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Even before the 2007/2008 Financial Crisis and the national recessions that followed,
employment and labor force participation rates in many developed countries were in worrisome
decline, a trend that began in the 1970s. Across the EU-15, for example, between 1970 and 1982,
the percentage of the population employed fell from 61 percent to 57.8 percent (before beginning
a slow increase). For men, the decline was much longer and steeper, from 83.7 percent in 1970 to
70.5 percent in 1994. Overall labor force participation increased during this period, but only
because more women were entering the labor force. (See figure 1.) At the same time, in most
countries, new highs were reached in the percent of the population receiving government benefits
(essentially unemployment insurance, disability benefits, and social assistance). 

Various factors were at work, of course, including a general weakening in demand for
workers (coupled with changes in required skills, in part brought on by automation),
demographic shifts (including aging populations and the increasing role of women in the
workforce), and more competition from abroad (driven by cross-national manufacturing as well
as outsourcing). But, most experts agree, generous social safety net arrangements also
contributed, although there is legitimate disagreement about the size of the impact (as with the
other factors). The interaction between formal work and safety-net benefits is direct enough: All
things being equal, at some point, means-tested benefits become large enough (often coupled
with high marginal tax rates) to discourage many lower-wage workers from seeking formal
employment—or, at least, to not encourage them to work, especially in times of declining wages
as well as high unemployment.
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In response, in a series of slow but steady steps over the past two decades, a growing
number of OECD countries introduced policy reforms aimed at “activating” the recipients of
safety-net benefits who might be able to work. These changes were both programmatic (such as
tightening eligibility, limiting the duration of benefit receipt, and mandating job search and other
work-first activities) and administrative (such as consolidating programs, decentralizing
authority, outsourcing services, and incentivizing systems of financing and reimbursement). The
U.S. welfare reforms of the 1990s were an early part of this movement, but since then, other (but
not all) OECD countries have made more fundamental reforms to their labor activation policies,
and they can serve as models to other countries (including the U.S.).

Given what will apparently be a long period of persistently high unemployment, many
analysts and policymakers are asking whether such labor activation policies should be
strengthened to help speed recovery—or whether they should be paused or at least slackened
until economies strengthen. On the one side, the need to move safety-net recipients toward work
seems greater than ever, and may be a necessary precursor to economic progress. On the other
side, it seems an unfair waste of effort to put recipients through the stressful effort of looking for
work at this time of lesser job opportunities and high unemployment.

Since the beginning of the global financial crisis (starting in 2007 in the United States and
in 2008 in the rest of the world), a number of other OECD countries have continued to modify
their safety-net assistance programs in an effort to “activate” those receiving unemployment,
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disability, and social assistance. Up to now, however, the U.S. policy discourse has largely
ignored these developments, some of which are quite substantial. Instead, recent U.S. policy has
gone in the opposite direction: lengthening benefit duration, expanding eligibility, and relaxing
activation requirements. 

Key Developments in Denmark

Some of the most extensive changes have been made in Denmark, and many of its new
policies are worthy of consideration by the U.S.—as responses to the immediate economic crisis,
and some also deserve consideration as longer-term solutions to chronic unemployment and a
continued commitment to “labor activation.” Key aspects are summarized below.

Unemployment benefits

Between 1994 and 2010, Denmark instituted a series of changes that reduced the
maximum number of years that persons could receive unemployment benefits, increased the
minimum number of weeks that persons must have worked in order to be eligible for
unemployment benefits, and added activation requirements to the receipt of unemployment
benefits.  1

In 1994, Denmark attached activation requirements to the receipt of unemployment
benefits. Recipients are required to participate in an activation program twelve months after
starting to receive benefits. There are three activation programs: job counseling, job training, and
subsidized employment.  2

UI recipients must participate in their initial activation program assignment for six
months and must take any “acceptable” employment offer.  For each consecutive six-month3

period, recipients must participate in another activation program for at least four weeks. In
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addition, every three months, recipients must interview with staff at the Public Employment
Service (PES) regarding their job search activities.  Failure to attend the PES interviews, enroll in4

an activation program, interview for a job, or take an acceptable job can result in a suspension of
benefits for up to three weeks. Continued failure to comply can result in a suspension of benefits
until recipients accumulate “300 hours of paid work within a 10 week period.”  After two years,5

UI recipients are moved to social assistance and receive lower benefits.

In 1998, Denmark enacted the Law on Active Social Policy which reduced the maximum
number of months recipients could receive benefits before being required to participate in an
activation program. Recipients under age thirty are required to participate after thirteen weeks of
receipt, and recipients thirty and older are required to participate after nine months of receipt.

Additional changes in 1999 and 2010 reduced the maximum number of years of benefit
receipt first to four years and then to two years.

Between 2004 and 2008, the number of recipients receiving unemployment benefits
declined by about 64 percent, from about 201,000 to about 72,000, but then, after the Financial
Crisis, sharply increased to 150,000 by 2010.6

Sickness and Disability programs

 In the early 2000s and again in 2012, Denmark made a number of changes to its sickness
benefits and disability programs to establish wage subsidies for the partially disabled and develop
a system to reassess disability status periodically.

As in many other OECD countries, Denmark has a short-term “sickness benefits”
program for individuals who have health issues that limit their ability to work but that are
expected to be resolved, and a long-term disability program for those who seem to have
permanent health issues.

Sickness benefits are provided to individuals who do not have a permanent disability but
are incapacitated in some way that prevents them from working full-time. Sickness benefits are
initially limited to fifty-two weeks but can be extended for an additional fifty-two weeks before
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recipients are moved to the disability program. Because disability benefits are permanent, recent
changes have tried to reduce the flow of recipients onto disability. In 2003, for example,
Denmark introduced “flexjobs” to move sickness benefits recipients into employment. Recipients
who worked part-time (either one-third or half-time) were eligible for wage subsidies. According
to the OECD, because flexjobs paid higher subsidies for higher paying work, the unintended
consequence of the program was to incentivize workers to drop from full-time to part-time and
receive a wage subsidy.7

In 2012, Denmark modified the flexjob program to increase the subsidy for lower paying
jobs, decrease the subsidy for higher paying jobs, make the flexjob arrangement temporary with a
required reassessment of recipients’ capabilities, and change the definition of part-time from
either one-third or one-half time to any number of hours between one and thirty-nine. Annually,
the municipal job centers are to reassess the work capability of recipients and the amount of their
subsidies.8

In addition, between 2010 and 2012, Denmark conducted an experiment of the “Return-
to-Work” programme for sickness benefit recipients in twenty-two municipalities. Similar to that
of the Rehabilitation Model described below, recipients are assessed by a caseworker along with
doctors and psychiatrists to determine recipients’ work capacity in a short period of time.9

Results of the study are expected to be available in late 2013.

Besides efforts to reduce the number of recipients moving from sickness to disability
benefits, Denmark also eliminated permanent disability benefits for individuals under the age of
forty. The 2003 change had been to move from identifying incapacity to determining ability to
work. Caseworkers used a ten-point assessment to determine the abilities of applicants and the
barriers they faced. According to the OECD, in practice, many caseworkers found it difficult to
perform the assessments and often used them as a way to justify approving recipients for
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disability as opposed to helping them find employment.10

In 2012, Denmark replaced the disability benefits program for recipients under the age of
forty with the “rehabilitation model.” Municipality are to create “rehabilitation teams” consisting
of representatives of the health, education, social services, and business sectors with coordinator
that are either caseworkers from the municipal job centers or other representatives from the
municipalities. The rehabilitation teams are to assess applicants and recommend actions based on
the applicants’ capabilities. These recommendations may include receiving activation services or
receiving other services to prepare for employment. Recipients also receive cash benefits that are
equivalent in amount to social assistance benefits. After five years, the rehabilitation teams re-
assess recipients and create new plans. Recipients who are over the age of forty are required to
participate in one cycle of the rehabilitation model. If they have made no progress in their
incapability to work, they may be moved onto disability benefits.11

In addition, benefits for disability recipients who work part-time and wage subsidies for
employers of disability recipients were increased as an incentive to encourage recipients to find
work and to encourage employers to hire and keep disability recipients.12

Social Assistance

Between 1994 and 2010, Denmark imposed requirements for social assistance recipients
to participate in activation activities and reduced benefit amounts for certain recipient
populations after specified periods of time.

Like UI recipients in Denmark, social assistance recipients are now required to participate
in an activation program within a defined period of time after the initiation of benefits.
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(Recipients under age thirty are required to participate after thirteen weeks of receipt, and
recipients thirty and older are required to participate after nine months of receipt.) Activation
programs include job counseling (with as skills assessments), job training (either placement in
public or private programs for those who lack qualifications or skills), and subsidized
employment (either public or private and typically used as on-the-job training to retrain or
upgrade skills).13

In addition, parents in two-parent households are required to have each worked at least
450 hours in the previous two years to remain eligible for social assistance benefits. Failure to
comply can result in a benefit reduction. (In 2010, a requirement was added that at least 225 of
those work hours had to be in the first year and added a ceiling on benefits, but both of those
policies were ended in 2011.)  14

After six months of benefit receipt, two groups  recipients benefits are reduced: married
couples by about 5 percent, and recipients under age twenty-five by the equivalent amount of
education grants provided by the Danish government to those attending college.15

Between 1994 and 2008, the number of social assistance recipients in Denmark declined
by about 35 percent (from about 220,000 to about 142,000). But, again, after the Financial Crisis,
the number had increased to 172,000 by 2010.16
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Program consolidation

In 2007, Denmark combined the services for unemployment insurance, social assistance,
and disability recipients into one-stop job centers in each municipality. The job centers are run
jointly by the municipalities and the national Public Employment Service and provide labor
activation services.  These job centers are “responsible for all people seeking to stay in or return17

to employment, irrespective of the type of benefit they receive, their insurance and employment
status, and their distance to the labour market.”  Those recipients who go to the job center are18

put into one of three groups: the first group are those who are job ready, the second group are
those who are not currently job ready but may move into employment in the future, and the
groups are those who are determined to be unlikely to return to work. Recipient placement in
these groups is reassessed every three months.19

Incentivized system of financing and reimbursement

As an incentive to provide activation services, since 2010, the national government has
reimbursed municipalities for 50 percent of such services compared to only 30 percent for
“passive” social assistance spending.  In the next year, the period of time days that employers20

are required to pay for sickness benefits was extended from the first twenty-one days to the first
thirty days of receipt. In addition, the federal government’s reimbursement rate to municipalities
for expenditures on sickness benefits and services was reduced. For weeks nine to fifty-two of
benefit, the reimbursement rate for activation services was reduced from 65 percent to 50 percent
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and the reimbursement rate for passive payments was reduced from 35 percent to 30 percent.  21
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