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European Globalisation Adjustment Fund: an adequate and effectivereaction to a
seemingly inexor able phenomenon called globalization?

“BenQ slashes German workforce by 10%“Nokia to shift 2,300 German jobs to
Romania?, “Aus fiir letztes Handy-Werk in DeutschladdEnd of Germany’s last plant for
mobile phones). Headlines of this kind, pointingtihe fears and severe consequences of
globalisation, regularly capture the covers of Peaan print media. In Germany, the closure
of two plants, BenQ and Nokia, and in France egfigcthe offshoring of automobile
suppliers, has fuelled the debate over how begtdtect European Union (EU) citizens from
globalisatior’® At this point, the EU gets into a dilemmatic sttam, i.e. on the one hand to
promote the opening of markets in WTO-rounds arehgthening the own established Single
Market, and on the other hand not to neglect pteat actual “losers” due to this created
open, competitive situation. In order to take aafrthe latter and to gain continual support for
the former, the European Commission introduced“Eheopean Globalisation Adjustment
Fund” (EGF).

This essay shall analyse the 2007 implemented campobcy, specifically itgustification,
functioningandeffectivenesd-or this reason, the context shall be first egdd$), in order to
then see how the EGF fits into it and how it fuoetitheoretically (I1), and also within a
overall policy framework tackling EU’s present dnture challenges (lll). The second part of
this paper looks at how the EGF worked soifapractice (IV) and finally evaluates its
functioning, pointing out deficiencies and givingssible improvements (V). This shall give

an answer to whether the EGF is an adequate aactigé reaction to globalisation.

Europewithin a (self-constructed) globalised world- threats and opportunities

Today, globalisation, as opposed to earlier ceesyurcannot be any longer equalized with
“Westernalisation”™ Instead, “a growing internationalisation and isiénation of the number
and pace of the socioeconomic, institutional antlcal flows is being experienced, whose
influence and development are increased everymajl directions of the planef’Over the

last few decades, we have been witnesses of adimgtease in (trade-related) cross border-
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movement of capital, technology and labor-forceisTtas led to a six-fold increase of world
production in the last four decades, while tradevél have multiplied fifteen-fold.

This newly, extensively activated exchange of goods be attributed to a considerable
technological progress in transport and commuraaati In this situation, there emerged a
discrepancy between high net-benefits recordedaftuamg time by European countries and
lowering benefits of less-skilled workers- withimese same countries- that either needed to
accept (negative) salary adjustments or dismissddest often workers were displaced as
protected sectors opened to competition from elsesvhRichard Freeman gives one
substantial reason, namely the “doubling of thebgldabour force” within the last fifteen
years® He means the entry into the global economy of newkers, mainly from Brazil,
Russia, India and China (BRIC), that were initiadkgprived of access to capital. Parallel to
this, deteriorating the labor situation of lesdieki workers even more, “technological
advances embodied in new capital (robots, compuiEecom equipment etc.) substituted for
low-skilled workers, as simple tasks could be regtathis way™

This increasingly borderless world economy, defifmgdthe increased use of technology,
stretched transportation facilities and a concomitédveralization of economies and markets,
made it possible for firms from the outside to expato the EU and for companies inside the
EU to gain from this opening by moving “parts ofetivalue added chain” abrod.
Offshoring, i.e. the relocation of production- ¢&es8 abroad, and Outsourcing, i.e.
subcontracting of a business process to a thirty,paave become important key words, or
rather actions in European economy today, leading to a situatiowhich “production and

trade have become intertwineld”.

Within these new economic conditions, it is Eurgpigade specialisation that has putan”
the side of globalisation’s winners, as its advagatas actually strengthened by the entry of
new players®® This explains how European exports could thrivedoent years, prior the
financial and economic crisis of 2008/2009. Palabiethis trend, we have seen in Europe a
positive shift in demand for “more-skilled” workefat the expense of less-skilled worket8”.
Having elaborated on the reasons behind this triémsdffices to say, that Europe has chosen
the promising trend of change, i.e. changing whaltustries, focusing on its expertise,
bringing less-skilled workers on the right trackid is all made necessary by a politically,
economically and socially transformed, in a glokedi way, environment.

It is within this context that José- Manuel BarroBoesident of the European Commission,

says, T believe that globalisation offers major opportties. But we cannot — and should not
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- ignore the pressure on companies and workers ltregu from fierce international
competitiori. *°
Voila, the emergence of the EGF.

The European Globalisation Adjustment Fund in theory- what is it or what is it

supposed to be?

In the same speech, justifying the implementatibthe EGF, Barroso describes the EGF as a
“shock-absorber to the powerful engine of globdis.® So what exactly is the EGF if it is
to defend Europe, and especially its less-skilledkers, from globalisation?

The EGF, as its name says, is a fund, a fund #rapoovide up to 500 Million Euro annually
to the member countries of the European Union, éiémdt citizens. The stipulated aim is “to
help reintegrate into the labour market workers enaatlundant due to changing global trade

patterns™’

There are several actions that are seen as amieopnd that are hence funded in
pursuit of the mentioned aim: job search assistapeesonalised retraining (including ICT
skills), promoting entrepreneurship, assisting saifiployment or allowances for those
participating in trainind® But, the regulation explicitly states that “the EGhall not finance
passive social protection measur&s”.

Within this framework, redundant workers can bepsufed up to 18 months. However, not
all redundant workers and their countries are lelggito claim this fund. There are two
conditions for successful application (which alseedh to contain pursuant to the EGF
regulation several data and explanations):

1.) Applying members states must demonstrate the lialwéen job losses and a
significant “often unforeseef® shift of global trade patterns in the form of
experienced massive offshoring, outsourcing or/ ematinual decreases of a given
sector of its EU market share.

2.) The structural changes need to be massive bedaagaund is only triggered if there
are at least 1000 workers affected within a sectorompany by this “shock”.
Moreover, the “job losses must represent at le&stof the regional employment

level”.?t
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These two conditions are to ensure that the suppddoncentrated on workers in the most
seriously affected regions and economic sectorshef Community?> Only then can a

Member State submit an application for a contritmufrom EGF to the Commissigh.

This policy is based on an advice by the Commisaiwha report from October 20th 2005 on
'European Values in a Globalised world'. It wastbkstablished by the European Parliament
and the Council at the end of 2006 and it camdl§irato force on % Jan 2007.

The European Globalisation Adjustment Fund- part of an overall European strategy

On the one hand, one needs to see the limitatibtieedEGF, above all that it ‘only’ “helps

workers finding a new job, while the rest remaihe responsibility of national welfare

systems™*

On the other hand, the EGF widens the horizon gpehs doors since there is
more to it than it seems at first sight. It's notyothe EGF'’s practical attempt to save people
from severe consequences of globalisation thaermdgral but also the message of solidarity
that it tries to get across. It is in this sensymbolic act convincing people “that Europe is
willing and able to support those negatively akelctand help them to adjust to a more
competitive environment®

EU policy is not restricted in its measures to B@F, aiming to adjust to new ‘realia’. As a
matter of fact, it is only one element of the Eldigerall future strategy known as the
'‘Community Lisbon Program' (CLP) of which the EGEcame part in the “updated version”
2005. This program is supposed to develop the Camtgnun several future-relevant aspects,
of which the main elements are: supporting knowdedmd innovation, simplifying the
regulatory framework, completing the internal mark& services, removing obstacles to
especially labour and academic mobility and sugppgrefforts to deal with the social effects
(hence, job losses) of economic restructuring. EGE, as we can see, was integrated into the
latter point of the CLP that contains actions atmber state level, complementing the
national action plans for growth and jds.

The EGF (rather short term aid) is not to be cosduaith the European Social Fund (long-
term instrument). Both, or all measures taken togretare supposed to support Europe in its
major change towards “an area of knowledge andviatian” >’ It would be beyond the scope
of this essay to analyse all tools used for thigyltransition process. This essay shall hence

continue to focus on one “crisis mechanism”, theFE@nd find out how effective it was
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practically in dealing with significant socioeconiemshocks caused by changing trade

patterns.

The European Globalisation Adjustment Fund in practice- a look into cases, into

successful cases?

There have been twelve applications approved aimtyraler the EGF so far, totalling over
70 million Euro. These financial means were usedrder to help a total of 17.000 redundant
workers. EGF cases have so far concerned reduredaimcihe automotive industry in France,
Portugal and Spain, in the mobile phone sector enn@ny and Finland, and in the textile
sector in Malta, Lithuania and Italy. All casesahwing redundancies follow a general shift,
particularly in these industries, in the Europeandd towards lower-cost expanding non-EU
countries and their markets.

The table below illustrates well the sequence @liagtions in 2007 and 2008, defining when
(time span: “application received” (start) and “psgnt date” (end)), from where (“member
State”, “case”, “industry”) and why (no. of “effext workers”) applications were handed in
as well as what their outcomes (i.e., “amount pai@’here are two things that need to be
clarified: First, the time span (as defined abosa) reach up to fourteen months, as in the
case of the Italian textile industries (see casebf). This stems from the fact that the
evaluation process is complex, involving bodiest tthacide on a case to case basis. The
application first reaches the Commission that eatals the data, before it goes to the
European Parliament and the Council deciding omibeilisation of the EGF. A final vote
then takes place in the European Parliament irststtarg before the Fund can be activated to
help relevant redundant workers. Secondly, thembisously a correlation between “amount
paid” and “no. of effected workers” to be noticddowever, there are still seemingly

disproportionate amounts being paid, for instanmepmaring a 12.766.150 Euro and 3300

Mo|-1|application received | * |payment date |~ |member state ~ |case ~ |industry ~ |amount paid| ~ |effected workers| >
1 11 May 2007 13 December 2007 |France Peugeot suppliers|Car manufacturing 2.558.250 € 1.345
2 11 May 2007 13 December 2007 |France Renault suppliers |Car manufacturing 1.258.030 € 1.057
3 27 June 2007 20 December 2007 |Germany BenQ Maobile phone manuff  12.766.150 € 3.300
4 18 July 2007 20 December 2007|Finland Perlos Mobile phone acces 2.028.538 € 1.000
5 9 August 2007 15 December 2008|ltaly Sardegna Textiles 13.888.300 € 1.044
6 10 August 2007 15 December 2008|ltaly Piemonte Textiles 10.501.200 € 1.537
7 17 August 2007 15 December 2008|ltaly Lombardia Textiles 18.707.500 € 1.816
8 12 September 2007 28 May 2008 Malta Malta Textiles 681.207 € 675
9 9 October 2007 29 May 2008 Portugal Lisboa-Alentejo  |Motor industry 2.425.675€ 1.545
10 |12 February 2008 15 December 2008|ltaly Toscana Textiles 3.854.200 € 1.558
11 |8 May 2008 3 December 2008 |Spain DELPHI Car manufacturing 3.854.200 € 1.500
12 (8 May 2008 3 December 2008 |Lithuania Alytaus Tekstile |Textiles 298.954 € 600

73.222.244 16.981
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workers (BenQ) with 13.888.300 Euro and “only” 104drkers in the case of Sardegna. This
is due to the fact that there is not only the amairpeople affected that plays a role in the
allocation of funds, but also the context, i.e.irtlh@calization, their chances of acceptance in
the job market, hence the degree of severity aatetith connected the differing costs of

reintegration into the employment market.

Analysing each case would be too space-consuminigenooking into the European
Commission’s press-reviews commenting on each casecan see that- also for reasons of
promotion- Vladimir Spidla, EU Commissioner for Hoyment, Social Affairs and Equal
Opportunities, is justifying and/ or praising thee(-fullness) of the EGF. Regarding the two
cases within the mobile phone sector (concerning@eand Perlos), he is saying the
following:

I'm delighted that these payments from our glob&bs fund will help the

redundant workers find their way back into emplogimdn Munich, Kamp-

Lintfort and Bocholt, and in North Karelia, a rematgion close to the Russian

border, the support offered by the Fund will becohsiderable help to the

workers as they embark on new caréérs.

This comment shall, in the following paragraph,doestioned, asking how helpful the Fund
really was in supporting redundant BenQ workersttesy embark on new careers”. Before

answering this question, it is however crucialxtplain the background.

The application must be seen in the context ofreege trend- as explained in part |- towards
offshoring (in this case the production of mobileopes and accessories moving to Asia).
This is not only due to comparative cost advantdggsalso due to location advantages,
especially the attraction of the increasingly gmogviAsian consumer markets and the
proximity to technology partnersOhe year after taking over from Siemens (in October
2005) BenQ (a Taiwanese company) withdrew all fomen support for its German
subsidiaries: BenQ Mobile GmbH&Co OHG and Inser@mbH, causing insolvency in both
subsidiaries.?® Parallel to this, BenQ, with only one manufactgraide left in Brno (Czech
Republic), is expanding operations in the regiodsi where it recently experienced annual
growth rates of 31% in the mobile phone se&idtor this mere microeconomic reason, BenQ

needed to dismiss workers from three sites: Mumqi€42 redundancies), Kamp-Lintfort

6
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(1719 redundancies) and Bocholt (242 redundancadisipgether 3303 abrupt redundancies.
The following application by the German governmeantained a request of 12.8 Million
from the EGF. After approval, the funds could flowo short term allowances and mobility
allowances as well as training measures, placeraedtcounselling for BenQ redundant
workers®!

There are three relevant (time-) variables: theingmof the application, of the mass
redundancy, and of the activation of the EGF. Wethat the mass redundancy took place in
January 2007, yet the EGF application-evaluatiantestt in June 2007, so that only after the
EU’s Approval on I October 2007 were EGF-sponsored measures offeraitl 921 workers
who were at the same time participants of the PEAGGerman interim employment
company*? 76 of them refused EGF sponsored offers in gerferaleasons of age, disease,

child-raising-leave, business start-up plans, gwisl with child-care et®
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This diagram (x-axis: number of redundant workeag pf PEAG, y-axis: time (months)) is
showing the number of redundant workers that aregd@EAG (green colour), the number
of people that are currently involved in measuresige) and the number of workers in
retraining programs. We can see that only halfliofa&d-off workers (1,600 out of 3,300 at
the peak in February 2007) register to be parthef interim employment company (thus
receiving EGF funds from October 2007). The diagsinows well that eight months later, by
October 2007, the EGF could only offer help to a800 “remaining workers” participating
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in the PEAG, less than one fourth of the total nemif redundant workers, and half of the
original number of PEAG participants in February020With the activation of the EGF in
October 2007, we can observe increased worker cgetion in general and worker
participation in retraining programs specificallfywe look at the period that the EGF was
applied, from October 2007 to May 2008, we see timatEGF funds only slowly fulfilled its

function, that is, to provide jobs. The followingagram gives a good overview:
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On the x-axis we can see once again the numbeart€ipants and on the y-axis the time (in
months). The yellow part of the pillar indicatesu¢sessful placements”, orange shows
“leavings for business start-ups” and blue “otheavings”. The placement rate rises
considerably in January 2008 to 67 and 82 in td@aling this time the number of people
involved (845) was divided into two groups. One gah group involved in counselling and
placement programs and the one special peer gralp garticipants) for people that are
difficult to place, *t.g. being a single father/mother, being severedalded, or having
longstanding health problems, being unskilled"&tc

Looking at the diagram above, one can see thaktthetiend of December the EGF placed 91
participants and in the period January to May altot 256 participants. Counting together
and dividing 845 (number of participants) by 34atdt number of people placed), we get to a



@ Daniel JARZABKOWSKI Euro-Power © april 2009

placement rate of over 24%. However, the EGF tagethith the interim employment
company (from January 2007 to May 2008) account8iefio (1415 participants and 1158
placementsj’ All in all, a mitigated result. What to learn fratf?

Evaluating the European Globalisation Adjustment Fund: Suggestions and outlook

The EGF, or at least some support for redundankevsy as this paper argued, is, in the light
of clear global trends in trade and production,eaessity; a necessity which is part of an
“obvious political logic in the EGF. As trade agments are practically the sole prerogative
of the European Union, then the negative conseesent trade liberalization agreements
should also be dealt with by the Uniofi"Therefore, a structural fund like the EGF or the
ESF can be justified on political economy grountha EU level because trade policy is also
partly decided at the EU lev&.

When making general remarks about the EGF on this b&the evaluation of the BenQ case,
we see three striking, critical points: 1.) The &wften reaches the people in need too late 2.)
This delay (as well as people’s reservations towahgé EGF) lets less people get involved
than possible 3.) The efficiency of the Fund may cheestioned considering a worker
placement rate of “only” 24.43%. The very basicgion that comes up is: how can the EGF
better reach people?

This question is crucial since, on top of this, vexe seen, that the EGF activated within two
years “only” 73 Million Euro, even though it carlaaate up to 500 Million, while it aimed to
help “only” 17.000 people, of which, as we haversemt all make use of the Fund.

The European Commission’s evaluation in the offiei&F Review, making “suggestions as
to immediate and longer term ways to improve itfgseance®’, is close to our elaborated
points (or rather vice-versa). In this EGF reviglae Commission states that “€ 500 million
per year is not an expenditure target”. This figumaicates a possibility which simply wasn’t
made use of in recent years, “partly due to thetaable economic climate in 200%at the
same time, the Commission acknowledges that theelintake-up “could also reflect Member
State uncertainty about eligibility for funding?.

All together, the Commission gives a positive casmn about the first year of existence of
the EGF and makes five concrete proposals on hoimpoove the Fund and make it even
more ready for future challenges: 1.) Simplifyingbgedures, 2.) Promoting exchange of

experience and good practice, 3.) Covering redutidamot directly attributable to changes



@ Daniel JARZABKOWSKI Euro-Power © april 2009

in trade patterns 4.) Expanding the scope of thd- BE& smaller redundancy events, 5.)
Expanding the duration of EGF assistafftall measures are aiming at expanding the scope
and reach of the EGF after two years of ratherrveseacceptance and application. This is
trying to be reached by presenting the Fund mamesparently and clearly to the outside and
by taking care of article nine of the original E@gulation, i.e. “Information and publicity”.

In my point of view, both points are necessarytsnimplementation because when gathering
information one quickly remarks how complicated andoherent the application and the
process is, as also claimed by the Bruegel think,taurrent EGF rules leave too much room
for discretionary decision$” Moreover, there is a evident lack of representatibthe EGF;
sometimes Spidla (EU Commissioner for Employmentci@ Affairs and Equal
Opportunities), another time Neelie Kroes (EU Cossiner for competition), then
Verheugen (EU Commissioner for enterprise and itmguer occasionally Barroso comments
representatively on the EGF. Secondly, the EGFndeed “underrepresented”, hence
underestimated by European Media. At least, inGeeman BenQ case, it was clear to see
that neither of the “big” German newspapers, “DieltN “Suddeutsche”, “Frankfurter
Allgemeine Zeitung”, reported on the EGF and howais helping redundant workers in the
German mobile phone sector. For all this, it isessary to increase transparency, raise
awareness and introduce clear-cut criteria. Ondgy tWill the EGF find its place among EU
member states and their citizens’ hearts and mifdis. will simultaneously bring Europe on
the promising path which the “Lisbon program” regaets.

To conclude, one can qualify the question that wdslly posed by saying, yes, the EGF is

an adequate reaction to shifting global pattemgtade and no, the EGF is not yet effective

in its function but, after proposals recently mageghe Commission, it is likely to become so.

Daniel Jarzabkowski

Political analyst for Euro-Power
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