, active labour market policies play an important role in securing the supply of
skilled labour and avoiding bottlenecks.

Secondly, emphasis should be placed on the way in which the Danish employment system
combines a flexible employment relationship with good coverage by the unemployment benefit
system and the principle of the right and duty to activation.

Thus the Danish experience alone in recent years points to the economic feasibility of a “hybrid
employment system” combining on the one hand the traditional virtues of a liberal labour market
with few restrictions on the employment contract with - on the other hand - a reasonable level of
economic protection of the individual wage earner. The Danish model thus fits the picture of a
possible “trade-off” between a very flexible employment relation and a social protection system
combined with active labour market programmes, which defends the individuals from the potential
costs of a low level of employment security.  In this respect the model represent a genuine
alternative to the common idea of making the firms more responsible for employment by
developing a high level of individual employment protection at the company level.

Finally, one should remember that the Danish model of “flexicurity” itself is the outcome of a long
historical process involving a series of compromises between the social partners, the evolution
of the welfare state and – in recent years - a gradual development of a more active profile of labour
market policy. Therefore it should be taken as a source of inspiration for new ideas about
alternative configurations of flexible labour markets and economic security for the individual – not
as a simple scheme, which is ready for immediate export.
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