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ECONOMIC ENVIRONMENT AND EMPLOYMENT

The Hungarian economy was characterised by a deepening of the second wave
of the economic crisis followed by weak growth from mid-2012 until the end
0f2013. The country’s GDP fell by 1.7 per cent in 2012, which was the largest
decline among the Visegrdd countries (Figure I). Both external and internal
factors played a role in this. The Eurozone went into recession again in 2012
and the weakening of Hungary’s main export markets meant a contraction
of international trade. Household consumption declined' as a result of a de-
crease in the real value of wages and cash transfers as well as the reduction of
debt accumulated before the crisis. Unused capacities and limited credit sup-
ply prompted businesses to postpone or limit their investments.

Figure 1: GDP growth in the region (percentage change
compared to the same period in the previous year)
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The economy of the European Union was characterised by a slow recovery
from the recession in 2013; annual economic output effectively stagnated
(+0.1 per cent). The German economy — considered the engine of the Euro-
pean economy — expanded by 0.4 per cent and this also had a positive impact
on the Hungarian economy whose output grew in the last three quarters of
2013 compared to the same periods of the previous year. The annual GDP of
Hungary was 1.2 per cent higher than in 2012.

Expanding car production and export, as well as the intensifying of inter-
nal demand all played an important role in the growth. Economic investment
increased for the first time since the crisis mainly thanks to infrastructure
developments financed from EU sources but household consumption also ex-
panded underpinned by rising real wages and strengthening consumer con-
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1 The annual consumer price
index was 5.7 per cent in 2012
(NBH, 2013a).
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2 Average headcount based

on information from the Em-

ployment and Public Works

Database [in Hungarian: Fog-
lalkoztatési és Kozfoglalkozta-

tasi Adatbazis] of the National
Labour Office compiled for the
Ministry of Interior.

fidence (NBH, 2013c). The economic performance of East-Central Europe

improved gradually in 2013, and the region’s growth exceeded the EU aver-
age in the last quarter of 2013. The improving economic performance had

a positive impact on employment in the region. Of the Visegrdd countries

Hungary and the Czech Republic achieved the greatest improvement in em-
ployment between the last quarter of 2012 and the last quarter of 2013, while

employment in Slovakia stagnated during the same period. By the end 0f 2013

employment rates in all Visegrad countries — apart from Slovakia — exceeded
their pre-crisis level (Figure 2).

Figure 2: Employment rates in the Visegrad countries,

quarterly, population aged 15-64 years
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Source: Eurostat online database (Ifsq_ergan).

The economically inactive population decreased by nearly 10 per cent in Hun-
gary between 2008 and 2013, which can be considered a positive develop-
ment in recent years. This was due to a decline in the number of 15-64-year
olds by about 100,000 and a nearly four-per-cent increase in the activity rate.
The unemployment rate peaked at 11.9 per cent as a result of the crisis in the
first quarter of 2010 and remained above 10.5 per cent for almost two and a
half years. Unemployment began to rise again during the 2012 recession in
Hungary and reached 11.8 per cent in the first quarter of 2013. The employ-
ment and unemployment rate improved in 2013, the former grew by 1.6 per
cent and the latter fell by 2.6 per cent between the first and the last quarter.
It is worth noting that although the employment rate of 15-64-year olds
was around 60 per cent in the last quarter, which is the highest value since
the carly 1990s, it is still well below the European Union average (Figure 3).
The favourable employment and unemployment statistics are somewhat
dampened by the fact that they are mainly due to a large increase in public
works (Figure 4). From January 1, 2011 earlier public works programmes were
replaced by a new public works scheme that makes participation in a public
works project a special form of employment. The number of people in public
works employment® has increased steadily in the past three years and with
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the launch of winter public works projects reached 172 thousand in the last
quarter of 2013.

Figure 3: Main labour market indicators (axis on the right: unemployment rate)
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Figure 4: Number of people in employment, population aged 15-64 years
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An increasing number of people are working abroad because of the crisis and

this has important implications for unemployment and employment figures.
Some of the migrant workers are settled abroad and planning to stay long-
term or indefinitely, however a sizeable group of migrants are commuting or
only planning a short stay, or they moved recently and some of their family
are still in Hungary. The latter group of workers are still part of the house-
holds in Hungary and thus they are also observable by the CSO’s Labour
Force Survey; their number was only 28,977 at the beginning of 2008, nearly
2,000 people less than the number of foreign nationals employed in Hungary.
Although the exact number of Hungarian nationals working abroad cannot
be determined on the basis of the CSO’s Labour Force Survey, certain trends

can be identified. It is clear that labour migration had already been on the rise

before the crisis, which only intensified this trend (Figure 5).
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Figure 5: Balance of Hungarian nationals working abroad and foreign nationals
working in Hungary, population aged 15-64 years, 2008-2013
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Source: Own calculation based on basic data from the CSO Labour Force Survey.

The number of people working abroad while maintaining their residency sta-
tus in Hungary has increased threefold in the last five years, their number
being near 100,000 in the last quarter of 2013. Two thirds of them work in
German-speaking countries; 46 per cent of migrants work in Austria (more
than 44,000 people). The majority of people working in Austria live near the
border to Hungary; which also supports the argument that the CSO Labour
Force Survey is most suitable to detect cross-border commuters. People work-
ing in the United Kingdom also represent a fairly large share at just over nine
per cent. It is worth noting that 46 per cent of the migrant workers observed
by the Labour Force Survey have a vocational or vocational training school
qualification, substantially higher than their share in the total population.
The share of people with a vocational qualification increased at the expense
of people with only primary education who are much underrepresented com-
pared to their share within the total population aged 15-64 years. There are
differences in the composition of migrant workers by education level across
countries. In Germany and Austria there are more males with vocational or
secondary education while in the United Kingdom the share of graduates and
females is higher. It is important to emphasise that Hungarian citizens who
work abroad but do not appear in these surveys might be significantly differ-
ent from the observed population in terms of the demographic characteristics.
The number of foreigners employed in Hungary fell slightly after the cri-
sis and stabilised — at this lower level. It is not possible to determine the na-
tionality of foreign employees on the basis of the CSO Labour Force Survey,
only the country where their parents were born. Based on this it might be
concluded that at least 44 per cent of foreign nationals employed in Hungary
have parents who are ethnic Hungarians born outside Hungary. Foreigners
employed in Hungary have a higher education level than Hungarians work-
ing abroad and the total working age population. Employment in Hungary
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and the retention of jobs is promoted by the job protection action plan. This

has supported job creation and job retention for disadvantaged people on the

labour market by providing social contribution tax discounts and training

subsidies since January 2013. One of these clearly defined groups is unskilled

people who are the most excluded from the labour market (see Figure 6) (the

social contribution tax is reduced from 27 per cent to 12.5 for employers who

hire them). As a result of the expansion of public works programmes® the em-
ployment rate of people with a primary education or lower increased in 2013,
but despite this growth it has remained below its early 2009-level.

Figure 6: Employment rate by education level, population aged 15-64 years
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Source: Own calculation based on CSO Stadat.

Although the largest decline was in the employment of unskilled people, the
employment rate fell for all education levels apart from graduates compared to
the first quarter of 2009. In the past four years the employment rate of gradu-
ates grew by three percentage points in the 15-64-year-old active population
and after a slight drop graduate employment approached its pre-crisis level.
Other important target groups of the job protection action plan are young
people aged under 25 years, people aged over 55 years, and employees with
young children.* Of these three groups, people aged 5564 years are the larg-
est group (since the second quarter of 2011) in the working age population
and their number is continuously rising, while the number of 15-24-year-
olds is rapidly decreasing. Despite this, changes in the employment of young
people are a lot less favourable than in the 55-64 years age group (Figure 7).

The unemployment rate within each disadvantaged group increased between
2008 and 2013, the greatest increase (73 per cent) was among mothers with
young children (Figure 8).

Even before the crisis one in five young people were out of work; their un-
employment rate has increased by 36 per cent since then and reached 24
per cent in the last quarter of 2013. It is worth noting however, that the un-
employment rate of young people fell substantially, by six percentage points,
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3 Using the Employment and
Public Works Database Molndr
et al. (2014) found that half of
public works participants had
primary education at most.

4 According to Act CXLVTI of
2012 on the Amendment of cer-
tain legislation for the imple-
mentation of the job protection
action plan, the employers of
people returning to work follow-
ing parental leave are entitled
to reduced rates of contribu-
tion payment: no contribution
payment is required in the first
year and 14.5 per cent in the
second year as opposed to 27
per cent. This study consid-
ers mothers who have a child
aged under three years in the
household disadvantaged in the
labour market; this definition
is slightly broader than the of-
ficial definition set out in the
legislation.
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during the year. Although people aged 55-64 years are in the best situation
in terms of unemployment, their unemployment rate also increased by 54%
between 2008 and 2013.

Figure 7: Changes in the employment rate of disadvantaged groups
in the labour market, 2008-2013 (first quarter, 2008 = 100)
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Source: Own calculation based on basic data from the CSO Labour Force Survey.

Figure 8: The unemployment rate of disadvantaged groups in the labour market
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Source: Own calculation based on basic data from the CSO Labour Force Survey.

There is a question as to whether older people “crowd out” youngsters from
the labour market. Is it possible to promote the employment of both groups
at the same time if one can only grow at the expense of the other? Research
so far does not give a clear-cut answer. Looking at workplace-level data from
the public sector, Cseres-Gergely (2013) concluded that there is a crowding-
out effect in employment and wages as well, but it is limited: it affects the
youngest and least experienced. Using time series data from Belgium Jousten
et al. (2008) argued that there is no evidence of a crowding-out effect but
the employment of both groups is sensitive to business cycles, especially the
employment of younger people. However, there might be other mechanisms
as well: cost-cutting can be vital for companies during periods of downturn
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and it might make sense to replace more experienced but higher-paid older
workers with lower-paid entrants. On the other hand, people retire later due

to the rising state pension age and therefore there are not enough job vacan-
cies for young entrants.

LABOUR DEMAND AND WAGES

In recent years, labour demand in the different sectors has been largely shaped
by the effects of the economic downturn and responses to it (Figure 9). The
construction industry had the largest decline: it had 15 per cent fewer employ-
ees in 2013 than in 2009. Within the market service industries the greatest
expansion was achieved by the information and communication (22 per cent
growth) and the administrative and support services (18 per cent increase)
subsectors between 2008 and 2013. To a large extent this was due to the cre-
ation of service centres by international companies in Hungary that provide
financial, accounting and IT services to the companies’ own subsidiaries or
external customers.

Figure 9: Employment in the main industries, population aged 15-64 years
(first quarter, 2009 = 100)
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Manufacturing in Hungary fell in 2012 and this had implications for labour
demand as well: in the first quarter of 2013 the number of workers employed
in manufacturing was two per cent lower than in the previous year. Car man-
ufacturing was especially badly hit but thanks to new investments it recov-
ered quickly and its workforce has increased by more than 30 per cent since
carly 2011. In the second quarter manufacturing started to expand and by
the end of 2013 the number of workers employed in process manufacturing
was four per cent higher than in 2009. Employment in agriculture has been
steadily increasing since 2009 according to the Labour Force Survey, however
to a large extent this is due to the expansion of the public works programmes.
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From the perspective of labour demand, it is an important question as to
how many and what types of jobs are created and destroyed. Although notall
new vacancies are reported to the National Employment Service, their records
still provide valuable information on the economy (Figure 10). In 2008 60
per cent of registered job vacancies were non-subsidised; in 2013 this fell to
20 per cent. The steady increase of subsidised vacancies within all registered
job vacancies started with the introduction of the new public works policy.
Nevertheless, the number of reported job vacancies increased on average by 14
per cent compared to 2012 suggesting that economic growth was picking up.

Figure 10: The number of newly reported subsidised
and non-subsidised job vacancies
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Source: National Employment Service.

The new downturn that followed the brief period of growth in 2010-2011
encouraged the development of new forms of employment to help adjust-
ment of labour demand. The new Labour Code that entered into force in
2013 further promoted this process by the regulation of new flexible forms
of employment (such as stand-by employment, job sharing, and employment
by multiple employers). Companies in uncertain times and in recession can
only plan short-term and they not only create fewer new jobs but those jobs
also tend to be of shorter duration. If employers can only plan short-term
but with a fair amount of certainty, then more people will be employed on a
fixed-term contract.

Changes in labour law introduced in 2012 made it possible to terminate
fixed-term employment contracts (with justification) and dismiss employees
due to their performance or external factors that make it impossible to retain
the job. In these cases the general redundancy rules apply, therefore employ-
ees are entitled to a period of notice and redundancy pay, however they do
not need to be paid their wage for the remaining duration of the fixed-term
contract. The quickest and cheapest way for flexible adjustment of labour de-

26



THE HUNGARIAN LABOUR MARKET...

mand is reducing working time, therefore it is not surprising that in addition
to the increase in fixed-term employment, part-time employment also became
much more common (by more than 50 per cent between 2008 and 2013) in
the years since the crisis (Figure 11).

Figure 11: The rate of people in fixed-term or part-time employment,
population aged 15-64 years

Percentage
12
10
3 Part-time
fixed-term employment
6 Fixed-term employment

4 4——//\_/_/ —— Part-time employment

2 Fw

—

1
2013 Quarter

0 1 1
2008 200 2010 2011 2012

Source: Own calculation based on basic data from the CSO Labour Force Survey.

The wide fluctuations in fixed-term employment during the year suggest a
strong seasonal effect and the use of short-term contracts. There is little over-
lap between the two forms of employment; part-time workers tend to have a
permanent contract. An important difference however, is that the number of
men and women on fixed-term contracts is very similar, more women work
part-time and their share is increasing.

For all forms of atypical employment the question of whether their expan-
sion is driven mostly by demand factors (employer’s intention) or supply fac-
tors (employee’s intention) also plays a role. The CSO Labour Force Survey
asks respondents why they are on a fixed-term contract or work part-time.
For both forms of employment demand factors seem dominant: people did
not find another job even though they would have liked to. For fixed-term
contracts the demand factor is much stronger and the number of people who
said that they did not want a permanent contract is negligible. More broad-
ly seasonal and casual employment can also be attributed to the demand ef-
fect: it can be assumed that most workers have no other option but to accept
these jobs. The expansion of public works employment also played a key role
in the increase in the number of fixed-term contracts (Figure 12). Most peo-
ple indicated subsidised employment as the main justification for a fixed-term
contract in 2013.

For part-time employment the supply effect is somewhat more prominent,
a relatively large number of people do not want to or — due to other commit-
ments (studies, family) — cannot have a full-time job (Figure 13).
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5 The CSO employment statis-
tics differentiate between the
gross monthly earning and gross
regular monthly earning of
employees. The latter excludes
any bonuses and additional pay,
and if we use this figure in the
analysis, there is no fall in the
average nominal wage. The dif-
ference suggests that the first
response of companies to the
external shock brought about
by the downturn was cutting
bonuses and other payments
to employees.

Figure 12: Reason for fixed-term employment contract,
population aged 15-64 years
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Figure 13: Reason for part-time employment, population aged 15-64 years
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The number of people who could not find full-time employment was steadily
increasing even during the period of growth in 2010-2011. This suggests that
involuntary (demand-driven) part-time employment might have other drivers
than economic cycles. Although the number of involuntary part-time work-
ers (people who could not find full-time employment) increased on average
by three per cent compared to 2012, if only the last quarters are compared
there is a substantial (15 per cent) drop between 2012 and 2013. In terms of
sectors, part-time employment is more common in agriculture and services.
In addition to quantitative adjustment discussed so far, wage adjustment is
also important. The behaviour of public and private sector is quite different
in this respect (Figure 14).

According to CSO’s wage statistics, average nominal wages fell in the private
sector during the second half of 2009,> however thanks to above-inflation pay
rises in recent years, real wages have increased by nine per cent compared to
2008. In contrast, average gross pay in the public sector has been falling more
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or less steadily: overall by 15 per cent in the past five years. Various measures
were introduced in 2013 that increased wages: a more than five per cent pay
rise for public workers, the wage adjustment of health care workers and a new
career model for teachers in 2013, a 5.4 and 5.6 per increase of the minimum
wage and guaranteed minimum pay respectively.

Figure 14: Gross real wages (first quarter, 2009 = 100)
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The crisis and fragile growth made companies very cautious when increas-
ing wages; therefore it is worth using the Kaitz-index® that is the ratio of the

minimum wage to the median or mean wage (Figure 15). The greater its value,
the bigger the negative employment effect (Dolton—Bondibene, 2012). The in-
crease of the minimum wage by more than 25 per cent between January 2011

and 2012 boosted the value of the Kaitz index; however its 2013 value of 42

per cent, calculated using the national average wage, is not especially high -
it puts Hungary in the mid-field by international comparison.

Figure 15: Value of Kaitz index, population aged 15-64 years (quarterly)
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ployment was growing steadily in manufacturingand services in the first three
quarters of 2012 then fell slightly from the fourth quarter until the end of the
second quarter in 2013 and then starting growing again. This suggests that
the minimum wage rises between 2011 and 2012 did not have a substantial
impact on employment or only affected a relatively small number of employers
negatively. This is also supported by the fact that labour market institutions
providc more opportunities for wage adjustmcnt to Hungarian companies,
who tend to use these (NBH, 2013b). Gl et al. (2013) argue that Hungary
experienced the largest wage-adjustment after the 2008 crisis among the 20
OECD countries which they examined, however in terms of quantitative ad-
justment it was the third lowest.

LABOUR SUPPLY

The overall activity rate reached 65% in 2013, which is its highest value in this
millennium; however, it is still lower than the EU average. Recent increase in
activity was largely due to government measures (review of disability pensions,
increase of state pension age). To explore how much further labour market ac-
tivity can potentially increase, it might be useful to disaggregate inactive people
into different groups. One of these groups is people who want and are availa-
ble to start work (within two weeks). Figure 16 shows that the number of these
inactive people who can be termed “passive jobseckers” increased from 2.6 per
cent in early 2008 to four per cent in early 2013, then it fell below three per cent.

Figure 16: Inactive but wants to work and is available to start work;
population aged 15-64 years
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Source: Own calculation based on basic data from the CSO Labour Force Survey.

In terms of disadvantaged groups in the labour market, the share of passive
jobseckers was highest in the group of 55—64-year olds and lowest among peo-
ple on parental leave by the end of the period. The higher the share of passive
jobseekers, the more likely it is that the activity rate will increase further if
wages go up. The large fall in inactivity in 2012 diminished in 2013 (Figure
17). At the beginning of 2013 outflow from inactivity into registered unem-
ployment was rising, however later in the year this trend became less intense.
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Figure 17: Changes in inactivity and flows to/from non-subsidised employment
and unemployment, 2008-2013, population aged 15-64 years
(excluded: subsidised employment)
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Source: IE databank, calculation using Cseres-Gergely’s (2011) method consistent
with stock and flow.

A positive development was the substantial fall in the inflow into inactiv-
ity from non-subsidised employment during 2013 compared to its very high
level at the end of 2012 and the beginning of 2013. Available data show that
the flow into registered unemployment is greater than the flow into inactiv-
ity from subsidised employment (Figure 18).

Figure 18: Changes in inactivity and flows to/from subsidised employment
and unemployment, 2008-2013, population aged 15-64 years
(excluded: non-subsidised employment)
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Source: IE databank, calculation using Cseres-Gergely’s (2011) method consistent
with stock and flow.

Labour supply is also affected by taxation and this has undergone major chang-
es over the past few years. In 2011 a single-rate — 16 per cent — personal in-
come tax was introduced alongside generous family tax breaks; in 2012 the
tax refund to low-paid workers was abolished and “super gross” personal in-
come taxation (where personal income tax is paid on gross income before the
deduction of any social security contributions) was being phased out; in 2013
“super gross” was abolished together with the upper limit of personal pension
contribution. When considering the impact of labour taxation on labour sup-
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ply it is useful to examine decisions concerning the number of hours worked
(intensive margin) and decisions concerning entry into the labour market (ex-
tensive margin) separately because the first is mainly influenced by changes
in the marginal tax rate, while the latter is affected by the actual tax rate on
the attainable wage for a given employee. It is not yet possible to fully assess
the impact of tax reforms due to the short time scale, however a number of
carlier studies (Bakos et al., 2008, Bencziir et al., 2012a) found that changes
in the marginal tax rates do not have a significant impact on the labour sup-
ply of lower paid people, however high-paid people (carning above 2 million
forints/year) were more sensitive to changes in taxation. Bencziir et al. (2012b)
found that at the extensive margin, taxes had a stronger effect on disadvan-
taged groups in the labour market and women of childbearing age.

UNEMPLOYMENT

The mean unemployment rate according to the ILO definition was 10.3 per
centin 2013, 0.7 percentage points lower than in 2012. The rate of jobseckers

registered with the NES within the 15-64-year old population was consistent-
ly higher than the unemployment rate based on the ILO definition through-
out the observed period; however it showed a declining trend (Figure 19).

Figure 19: Rate of different out-of-work groups (partly overlapping)
within the 15-64-year old population (right axis: inactives)
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Source: CSO Labour Force Survey (inactives, ILO unemployed, ILO long-
term unemployed) NES register (registered jobseekers).

The monthly average number of registered jobseckers in the records of the Na-
tional Employment Service was 527,624 people in 2013, 31,478 people less
than in the previous year. However, the number of unemployed school leav-
ers went up: the monthly average number of unemployed school leavers reg-
istered was 66,025, 7.4 per cent higher than in 2012. As Figure 20 indicates,
the rate of those who had never had a job increased within total unemploy-
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ment after the first quarter of 2012. The share of those who were made re-
dundant in the service sector grew by 11 per cent compared to the first quar-
ter of 2009 and reached 45 per cent by the end of 2013. The manufacturing
industry recovered from the downturn and this was also indicated by the fall
in the share of people made redundant in manufacturing among the unem-
ployed: down from 26 per cent in the second quarter in 2009 to just over 15
per cent at the end of 2013.

Figure 20: Previous work of the unemployed, by sector
(rate within total unemployment)
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Source: Own calculation based on CSO Labour Force Survey.

The labour market was less tense in 2013 than in previous years. This is also
suggested by the fact that redundancy was down from 57.7 per cent in 2012
t0 55.8 per cent in 2013 as a reason for unemployment. The number of people
who handed in their notice doubled in the last quarter of 2013 in comparison
to the same period in 2012, which might also indicate a more favourable la-
bour market.” The share of people who became unemployed when the public
works project they were employed in finished shows a substantial increase af-
ter 2010. The large fluctuations in this compared to redundancy as the reason
for unemployment (Figure 21) suggests that public works programmes can
only provide short-term solutions to labour market problems.

Figure 21: Changes in reasons for unemployment
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