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Preface

The reasons to look for new institutional arrangements to cope with structur
change are straightforward. Unemployment in most post-industrial societie
has risen to levels unprecedented in post-war history. In countries that fa
this phenomenon, rising levels of unemployment have led to persistent lon
term unemployment. The economic and social problems related to this deve
opment are clear: the longer the exclusion from gainful employment, th
higher the risk of being also excluded from full participation in social and
political life; this especially holds true for women and for young people with
low skills. This threat to social integration may even undermine the trust i
the basic institutions of our democratic societies.uaderlying assumption

of this series is that a return to full employment in the traditional sense i
highly unlikely or only at unacceptable social costs. If some countries hav
succeeded in recent years in reaching levels of unemployment similar -
those in the 1960s, it has been at the cost either of high income differentic
and increasing numbers of working poor or of many precarious employmel
relationships, especially for women, and more or less involuntary massiv
early retirement for many older workers. The objective of this project, there
fore, is to seek alternatives to such ill-conceived responses to ‘globalizatiol
and ‘individualization’ which in different ways can generate forms of social
exclusion.

It is not only structural unemployment that is of concern, although this i
the most visible change. More importantly, the underlying forces of balancin
supply and demand on the labour market seem to be quite different from tl
past. The aim of our common effort was, therefore, also to understand the
new dynamics and to ask which institutional arrangements would be able
prevent or to alleviate the high flows into unemployment and to mitigate th
concomitant adverse selection mechanisms during the subsequent diffict
processes of reintegration, which often result in the unemployed also becol
ing victims of social exclusion. Social exclusion is the counterpart of socia
integration which erodes the ‘cement of societies’. Social integration ir
modern societies, therefore, does not just mean having a permanent job ¢
being protected by social rights such as unemployment benefits. It also mes
having the perspective of evolutionary job careers, having access to the mes
of ensuring employability by lifelong learning, and being able to participate
fully in all relevant areas of social life. The risk of unemployment is always ¢

Xi



Xii Preface

risk of reducing substantially the freedom of choice for a significant minority
of people concerned, as well as the range of social participation.

The project was subdivided into three modules around the following topics
social integration through working time transitions, social integration througt
training and human capital investment and social integration through activ
labour market policy. Outside the formal contractual support, a fourth modul
was set up to work on a larger theoretical and empirical framework of employ
ment systems. The common underlying argument of the four modules is bas
on theconcept of transitional labour market$ransitional labour markets
(TLMs), as amnalytical conceptrefer to the observation that the borderlines
between gainful employment and other productive activities are becomin
increasingly blurred. The ‘standard labour contract’ is eroding, but we do nc
know yet which new standards will develop. People transit more and mot
between different employment statuses, for instance between different wor
ing time regimes, between unemployment and employment, between educ
tion or training and employment, between unpaid family work and gainfu
labour market work, and between work and retirement. Thus, as an analytic
concept, TLMs emphasize the dynamics of labour markets, which mear
focusing the analysis on flows rather than purely on stocks, and applyin
methodologies that find out and explain patterns in the many transitions durir
the life cycles of individuals or groups in different societies.

Some of these transitions are critical in the sense that they may lead
downward spirals of job careers (exclusionary transitions), ending in recurre
unemployment or (finally) in long-term unemployment, poverty, discouragec
inactivity or violent protest. We identified five major critical transitions during
a life cycle: (1) the transition from school to work, (2) the transition from part-
time to full-time work or vice versa, (3) the transition between family work
and labour market work, (4) the transition between employment and unen
ployment, and (5) the transition to retirement. A®amnative concepilLMs
envisage new kinds of institutional arrangements to prevent those transitio
from becoming gates to social exclusion and to transform them into gates tc
wider range of opportunities for the employed (maintenance transitions) &
well as for the inactive or unemployed people (integrative transitions)
‘Making transitions pay’ requires institutions that realize in one way or the
other the following principles: work organizations which enable people tc
combine wages or salaries with other income sources such as transfers, eq
shares or savings; entitlements or social rights which allow choices to be ma
between different employment statuses according to shifting preferences a
circumstances during the life cycle; and policy provisions which suppor
multiple use of insurance funds, especially the use of income (unemploymer
insurance for financing measures that enhance employability.

The following research institutions were involved in the joint venture to
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search for solutions to these problems: Economic and Social Resear
Institute (ESRI), Dublin; Hugo Sinzheimer Institute at the University of
Amsterdam; Economic Faculty of the Universidad de Alcala, Madrid; Institute
for Employment Studies (IES), University of Sussex, Brighton; Mancheste
School of Management (UMIST); Netherlands Economic Institute (NEI),
Rotterdam; the Centre for European Labour Market Studies (CELMS)
Gothenburg, in cooperation with the University of Vaxjo; Modélisations
Appliquées, Trajectoires Institutionnelles et Stratégies Socioeconomique!
(MATISSE), Centre National de la Recherche Scientifigues (CNRS)
Université de Paris 1; Sociological Faculty at Tilburg University; and, as co
ordinating institution, the Labour Market Policy and Employment Researc!
Unit at the Social Science Research Center Berlin (WZB).

BERNARD GAZIER

GUNTHER SCHMID
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1. The dynamics of full employment:
an introductory overview

Bernard Gazier and Gunther Schmid

The principal aim of this book is twofold. It seeks, first, to enhance under
standing of the dynamics of modern labour markets and, second, to determi
which institutional arrangements might best be able to prevent structur:
unemployment, one of the main causes of social exclusion. The various cont
butions share the assumption that social integration means more than havin
decent and stable income stream from permanent employment. The netwc
labour market that characterizes the knowledge society and gender relatic
that aspire to equality between men and women require an environment tha
sufficiently flexible to allow workers real scope to make choices about wha
work they do and when and where they do it over the course of their live:
Thus social integration also means flexible careers that evolve over the i
course, access to resources that ensure employability at critical points of tre
sition and the ability to participate fully in all relevant spheres of social life.

The main question this book seeks to address, therefore, is how to achie
social integration through participation in the labour market without excluding
productive activities in other spheres of social life. The main argument deve
oped in this volume is that transitional labour markets — defined as legitimat
negotiated and politically supported sets of mobility options — are becomin
an essential ingredient of successful employment policies.

In this introductory chapter we provide an overview of the key feature:
discussed in this book. First, we briefly outline the notion of full employment
as it applies to the modern labour market. Second, various approaches to stu
ing the nature of and changes in employment systems are examined. Thi
some theoretical and normative issues associated with transitional labo
markets are briefly discussed. Finally, some empirical applications of trar
sitional labour markets, and the associated policy strategies, are summarize

1 FULL EMPLOYMENT RECONSIDERED

In the last 30 years, most of the developed industrial countries have been
from achieving the goal of ‘full employment’ as originally defined by Lord

1



2 The dynamics of full employment

Beveridge: ‘Full employment means that unemployment is reduced to sho
intervals of standing by, with the certainty that very soon one will be wante:
in one’s old job again or will be wanted in a new job that is within one’s
powers’ (Beveridge, 1945: 18). This definition made it very clear that full
employment is far more than the absence of unemployment. On the contra
‘frictional unemployment’ is seen as a consequence of a progressive society
which workers retain the civil liberty to move between jobs. However, the
definition also expresses very clearly the association of full employment witl
social integration or inclusion. Whereas Beveridge’s first report on ‘Socia
Insurance and Allied Services’ (Beveridge, 1995 [1942]) took ‘freedom from
Want' to be the central aim of social insurance, he declared ‘freedom fror
Idleness’ as the ultimate aim of a policy for full employment. Labour markets
should be organized in such a way that participation in productive and mea
ingful employment should be possible for all who wanted it. ‘ldleness even o
an income corrupts; the feeling of not being wanted demoralizes’ (Beveridg
1945: 19).

Thus, although Beveridge did not use the words ‘social integration’, activi
participation or inclusion in productive work and awareness of being al
accepted part of a collective identity were an essential element in his defin
tion of ‘full employment’. As a consequence, the labour market should alway
be a seller’s rather than a buyer’s market. Full employment

means having always more vacant jobs than unemployed men, not slightly few
jobs. It means that the jobs are at fair wages, of such kind, and so located that 1
unemployed men can reasonably be expected to take them; it means, by con
guence, that the normal lag between losing one job and finding another will be ve
short. (Ibid.: 18)

Beveridge was also bold enough to set the full employment level of unen
ployment at 3 per cent. What is more,

this 3 per cent should be unemployed only because there is industrial friction, ar
not because there are no vacant jobs. For men to have value and a sense of v
there must always be useful things waiting to be done, with money to pay for doin
them. Jobs, rather than men, should wait. (Ibid.: 21)

There are also other reasons — ‘only slightly less important’— why full employ
ment should be given a broader and participatory meaning. First, if there
work for all, there is greater readiness to cooperate. Second, there is less re
tance to progress. Third, a shortage of labour gives rise to technical advar
(ibid.: 19)

As progressive as it was for the time of writing, neither the definition nor
the policy menu proposed by the famous Beveridge Report can be taken f
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granted today. Certainly, the emphasis on ‘freedom from Idleness’ — that i
social integration — remains an important if not essential guideline for moder
employment policy. However, the underlying premises as to the kind of job
that should be available and the assumption that men or male breadwinn
should be the sole target group for full employment policy are rathe
outmoded. The main causes of unemployment were quite simple fc
Beveridge: lack of effective demand, industrial change and the ensuing ne
to relocate. The policy menu, accordingly, was also simple: the lack of effec
tive demand was to be compensated for by public expenditure and mobili
incentives, or even by controlling firms’ locational policies, with the emphasis
on bringing jobs to men and not vice versa.

In the meantime, both the economy and society have changed fundame
tally. The causes of unemployment, especially of persistent long-term uner
ployment, are much more complex, and the policies favoured by Beveridg
turned out to be ineffective, politically unfeasible or simply inadequate. Thu:
both Beveridge’s diagnosis and the course of action he advocated have to
updated. Of course, a myriad of studies have already done precisely this. A
very abstract, but also political, level, the key issue is the nature of the lin
between work and social protection that society wishes to put in place. Tt
range of existing proposals can be illustrated by two important reform
recently advocated: the universal basic income and the employment subsid

As regards theniversal basic incom@an Parijs, 1996), the basic traits of
such a reform are as follows. The core public intervention is to give everyor
a minimum income regardless of situation or work effort. The introduction o
such an income involves acceptance of the notion that labour and incon
should be disconnected in order to promote citizenship and ‘real freedom’ fc
all. The focus is on developing a non-profit-oriented lifestyle. The basic
income, funded out of taxation, would substitute for welfare payments an
labour market regulations. It would be left up to individuals to find work, to
decide whether or not to accept flexible wages and to negotiate social prote
tion arrangements. The approach is individualistic and egalitarian, with
strong concern for women and part-timers.

This contrasts sharply with the employment subsidy proposal (Phelp:
1997). Here what is suggested is that low-skill, full-time work should be subsi
dized in order to bring every full-time worker’s wage closer to the level of the
median wagé.Like Beveridge’s prescriptions, it focuses on traditional bread-
winners and deliberately excludes part-timers. The main objective of th
reform is to reinforce the ties between work and social protection. This ‘ne\
social wage' is expected to ‘shrink welfare market share’ and to limit the cost
of criminality. Financed by a payroll tax, the scheme is intended to replac
other institutions (in the US case the Earned Income Tax Credit) and to be se
financing. The strategy is to narrow pay differentials for full-time workers
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while maintaining them for firms. Thus the philosophy is one of ‘rewarding
work’ and ‘earning one’s way out of poverty’: a radical way of ‘activating’
income protection, of pushing people towards work. The proposal converge
with most of the official OECD proposals centred on the motto of ‘making
work pay’ (OECD, 1996).

What is being proposed, therefore, is, on the one hand, a complete discc
nection between paid work and basic social protection and, on the other har
a reinforcing of the link between the two. The two proposals can be seen as
two polar doctrines for a post-Beveridge era. There is no space in this intr
ductory chapter for a thorough discussion of these approaches. In essen
however, they both have significant drawbacks. As far as the basic income
concerned, the hope is that richer interpersonal relations, non-profit initiative
and altruistic behaviour will develop. However, the uncontrolled developmen
of free market relations could lead to low effort, low protection and low wage:
for some groups and could undermine solidarity between people of differel
capabilities or capacities. The objective of the employment subsidy propos
is to build a relatively high-wage economy by explicitly subsidizing low-
productivity workers. However, non-full-time workers are deliberately
excluded, and this could generate poverty and strong gender tensions. It a
seems contradictory to advocate the old American dream of self-sufficiency ¢
strongly while permanently subsidizing low-skill labour. In both cases, the ain
of social integration might not be fulfilled and a more unequal and segmente
society could result.

This book goes back to the spirit of Beveridge and seeks to develop furth
the contribution of social reformers like Gosta Rehn. Considered one of tf
founding fathers of the Swedish model so often praised during the 1980s, Re
was a pioneer in developing not only an active labour market policy but also life
long learning and the negotiated flexibilization of working time (Rehn, 1977).
Whereas many studies have rather neglected Beveridge’'s emphasis on so
integration, this book aims to refocus the analysis on the participatory aspect
full employment. It seeks, therefore, to understand the dynamics of mode
labour markets and to develop institutional arrangements capable of preventi
structural unemployment and its concomitant of ‘idleness’, which today migh
better be labelled ‘social exclusion’. Following in Beveridge’s footsteps, we tak
‘social exclusion’ to mean more than simply the lack of a permanent job an
exclusion from social entitlements such as unemployment benefits. It also mee
not having the prospect of a career that evolves over time, not having acces:s
the resources needed to ensure employability and not being able fully to p:
ticipate in all spheres of social life because of a lack of secure employme
prospects. As Beveridge noted, social exclusion means ‘not being wantec
being unable to use one’s own productive capacities. Thus we use the te
‘social exclusion’ not in the narrow sense of selective discrimination or tc
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denote cultural ‘outcasts’ but in a broader sense, to denote universal tende
cies towards inequality of opportunity related to changes in the labour mark
(Silver, 1994).

The main question this book seeks to answer, therefore, is how to achie
social integration through labour market and employment policies. Howeve
the question goes beyond Beveridge's target of achieving ‘freedom fror
Idleness’ mainly for ‘male breadwinners’. For Beveridge, it was self-evident
that the counterpart to this freedom from long-term unemployment or unpai
work was full-time employment with a wage sufficient to enable a whole
family to live decently. Today, the question of participation in productive
activities cannot be restricted to full-time paid work. Social integration or
inclusion in the labour market now means more than simply ‘making work
pay’; it also means ‘making transitions pay’ in such a way as to extend th
opportunity set available to individuals as they move between various prc
ductive activities, and particularly those seeking to achieve an equal balan
between family life and paid work.

The second deviation from the Beveridge approach is a different view c
the functioning of labour markets. The shift in work organization from the
hierarchical bureaucracy of medium-sized or large enterprises to netwol
labour markets renders obsolete the clear distinction between the market &
the state. Thus a policy for full employment can no longer be confined solel
to market intervention but must involve more subtle interaction betweel
public and private capabilities and resources. Labour market and employme
policy is becoming increasingly reliant on negotiated management, in partict
lar at local level, that is at the level of the firm, community, region or indus-
trial sector, which in many cases now transcend national borders.

The first key hypothesis that unifies the authors of this book is that the ne
dynamics of the labour market and the causes of structural unemployment c
only be understood in the broad analytical perspective of employmer
systems. Employment systems are defined as the set of institutions and of p
icies affecting these institutions that simultaneously determine the level c
production and employment. It is the interaction between production systen
and labour market systems that determines quality and quantity of emplo
ment. And it is institutions that determine the outcome of this interactior
(Schmid, 1994). These institutions act as filters, explicitly or implicitly
suggesting to the actors certain reactions and excluding other possible |
actions to external challenges from globalization or the new economy and
internal challenges from demographic changes or individualization. Thus th
book addresses the question of how employment systems react to these cl
lenges and whether good practices or transferable strategies can be identif
that might foster mutual learning processes within the European Union.

The second key hypothesis around which the book is organized is th
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transitional labour markets are beginning to emerge. Transitional labol
markets are both a theoretical and a policy-oriented concept. They are bas
on the observation that the boundaries between labour markets and ott
social systems (such as the educational system or private household ec
omics) are becoming increasingly blurred and on the assumption that the
boundaries have to become more open to transitions between gainful emplc
ment and productive non-market activities if ‘insider—outsider’ distinctions are
to be broken down, long-term unemployment is to be prevented and segme
tation or occupational segregation in the labour market reduced. This part
the book identifies the economic and institutional conditions for ‘good’ labour
market transitions likely to enhance employability, prevent downward spiral
into precarious employment statuses and increase social integration. In tre
sitional labour market theory, employment acquires a new meaning
Traditionally, employment has been defined as the act of employing a persc
the state of being employed or a person’s regular occupation or business. In
new meaning, employment denotes a temporary state or the current manif
tation of long-term employability (Arthur and Rousseau, 1996; Gazier, 199¢
Moss Kanter, 1989). Whereas the prototype of the old employment relatior
ship was the internal labour market, with its predefined entries and exits ar
robust and inflexible career ladders, the prototype of the new employmel
relationship is the network labour market, with its flexible entries and exits
contingent on opportunities and professional expertise and discontinuous a
flexible paths of accumulating work experience.

Transitional labour markets foresee the end of purely dependent labour, t
individual's release from the bonds of the firm and the beginning of a new forr
of self-employment, in which the ‘self’ does not mean an independent self bt
rather an interdependent self, in which psychological identity flows from socia
integration, that is from the individual’'s relations with others. In this sense
social integration means participating in various productive social network
related not only to paid work but also to family work, cultural activities and
voluntary work. And just as the world of work is changing, so the meaning o
the term ‘transition’is changing as well. It used to denote simply the movemei
between employment statuses. In its new meaning, however, transition star
for flexible employment careers, including the stages of preparation, encount
adjustment, stabilization and renewed preparation for a new job or task (Arth
and Rousseau, 1996: 378). This redefinition clearly shifts the emphasis towar
evolution. From this perspective, all apparently uncomplicated, one
dimensional measures intended to solve long-term or structural unemploymel
such as providing a basic minimum income for everybody or the negativ
income tax, begin to look doubtful. Transitional labour markets provide a muc
richer and realistic concept of a proactive and cooperative labour market polic
which is the third key issue addressed in this book.
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2 THE PERFORMANCE OF EMPLOYMENT SYSTEMS
IN ATIME OF CHANGE

In Part | of the book, various approaches to the changing nature of mode
labour markets are presented. The concept of ‘employment systems’is dev
oped as an analytical framework for international comparative studies of th
relationship between employment regime and employment performance. Tt
approach is then applied to an examination of the success of four small coL
tries, Austria, Denmark, Ireland and the Netherlands. Finally, the youth labot
markets in Germany, France and the United Kingdom are compared.

Chapter 2 (Schmid) begins by clarifying the terms ‘globalization’ and ‘indi-
vidualization’ and discusses their possible effects within the employmen
systems framework. The central hypotheses guiding the subsequent empirit
analysis are the concepts of ‘requisite variety’ (only institutional variety
‘destroys’ external variety); ‘institutional complementarity’ (the functional
harmonization of institutions influencing a particular target variable) anc
‘institutional congruency’ (correspondence of decision-making autonomy an
financial responsibility for the decisions taken).

The chapter goes on to assess employment performance at different lev
from 1971 to 1997. The European Union (EU15) is compared with the
competing Japanese and American employment regimes and selected |
member states (Austria, Denmark, France, Germany, the Netherlands, Swec
and the United Kingdom) are compared with one another. Employment ela
ticities are estimated, since the more slowly employment reacts to econorr
growth, the greater the risk of segmentation in employment and unemploy
ment becomes. High employment elasticity can be achieved through tw
different strategies: on the one hand, high wage flexibility, on the other, hig
working time and skill flexibility. Which countries follow which strategy can
be ascertained by breaking down the change in employment into its individu
components. A simple but effective method of decomposition reveals th
contribution of demographic, behaviour-specific and policy-related factors tt
the dynamic of employment. The results of this decomposition serve as a ba
for typologies of ‘employment regimes’. The next concern is to ascertail
whether these regimes also have identifiably different effects on econom
well-being in various dimensions. By examining the combined effect on 1(
performance measures, the chapter demonstrates the existence of impor
trade-offs. Good performance in one dimension (for example, employmer
growth or declining unemployment) might diminish performance in other
dimensions (income distribution or productivity, for example). It also emerge:
from this exercise that no single country can be held up as a model of succe
ful employment policy, and that countries can make, and have to mak
choices regarding the employment regime they prefer.
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Nevertheless, there are signs that those employment systems that he
adjusted well to ‘globalization’ and ‘individualization’ share certain character-
istics. Developments in Denmark and the Netherlands in particular, and 1
some extent in the United Kingdom as well, seem to offer some guidance f
the less successful employment systems, and the European Union as a wh
in drawing up an effective employment strategy. Such a strategy requires fo
elements if it is to succeed. First, it should offer a broad opportunity set ¢
mobility between various forms of employment relationships. Second, mul
tiple risk management institutions should be established to protect workers n
only against loss of earnings through unemployment but also against fluctu
tions in earnings as a result of changes in their employment relationship
Third, wage systems should be put in place that are increasingly independe
of formal employment status and more closely linked to performance; thes
systems should be supported by an employment-friendly system of taxatic
and social security contributions. Fourth, and finally, employability needs t
be maintained and extended through the institutionalization of lifelong learn
ing, both at individual and at company level.

Chapter 3 (Auer) analyses more specifically the contribution of labou
market policies and their delivery institutions to the employment success ¢
Austria, Denmark, Ireland and the Netherlands. While the ‘generosity’ of the
unemployment benefit system is often blamed today for the persistence
long-term unemployment, this chapter provides evidence that it might be tf
use of the unemployment benefit system as a temporary lay-off system ratt
than any lack of ‘generosity’ that explains to some extent the relatively lov
levels of long-term unemployment in these countries. The lay-off system,
which is especially highly developed in Austria and Denmark, can be seen
institutional support for ‘maintenance transitioAssuch transitions allow
firms to adjust employment levels while at the same time providing incom
and employment security for workers. The study also demonstrates the exte
sive use of the unemployment insurance system for transitions between wc
and early retirement. Although early retirement schemes are costly and ri
counter to the trend towards longer productive lives, the chapter argues
favour of keeping this labour market policy instrument as a countercyclica
buffer. However, it would be sensible to make this instrument revetsibte
to develop institutional devices for transforming exclusionary transitions intc
integrative transitions for older workers, for instance by introducing phase
retirement programmes. Special training courses for the elderly, work plac
adjustment, part-time work or wage subsidies would be further options.

Finally, the chapter argues strongly for the development within active
labour market policies of institutionalized bridges that can be used in critice
transitions between public and private labour markets or between gainfi
employment and other useful activities. In this sense, active labour mark
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policy would be a permanent feature of modern employment systems. F
individuals, however, such ‘bridges’ should be regarded only as transit zone
Modern labour market policy should be ‘activating’ rather than ‘active’ in
order to prevent workers being trapped in publicly subsidized ‘secondar
labour markets’.

Chapter 4 (Detzel and Rubery) turns to the crucial role of the youth labot
market in organizing the transition from school to wdilhe authors choose
three quite different employment regimes to demonstrate the impact of bas
structural differences on employment opportunities and trajectories over tt
life course. The first of these regimes is the French one, which is still largel
characterized by internal labour markets and central state legislation. Tt
second is the German system, which still revolves around the three pillars
the dual vocational training system, the corresponding occupational labol
markets and corporate forms of regulation. The third is the UK, &
‘Balkanized’, company-led employment system with little central intervention
and regulation. Each system has specific strengths and weaknesses. -
French system is particularly exclusive, offering few points of entry into
protected internal labour markets and forcing young people into long
sequences of transitions. This leads to a highly competitive labour marke
especially for highly-skilled workers. This in turn gives rise to displacement
processes affecting the less skilled or to an increase in the time spent in forn
education. The German system is the only one that keeps the level of yol
unemployment down to the average level, albeit at the expense of those ha
core, especially ethnic, minorities who fail to enter the occupational labou
market and therefore suffer social exclusion. The British system leads your
people to enter the regular labour market much earlier than their French a
German counterparts. This gives them an opportunity to acquire more prac
cal experience through the various employment transitions they underg
although they have little incentive to acquire formal qualifications beyond the
standard school-leaving certificates. This leads to some degree of care
immobility. On the basis of these findings, the chapter argues strongly again
a universal concept of employment systems and emphasizes the need
context-specific institutional arrangements to foster the mobility that is one c
the most important characteristics of transitional labour markets.

Four conclusions are derived from this analysis. First, universal labou
market policy prescriptions must be avoided. Second, lifetime trajectorie
have to be considered in evaluating proposals for transitional labour mark
policies. Third, the principles of institutional congruency and complemen:
tarity (see also Chapter 3) require that path dependency be considered in
policy proposals. Fourth, policies aimed at one group, young people fc
instance, have always to be assessed in terms of their side-effects on ot
target groups. Finally, in order to avoid zero-sum games among target grouy
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in which young people’s gains might be achieved at the expense of low-ski
women or older workers, transitional labour market policies also require a
appropriate macro-level employment policy, a conclusion which is strongly
corroborated by Chapter 2.

3 THEORETICAL AND NORMATIVE DEVELOPMENTS

The second part of the book tackles specific analytical and normative issues
transitional labour markets, starting with a presentation of the overall frame
work of the concept and continuing with in-depth studies of particular aspect
The theory of transitional labour markets is examined against the backgrout
of possible criticisms and the discourses of segmentation and transaction c
theory. A third chapter deals with legal barriers and opportunities and ne
legal issues arising from the concept of ‘flexicurity’.

Chapter 5 (Schmid) starts with a critical consideration of the ‘standart
employment relationship’, whose end is frequently announced as a prove
fact. On closer examination, however, it becomes clear that the majority ¢
workers are still in permanent, dependent, full-time employment relationship:
‘Atypical employment relationships’ (part-time working, self-employment,
fixed-term contracts and agency work) are on the increase, but mainly at eitr
end of the working life, where they serve as ‘bridge jobs’ for those entering ¢
leaving the labour market. One exception is the substantial minority (in th
Netherlands even a majority) of married women with children who tradition-
ally use (or are confined in) non-standard employment forms. However, th
gender gap in employment forms is closing, and what hitherto has bee
regarded as the standard employment relationship is also changing in natu
too, and increasingly includes elements of risk sharing, such as performanc
related pay, and flexible working-time arrangements.

Globalization, information technologies, rising female participation rates
and demographic changes, however, can only partly explain the change
forms of labour market participation. A theoretical model that distinguishe:
between sales contracts and employment contracts reveals that ‘employe
(including women) and ‘employers’ will continue to have a strong interest ir
permanent employment contracts. However, such contracts will increasing
contain elements derived from sales contracts, such as explicit agreements
specified targets, the sharing of both profits and training costs and flexibl
work organization. Examination of the labour market for artists and journalist
sheds further light on the world of work of the future, and especially on th
opportunities and dangers of a new risk culture in employment. Here we fin
strategies — such as maintaining and enhancing employability through co
tinuous training, multiple employment relationships, combinations of dependel
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employment and self-employment and public—private mixes of insuranc
systems — that can be considered as important elements in the re-engineel
of the modern welfare state.

However, most people are unable to cope by themselves with the incree
ing risks associated with such flexible labour markets. This is especially tru
of the majority of families with children who have to struggle to combine
unpaid care work (done mostly by women) with the need to earn a dece
income through their labour services. Care work has to be recognized mo
explicitly as a productive social resource and institutional arrangements a
required to enable people to cope with transitions between various forms
productive activities during the life course, especially those critical event
related to the transition from school to work, from labour market to family
work, from unemployment to re-employment, from dependent to self:
employed work and (gradual) transitions into retirement. Both the new ‘gende
contract’ and the new ‘generation contract’ require a new concept of ‘ful
employment’, for which the chapter provides guidelines and principles. It i
suggested that ‘full employment’ be understood as a ‘fluid equilibrium’ arounc
an average 30-hour working week over the life course, from which there coul
be substantial upward or downward variations (transitional employmen
unemployment or ‘inactivity’) according to family needs, the need for adjust:
ment to economic or technological change or simply changes in individue
preferences. In order to support men and women in their attempts to cope w
these critical transitions, reliable ‘bridges’ are required. These ‘bridges’ woul
take the form of legitimized and socially protected options to take, or to negc
tiate on, career breaks, amounting, in effect, to the institutionalization of trar
sitional labour markets (for applications, see Chapter 12).

In Chapter 6, Bernard Gazier considers the problems of justifying, imple
menting and evaluating transitional labour markets as reforms of the labol
market. He does so by linking this new concept to basic theories of the fun
tioning of the labour market. Two main criticisms based on differing views of
adjustment processes are discussed. The first, centred on classical lab
market adjustments and flexibility, argues that transitional labour markets al
unduly complicated arrangements and that mobility or leave arrangements &
best managed through free negotiations between the actors who can cho
from the available ‘contractual variety.” This contrasts with segmentatior
theory, which suggests that transitional labour markets could become tra
from which, for the disadvantaged elements of the workforce, it would b
difficult to escape. By answering both criticisms, Gazier shows that tran
sitional labour markets could be a realistic and effective means of reformin
the labour market. He goes on to discuss implementation and evaluatic
problems stemming from complexity and control issues.

In response to the free market argument, transitional labour markets can
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presented as a device for multiplying the number and interaction of adjustme
variables in a field in which traditional variables such as prices, quantities ar
qualities (in other words wages, jobs, hours and workers) are strongl
constrained and perform many functions. As far as the segmentation argume
is concerned, it is shown that transitional labour markets, if properly manage
could confer greater bargaining power on ‘outsiders’ and disadvantage
sections of the employed workforce, thereby fostering social integration. Th
chapter investigates the complexity and control issues in some detail, exami
ing the possible drawbacks of a locally managed negotiation process on ‘tra
sitions’, chief among them the problems of moral hazard and advers
selection. The suggested solutions include the introduction of competitio
between employment agencies, a transfer policy allowing poor regions f
finance ‘transitions’ and the introduction of homogeneous and relevant eval
ation criteria. ‘Employability’ and ‘profiling’ are briefly discussed, and finally,
transitional labour markets are presented as a specific learning and politic
process.

Chapter 7 (Wilthagen and Rogowski) deals with some of the legal aspec
of the emergence, operation and efficacy of transitional labour markets.
starts with a discussion of the legal boundaries of labour market policie:
which include legal complexity, regulation thresholds and the costs of trar
sitions and transactions that arise as a result of legal regulation. It the
explores a number of legal and social strategies and reforms that provi
opportunities for a legal design attuned to the dynamics of transitional labot
markets. First, a strategy based on the reflexive deregulation of legal barrie
to transitions is discussed, with particular reference to a reregulation strate
involving the introduction of vouchers. The main thrust of these schemes |
that workers are granted rights to transitions (for instance, training leaves
temporary short-time work) which are exercised within a legally determine
framework but are brought into effect by means of an individual decision
freely taken, rather than as the result of risk. For this reason, these rights :
also referred to as ‘social drawing rights’ (Supiot, 1999). The chapter carefull
discusses historical experiences, the range of possibilities and the conditic
under which transaction costs might be contained and collective and ind
vidual interests balanced within the context of voucher schemes, for instan
through the introduction of so-called ‘default terms’.

Second, the authors analyse some examples of reflexive regulation, and
particular equal treatment law, as a strategy for overcoming discriminatio
thresholds, with particular reference to the regulation of part-time work, ‘flexi-
curity’ and the regulation of training for agency workers. The chapter
provides examples of good practice, with special emphasis on Dutch expe
ences, and stresses the need for intermediary job services or transition ag
cies to implement transitional labour markets effectively. The authors refe
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especially to the ‘flexibility versus training paradox’ and to the possible role
of temporary work agencies (already widespread in the Netherlands) i
providing a solution. It appears that this innovative institution is increasingly
serving as a transition agency, channelling new entrants (young people) or |
entrants (women or men coming off extended parental leave) into the regul
labour market. To some extent, they even provide permanent employmel
albeit in the form of a sequence of jobs with different employers. Finally, the
chapter explores the possibility of introducing a constitutionally protectec
right to transitional employment at the European level, even going so far as
propose a concrete formulation.

4 APPLICATIONS AND POLICY STRATEGIES

The third and final part of the book opens with an examination of the employ
ment dynamics of EU member states that draws on the transition matrix
flows in and out of various labour force statuses. This matrix not only dem
onstrates the high level of mobility in the labour force in any one year but als
reveals a diversity of country-specific dynamics requiring explanation ant
further research. This is followed by an investigation of transitions into an
out of self-employment in Europe. Empirically, the emphasis is on the UK
and the investigation seeks to ascertain the extent to which new forms of se
employment enhance social integration. These empirical chapters are follow:
by discussions of three key policy issues related to the promotion of trar
sitional labour markets. The first focuses on policies and institutional arrange
ments for working-time flexibility as a means of promoting integration and
helping to maintain employability. The second examines the potential fo
transforming ‘active’ labour market policy into ‘proactive’ policies, empha-

sizing interaction and cooperation at the local level. The third considers tf
possible shift of social policy towards risk management, in which the
transformation of unemployment insurance into a comprehensive system

employment or income insurance could play a crucial role.

Chapter 8 (Kruppe) develops a systematic framework — the transitio
matrix — for investigating the interrelated complexity of transitions betweer
various labour force statuses. It provides for the first time descriptive evidenc
on the size and composition of transitions for 10 EU member states. Using t
annual survey of the European Community Household Panel (ECHP) wit
monthly calendar information from waves 2 and 3 (1994/5), it demonstrate:
for instance, that on average in Europe 16 per cent of the population over
change labour force status at least once a year. As expected, women hav
higher propensity to undertake such transitions, which explains to some exte
the fact that only about 28 per cent of all transitions are related to depende
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employment. More than two-thirds of the transitions are related to unemploy
ment (about 20 per cent), self-employment or to various forms of ‘inactivity’
such as education or training, household activities or (early) retirement.

Special emphasis is given to transitions out of education or training an
unemployment. The quality of these transitions is a decisive element in tt
proper functioning of labour markets. The study finds great variations in bot
sets of transitions. Only in Ireland, Germany, Denmark and the Unite
Kingdom do more than half of all those leaving education or training end u
with an ‘active’ labour force status (dependent employment, self-employmen
family work, apprenticeship, community or military service), suggesting tha
the other countries (Belgium, Greece, France, Italy, Spain and Portugal) ha
severe transition problems. The level of transitions out of unemploymer
varies even more. In some countries, a substantial share of the unemployed
high as 43 per cent in Germany) does not enter dependent employment i
mediately, passing first through other intermediate stages, inactivity or retire
ment. This too is indicative of precarious transition patterns.

The chapter ends by suggesting a range of possible future applications
more waves of the ECHP become available. The utility of dynamic employ
ment studies based on the transition matrix could be much improved if the de
were structured in greater detail according to performance measures relatec
the European employment strategy.

Chapter 9 (Meager and Bates) enquires into the role that might be playe
by self-employment and by transitions between self-employment and othe
labour market statuses. It starts by briefly considering some of the evidence
the labour market significance of self-employment, looking at trends in stock
and flows in European countries. While growth in non-agricultural self-
employment is less dramatic than often claimed, there is nevertheless a cls
upward trend. A growing proportion of the workforce, including social groups
among whom self-employment has traditionally been low, will experience on
or more spells of self-employment during their lifetime. The implications for
income, employment opportunities and social security, especially in old ag
are still largely unknown.

This chapter provides a sophisticated and thorough analysis of these qu
tions. It draws basically on the British Household Panel Survey (BHPS)
which makes it possible to study to some extent the employment history
people transiting in and out of self-employment. The results, backed up
detailed descriptive material and logit models determining the individual cha
acteristics related to transition patterns, are at first glance rather pessimistic
appears that being self-employed increases the risk of being poor, especie
in old age. Clearly, neither the social security nor the tax system is adapted
the needs of the growing group of people in precarious self-employment, ar
especially not to the high share of people in ‘pseudo’ self-employment
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Although governments, not only in the UK but also in most other Europeal
member states, have begun to tackle the issue, it is not straightforward
design a regulatory regime that provides both social security and incentives f
self-employmeng.

On the other hand, the study provides more encouraging evidence showi
that positive transition routes can be identified in some segments at least of
new self-employed population. This applies in particular to more highly qual
ified people, who have a high propensity both to move into self-employmer
and to transit back into better paid dependent work. In this group, in whic
women are well represented, successful combinations of part-time sel
employment and home activities or dependent work can also be found (s
also Chapter 5). In addition, recent studies show that transitions into ar
out of self-employment enhance employability through the acquisition o
human and social capital and that the long-term unemployed who enter se
employment tend to be more stable in their work than those who go into wa
employment. Finally, the study emphasizes the importance of identifying i
future research those structures that will best enable the new self-employed
develop and update their vocational skills.

Chapter 10 (Anxo and O’Reilly) deals with time flexibility over the life
course and the institutional arrangements that favour such flexibility. |
concentrates on three major aspects, namely different approaches to regulat
working time within a range of European Union countries, trends towards
general reduction of full-time working hours and the development of non
standard employment. The authors argue, first, that there has been a gen
trend since the 1980s towards the diversification, decentralization and individue
ization of working time. However, at least three different types of flexibility
strategies have to be acknowledged: state-regulated flexibility (France ar
Spain), negotiated flexibility (Finland, Denmark, Germany, the Netherland:
and Sweden) and individualized/market-regulated flexibility (United Kingdom,
Ireland). These marked differences are reflected in great variations in working
time patterns and require policies to be differentiated accordingly.

Second, the chapter provides a comparative overview of working-time redu
tions linked to attempts to develop universal solutions to working-time adjust
ment that cover all employees, or large sections of the workforce in a particul
sector. Evaluations of these policies, both at macro and at microeconomic lev
conclude, somewhat pessimistically, that the conditions required for a collectiv
reduction in working time to have a long-term impact on employment or unernr
ployment are very restrictive. In contrast to general, undifferentiated, across-th
board reductions in working time, negotiated and decentralized reductior
providing incentives for continuing training and education or the use of time
accounts (accumulation of overtime work on an individual account to be
exchanged later for times not worked) promise better results.
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Third, non-standard forms of employment are often seen as solutions f
individuals seeking to adapt to particular circumstances and resolve compe
ing demands on their time. However, individuals’ ability to make use of sucl
options is highly contingent on the general regulation of working time in &
given country and on the way employers use working-time flexibility. The
authors synthesize their own studies of this idsalegl show that the contri-
bution of non-standard employment forms to social integration has been rath
disappointing to date. Part-time work clearly acts as a form of integration fo
those outside the labour market and for a tiny minority of the unemployed.
is rarely part of a maintenance transition and seldom leads to full integratic
into the labour market. For low-skill women in particular, part-time work and
other non-standard employment forms often lead to social exclusion. In ord
to extend the range of positive trajectories, which in the past have most
involved more highly skilled people, a thorough rearrangement of the benef
and tax system is required as well as provisions for the decentralized negot
tion of flexibility. The European employment strategy has still a long way tc
go to reach this goal.

Chapter 11 (de Koning and Mosley) investigates how active labour marke
policy can be made more effective and contribute to the establishment
successful transitional labour markets. Emphasis is given to the increasil
need for flexibility and continuing training. While workers have a strong pref-
erence for a stable income reflecting their activity rate over time rather than
a specific point in time, firms prefer payment for actual performance and ten
to reduce their human capital investment if employment relations become le
stable. No straightforward solution to this flexibility—training paradox is in
sight8 Although workers could in principle transfer income over the course o
their working lives by alternately borrowing and saving money, this seem
feasible only for relatively few individuals. Imperfections in the capital market
make it unlikely that, for instance, an adult person without much educatio
could borrow the money needed to finance training. Thus there is a (possit
growing) need for government to share the risks associated with the mode
labour market (see also Chapter 12).

In principle, active labour market policy can help to solve this paradox b
increasing labour mobility through transitional labour markets. However, the
evaluation literature on active policies reviewed in this chapter is rathe
pessimistic about the effectiveness of conventional mea$uredact, a
majority of these measures are directed not towards mobility but towarc
exclusionary transitions (early retirement) or maintenance transitions nc
designed to enhance employability. The authors argue, however, that it is fa
ures in targeting policies towards the most needy problem groups but also,
not principally, in implementation that are responsible for the poor results ¢
active labour market policy. They therefore examine in detail implementatio
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designs and put forward various proposals for enhancing policy effectivenes
In particular, they recommend the introduction of competition into the imple-
mentation process, with the proviso that governments should set quality sta
dards and carefully monitor and evaluate the outcomes. They also stress
need to exploit more effectively the possibilities offered by the new informa
tion technology. Finally, they recommend the establishment of closer link
between active labour market policy and social security, the design of whic
should provide much stronger incentives for both workers and employers |
avoid claiming benefits at all or, if this proves impossible, to limit the benefit
duration by involving people with as little delay as possible in measure
intended to enhance their employability.

Chapter 12 (Schmid) begins by attacking the present trend in Europes
social policy towards a selective welfare state and argues for the maintenar
of a universal system of mutually supportive social protection and employ
ment policy. What is required is not a shrinking of the welfare state to a soci
protection system of last resort for the ‘needy’, but a comprehensive system
public—private risk management. A central element of joint risk managemer
must be the extension of conventional unemployment insurance into a broac
system of employment insurance which encourages people to assume
income risks of flexible employment relationships. By making transitions pay
a strategy of establishing institutionalized ‘bridges’ between various employ
ment states would provide a set of mobility opportunities for all categories ¢
workers. In contrast to the incipient fiscal crisis that threatens to engulf th
traditional welfare state, transitional labour markets are self-containing sinc
they require negotiation, cofinancing and individual participation in the pro-
vision of social protection. They emphasize the ex ante promotion of mobilit
rather than ex post redistribution through transfers. The aim of risk manag
ment, therefore, is not to minimize risks but to make risk taking acceptabl
through the provision of new forms of intertemporal, intergenerational an
interregional forms of solidarity.

The second (and longer) part of this chapter seeks to ascertain what mic
constitute good practice in transitional labour markets. Quality criteria fol
‘good transitions’ are developed. These criteria include freedom of choic
through empowerment, solidarity through joint risk sharing, effectivenes:
through a combination of cooperation and competition (‘co-epitition’), ef-
ficiency through decentralization and monitoring or evaluation of quality
standards. The five main types of transitions in the labour market are the
scrutinized. The type of risk inherent in each one is defined more precisely al
interesting innovations in risk management susceptible of generalizatio
within EU member states are described. Policy recommendations for active
ing these transitions are then advanced. For transitions between training a
work, leave schemes supported by training vouchers are proposed (see &
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Chapter 9). For those between various working-time regimes or employme
statuses, flexible income security schemes are recommended, together with
extension of wage policy to include such transitions (concession bargaining
For transitions between private household and labour market work, incorr
support schemes are proposed (in-work subsidies, for example), together w
the inclusion of care leave into the extended employment insurance syste
For those between employment and unemployment, one proposal amo
many other possibilities is that professionalized job services should be set |
in the form of various transition agencies (for example, temporary work ager
cies). Finally, for transitions between work and retirement, various forms o
phased retirement are proposed, especially those that use entitlements
unemployment benefits as cofinancing instruments for in-work subsidies ar
job creation.

The third part of the chapter concludes by framing the elements of a ne
European employment compact, a term that denotes a new regime of forn
and informal agreements between the state (at transnational, national and lo
level), the social partners, employers and employees. The new roles the
actors would have to play are described. These roles have three key featur
the assumption of more entrepreneurial functions, together with the corr
sponding responsibilities and risks, the continuous promotion of sustainab
employability through lifelong learning and acceptance of responsibility for
the disadvantaged through the provision of meaningful jobs for all.

It is not clear whether national perceptions and constraints will lead t
generalized compliance with this new European labour compact. Howeve
even if compliance is obtained, there is still the question of what should b
done next to help solve old and, especially, new structural problems in tt
labour market. Unemployment is still high in many countries and long-tern
unemployment still leads to social exclusion. Many people are still disadvar
taged by inadequate education and recurrent precarious employment relatic
ships, while poverty linked to precarious or discontinuous employment caree
is on the increase. Inequality of employment opportunities persists, ar
family-friendly work organization systems have yet to be fully implemented.
Last but not least, skill mismatches are continuing to increase.

A realistic next step from the European perspective would probably be t
increase transfers of good practices (‘bench-learning’), as suggested in tt
book and the other volumes in this sefé&uch a process of convergence
through learning will no doubt be important. One beneficial side-effect woulc
be the avoidance of ‘social dumping’ as borders open up and competitic
within the European zone increases. However, the disaster of long-term une
ployment and the new risks inherent in the modern labour market call fc
wider and more visible initiatives. Some of these could be directed towards tt
monetary and budgetary spheres, while others could focus on labour mark
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policies and the link between labour market regulation and social protectic
that this volume has sought to develop.

Clearly, it would be impossible and probably counterproductive at preser
to propose an integrated, all-encompassing strategy in such an enormous :
heterogeneous field. The diversity of member states’ policy choices and soci
protection arrangements is even greater than the diversity of their labol
market policies. However, such unified proposals are not what is needed. Wt
is needed — and what is currently lacking — is persuasive regulatory ideas.
this volume, we have suggested that a number of different experiences
point to a need to open up greater opportunities for mobility in and around tf
labour market. It may be possible to meet this common need in different way
in different countries. In order to systematize this perspective, we propose tl
concept of transitional labour markets as one of the regulatory ideas requir:
for reform of the labour market. Such ideas obviously need to be combine
with other approaches to social solidarity and reciprocity. In the field of
employment policy, their contribution may be to provide not an integrated bt
a systematic framework for improving the coherence and efficiency o
programmes intended to enhance employability. They would open up tt
prospect of a new full employment equilibrium compatible with equal oppor-
tunity and a non-segmented world of diverse employment relationships.

NOTES

1. Inthe USA (the only country considered by the author), the median hourly wage is $10. TF
proposed subsidy begins with a $3 boost for an hourly wage of $4, thereby raising the hour
rate to $7, and gradually decreases to zero for basic wage rates in excess of $12 per h
(Phelps, 1997: 113).

2. In such a system, the unemployed can be recalled to the workplace if demand rises.

3. For the useful distinction between integrative, maintenance and exclusionary transitions, s
O’Reilly et al.(2000: 3-4).

4. As the Dutch case shows, the shortage of skilled workers recently led to the introduction
special programmes to bring older people (those who had taken early retirement, or tt
partially disabled) back to the labour market. It is obviously easier to implement suct
schemes in a flexible employment regime with many part-time or temporary jobs than in
rigid full-time regime in which the only instrument available is wage flexibility.

5. As a complement to this chapter, see the collection of contributions in Schémann ar
O’Connell (2001).

6. See also Chapter 5, and Chapter 7 on the detection threshold that causes this hybrid emp
ment relationship to be systematically neglected.

7. See the collection of contributions in O’Reidly/al. (2000).

8. See also Chapter 9 in this volume and the concluding theoretical chapter by Schémann
Schdémann and O’Connell (2002).

9. This conclusion is reinforced by a number of recent impact assessments collected in
Koning and Mosley (2001).

10. O'Reilly et al.(2000); de Koning and Mosley (2001); Schémann and O’Connell (2002).
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2. Employment systems in transition:
explaining performance differentials
of post-industrial economies

Gunther Schmid?!

Employment systems in mature industrialized societies face a dual challenc
Firstly, digital information and communications technologies seem to hav
burst the remaining spatial boundaries of human interaction to encompass 1
entire globe, thereby opening up hitherto unsuspected opportunities for ratio
alization, creating new products and services and further intensifying comp:
tition. This economic globalization seems to be calling into question the
established institutions of national welfare states and changing the rule
governing labour markets. Secondly, changes in values seem to be reconfig
ing social relationships, destroying traditional ties and opening up new poss
bilities for the gender division of labour and the diversification of life styles.
Furthermore, the continuing increase in average life expectancy seems to
extending the scope for activities. This individualization is often assumed t
be threatening established social structures, particularly the family, and
require new intergenerational and, especially, gender contracts.

These challenges are much debated, although their consequences are
yet well understood. What hidden meanings do the slogans ‘globalization’ ar
‘individualization’ actually harbour? What adjustment problems are they caus
ing for established labour market institutions? How are other countries dee
ing with these trends? How are their employment systems performing ar
what explanations can be adduced for the differences between them? What
we learn from these differences? These are the questions this chapter will s
to answer.

The chapter begins by clarifying the terms ‘globalization’ and ‘individual-
ization’ (section 1). The question of their possible effects on employmen
requires an analytical framework within which the relationship betweer
employment policy institutions and exogenous trends can be systematize
The hypotheses developed within this analytical framework will then be use
to explain how and why employment systems in some OECD countries an
in particular, in some EU member states have clearly adapted more quick
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and more successfully than others to these broad trends (section 2). The
hypotheses have to be tested very carefully, since employment policy h
multiple goals with possible trade-offs and negative side-effects. Section -
therefore, assesses performance at different levels. It begins with a compe
son of employment elasticities, since the more slowly employment reacts
economic growth, the greater the risk of segmentation in employment ar
unemployment becomes. This examination reveals that high employment ele
ticity can be achieved through two different strategies: high wage flexibility.
on the one hand, or highly flexible working times and skills, on the other
Which countries follow which strategy can be ascertained by breaking dow
the evolution of employment into its individual components. A simple but
effective method of decomposition reveals the contribution of demographic
behaviour-specific and policy-related factors to the employment dynamic. Th
results of this decomposition serve as a basis for developing typologies
‘employment regimes’. Our next concern is to ascertain whether these regim
also have identifiably different effects on the various dimensions of economi
well-being (section 4). The final, summarizing section examines the combine
effect on 10 performance measures. It emerges from this examination that
single country can be held up as a model of successful employment polic
Nevertheless, there are signs that the outlines of a new, forward-lookir
employment system can be discerned more clearly in some countries than
others. Developments in Denmark, the United Kingdom and the Netherland
in particular, seem to offer the less successful employment systems some id
for reform and the European Union some guidance for a coordinated emplo
ment strategy.

1 EMPLOYMENT SYSTEMS IN THE MODERNIZATION
PROCESS

One of the effects of globalization is to subject a growing share of the world’
population to the same conditions. Individual and collective actors are increa
ingly being exposed to developments that take place ‘somewhere’, over whi
they have no control and to which they can merely adapt. In this sense, gl
balization is certainly nothing new. Since the 16th century at least, when tf
trade in colonial commodities began to develop, economies have been oper
ing on a worldwide basis and, as early as the turn of the 19th century, the sh
of international trade in world market output was at approximately the sam
level as today. This share fell sharply subsequently. At its peak, the industri
period was a predominantly national phenomenon.

What is new about globalization today, however, is the development ¢
institutional structures superordinate to the national level. Integration an
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interdependence are increasing, not only in economic and financial syster
but also in the scientific, technological, spatial and logistical dimen3ins.
earlier times, states traded with each other in nationally produced gooc
(‘made in X-land’), English woollen cloth in exchange for Portuguese wine,
for example. However, the British did not produce grapes, presses or barre
for the Portuguese wine industry, nor did the Portuguese produce wool, irc
or machinery for the English textile industry. Upstream activities, or inputs
were not integrated to any significant extent. National production was geare
to the domestic market and was largely unexposed to outside influences. .
a result, the international division of labour waacrostructuralin nature;
that is, it was based on the manufacture and trade of end products (Hub
1998: 37).

Globalization today is changing the leverage ratio between domestic ar
foreign markets. Domestic markets are extending beyond the boundaries
individual nation states. The European economic and currency union is
particularly striking example of this phenomenon. Trade is increasingly trad
in intermediate products. Activities upstream of the end product or service a
becoming increasingly integrated, whether between firms, regions or natic
states. Thisnicrostructuralinternational division of labour is driven mainly
by multinational groups, although medium-sized firms have long beer
involved as well, all of them global players engaged in coproduction througt
out the world and helping to coordinate transnational manufacturing an
service systems (‘made by X-company’). This trend is even affecting basi
research in economics and the other social sciences, while those more de
cated to the gratification of the senses will not ignore the trend towards ‘glob:
cuisine’, that is the mutual influence exerted on each other by different culi
nary cultures.

This process finds tangible expression in, among other things, the rise
direct foreign investment and in the above-average growth in foreign trad
volumes and currency flows. Optimists forecast that international trad
volumes will reach a value of around 11 billion US dollars by 2005, equiva
lent to 28 per cent of global economic output. In 1998, the share was 24.3
cent; in 1968, it was still less than 10 per cent. Transnational cooperation
reflected in spectacular mergers of large manufacturing and service cor
panies, as well as in the globalization of research and develofriiet.
organizational principle underpinning globalization is the intensification of
vertical and horizontahetworkingbeyond national boundaries. The driving
force behind the ‘new globalization’ is the digital revolution in information
and communication technologies which, following mass motorization and th
transport revolution, have once again broken through the ‘sound barrier’ ¢
factor mobility This applies particularly to capital and information; that is,
labour services that can now be digitized. One manifestation of this revolutic
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is ‘teleworking’, which is rapidly spreading around European countries, €S
pecially in the sparsely populated areas of Scandifavia.

The extent to which globalization is pressurizing industrial employment
systems to adapt will be discussed later in this chapter. Prior to this, howeve
it is necessary to consider another broad trend that is often neglected in t
debate currently dominated by special interest or pressure groups concerr
only with competitiveness. This is the growing trend towards social differen
tiation, which may even constitute a new phase in the process of individua
ization. The social revolution in gender relations, combined with a lastin
change in demographic structures, means that employment systems in mod
industrial societies face new challenges that are at least as dramatic as
changes in the global economy context. Individualization has added a ne
element of modernization to the historical phases of civilization, rationaliza
tion and differentiation.

Civilization denotes both the process whereby physical force is increas
ingly centralized as the state gradually monopolizes power and the process
increasing self-control. Unless fears of external encroachments on the lives
individuals and of inadequate protection in old age or in the event of illnes
can be minimized, a highly sophisticated society based on a complex divisic
of labour is scarcely conceivable. The same is true of the essential function
controlling a strong superego. Without the ‘inner fears’, for example of losing
one’s reputation, that are inculcated over many years, it would be virtuall
impossible for trust in professional competences to develop (Elias, 197
[1936]).

The process ofationalization on the other hand, has demystified the
world. According to Max Weber, this denotes less the increase in gener
knowledge of the conditions under which individuals live than the realizatior
or belief ‘that, in theory at leagine could control all things if only one wanted
to’ (Weber, 1946 [1917]). Thus the rationalization of society involves a belief
in the increasing intellectual mastery of living conditions and the concomitar
trust in or reliance on the appropriate experts. According to Max Weber, ratior
alization also denotes the pluralization of value systems and the scientif
search for the means to put them into practice.

One of the consequences of rationalization has been an accelerating proc
of social differentiation Even at a very early stage of its development, Adam
Smith saw the basis of this differentiation, namely a division of labour base
on specialization, as ambivalent. If the division of labour does indeed lead
greater rationalization, is it not achieved at the expense of human beings, w
increasingly become merely small cogs in a giant wheel, condemned to dt
and repetitive routine activities? Emile Durkheim saw things differently. For
him, the division of labour was a process that constituted the main source
social stability:
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In fact, besides this, we may observe that labor becomes more continuous as i
more divided. . . . As we go forward, however, work becomes a permanent occup
tion, a habit, and indeed, if this habit is sufficiently strengthened, a need. But |
would not have been set up and the corresponding need would not have arisen
work had remained irregular and intermittent as heretofore. We are thus led to tt
recognition of a new reason why the division of labor is a source of social cohesio
It makes individuals solitary, . . ., not only because it limits the activity of each, bu
also because it enhances it. It adds to the unity of the organism, solely throug
adding to it life. At least, in its normal state, it does not produce one of these effec
without the other. (Durkheim, 1933: 394-5).

Durkheim even spoke of a duty to specialize, ‘instead of trying to make
ourselves a sort of creative masterpiece, quite complete, which contains
worth in itself and not in the services that it renders’ (ibid.: 401). However
this specialization was not to be taken too far. There was also an obligatic
‘to realize in ourselves the collective type as it exists. There are commc
sentiments, common ideas, without which, as has been said, one is not a m
The rule which orders us to specialize remains limited by the contrary rule
(ibid.). A division of labour could not foster solidarity unless at the same time
it produced law and moral principles. Economists’ notion of a diminishing
importance of law (deregulation) was absurd, since the division of labou
brought not individuals but social functions into confrontation with each
other.

And society is interested in the play of the latter; in so far as they regularly concu
it will be healthy or ill. Its existence thus depends upon them, and the more they a
divided the greater its dependence. That is why it cannot leave them in a state
indetermination. In addition to this, they are determined by themselves. Thus al
formed those rules whose number grows as labor is divided, and whose abser
make organic solidarity either impossible or imperfect. But it is not enough tha
there be rules; they must be just, and for that it is necessary for the external con
tions of competition to be equal. (Ibid.: 407)

What is genuinely new about current developments? Whereas Durkhei
took the view that the development of individual personalities should remai
confined to the autonomous mastering of a function within the division o
labour located within a vague collective whole, the individualization argumen
starts from the assumption that individuals are increasingly seeing themselv
as the creators of their own, non-collective life plans. Taken to its logica
conclusion, this means that the principle of constant renewal or innovation cz
be applied universally, with the only limits to its diffusion being a lack of
resources or thoughtfulness. These limits are variable and random. At ol
extreme, individuality can be a niche phenomenon without consequences f
others, while at the other it can trigger a fashion craze that carries the whc
world along with it in next to no time. This phenomenon has always existed i
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individual cases and in the higher social strata. However, the early 1970s s:
a significant shift in this direction. Since then it has been possible to speak
a phase of individualization in which a critical mass of separate individua
interests, not only of men but also of women and children, is defined and p
into practice, in the face not only of the state and the church, of local comm
nities and kin, but even of individuals’ familiés.

The consequences can only be intimated with the aid of a few key term
an endogenous trend towards increasing female participation in the labo
market, rising divorce rates, increasing numbers of single parents ar
declining birth rates. The trend towards individualization is further re-
inforced by demographic changes. The period of independent living betwee
retirement and death is now longer than it used to be. Thus individualize
tion also means a society in which longevity, with increasingly long period:
of free time, is now the norm. The consequence is a change in the age stri
ture, which in turn affects the conditions under which the labour marke
operates. To date, for every 100 people aged between 20 and 60 (that
those who are, for the most part, economically active), there have bee
about 35 pensioners; in the not very distant future, that figure will rise to 7
or more’

The new phases in the development of globalization and individualiza
tion pose challenges to the basic institutions of the employment systems
modern industrial societies that can be regarded not simply as problems t
also as opportunities for renewal. Firstly, the interface between the priva
household economy and the labour market is affected. Fixed or predete
mined role allocations in the social division of labour are no longer compat
ible with the spread of individualization. This applies particularly to the
gender division of labour. The single male breadwinner model, in which th
man is in continuous full-time employment and earns a wage that is suff
cient to support a dependent wife and children, corresponds less and less
reality. This development, which has been evident for a long time, has no
however, led to the emergence of a new model for the institutional rule
governing the gender-specific division of labour. Thus individualization
means that a negender contracts required. For its part, globalization is
calling into question the traditional notion of full employment in its tem-
poral, spatial and social dimensions. In the information age, working for a
employer at a fixed location and producing goods or services for an anon
mous market is becoming increasingly obsolete. Thus the model of wor
organization characterized by continuous, full-time, dependent employmet
in one and the same firm, at one and the same place and in one and the s:
occupation will soon be a thing of the past. Thought through rigorously
therefore, globalization brings with it the need foreatructuring of the
employment relationshipr employment contractBoth of these trends,
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individualization and globalization, are eroding the traditional notion of full
employment, making it necessary to develop a new notion of what a ‘full
employed’ society might b&.

Secondly, social security systems are also being called into question ¢
two fronts. In particular, the march of individualization is raising the questior
of independent social security for women. This applies to both the risks of ol
age and those of sickness and unemployment. Poverty in old age affe
women in particular and, despite a certain degree of flexibilization, unem
ployment insurance is still not geared to discontinuous patterns of labot
market participation (which are increasingly affecting young males, inciden
tally). Globalization, for its part, is increasingly placing the pressure of
competition directly on labour as a productive factor, that is on wage and nol
wage labour costs. This raises the question of whether, in future, soci
protection for old age and against the increasing risk of fluctuating or los
earnings can still be financed primarily out of contributions and income ta:
or whether it is necessary to institutionalize alternative sources of finance
subsistence, either to supplement or to replace the current funding arranc
ments. The changes in the age structure and the increasing length of reti
ment are making these problems ever more acute and are fuelling demar
for a newintergenerational contractBoth individualization and globaliza-
tion obviously require a system of risk management that can react more fle
ibly than the traditional social security system to the increasing diversity o
income risks.

Thirdly, the institutions of wage formation are also facing challenges or
two fronts. Individualization means that the more or less implicit notion of the
family wage, that is a full-time wage that is supposed to be sufficient tc
support a family, or of a full-time wage that also recognizes status (for ex
ample, age), is no longer in tune with the times. Nor is the still observable pra
tice of discriminating between men’s and women'’s pay, which also contradict
any attempts to put in place a rigorous equality norm. This individualizatior
means thahew remuneration principlesill have to be developed. They will
also have to be adapted to the demands of globalization and information tec
nology, as well as to the new modes of work organization that have emerg
in their wake. Apart from wage discrimination, this applies in particular to the
notion of a solidaristic wages policy and to pay by seniority. The individua
incentive functions of wages will presumably have to become more evider
than hitherto. Furthermore, globalization means an intensification of wag
pressure that affects (and this is nothing new) not only low-skill workers bu
also intermediate and high-skill workers. In the coming age of the global, inte
grated labour market, German computer specialists, for example, will compe
on wages with their Polish or Indian counterparts, and in the near future th
will even apply to German professors of economics, land use planners |
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urban sociologists, who will increasingly have to compete with colleague
from abroad.

Fourthly and finally, individualization and globalization are also calling
into question the traditional institutions of general and vocational educatior
Because of the ‘ageing’ of the potential labour force, on the one hand, and t
technological revolution, on the other, adult educatidifedong learningwill
have to be developed as the ‘fourth pillar’ of the education system. At the san
time, this raises the question of a redistribution or redefinition of the roles c
the three established ‘pillars’ of the German education and training syster
general education, initial vocational training and higher education. The largs
bureaucratically regulated internal labour markets that provided systemat
opportunities for further training and advancement are being eroded in tf
same way as labour markets structured around lifelong ‘occupations’. Ne
forms of professionalization, or at least a growing willingness to cooperate i
project-based working practices, are required.

In sum, the challenges of globalization and individualization can be said t
have put an end to the antagonistic contradiction between ‘capital and labot
that characterized the era of the industrial society. The new fault lines a
increasingly running at right angles to these categories. The global integratic
of productive systems and the constant change that now characterizes so m
aspects of modern societies (individuality and innovation) are intensifying th
conflicts: between global and local enterprises, between highly-skillec
specialists with key competences in demand in the global market place al
less skilled workers with more circumscribed horizons, between men an
women with equally strong aspirations to independent careers, between car
women and traditional housewives or marginal female workers, and — last b
not least — between younger workers under pressure to take responsibility 1
protecting themselves against risk and older workers expecting to be protect
by solidaristic standards. Clearly, these conflicts are by no means any le
socially inflammatory than the old class conflicts. For this reason, the advau
tage in future will lie with employment systems that can also develop ne\
rules for conflict resolution.

In any event, employment systems have to adapt to the challenges posed
the broad trends of globalization and individualization. The mass unemploy
ment that still plagues most European and OECD countries can be seen as
expression of an inadequate capacity for adjustment to these trends. Howe\
what does this capacity for adjustment consist of? How are the variol
national employment systems reacting to the new challenges? Do the vario
patterns of adjustment clearly distinguish successful from less successt
systems? What is the essence of this distinction? These questions, typical
any system comparison, will be investigated in what follows. We begin with
brief outline of our analytical framework.
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2 AN ANALYTICAL FRAMEWORK FOR COMPARING
EMPLOYMENT SYSTEMS

Le réel est étroit, le possible est immense. (Lamartine)

Employment systems are constituted of institutions and policies acting upc
them that determine, simultaneously, the level of unemployment and emplo
ment. Institutions act here as filters, making certain reactions to extern:
shocks or challenges probable, while at the same time, as the quotation frc
Alphonse de Lamartine suggests, virtually excluding others that are theore
cally possiblé In what follows, the relevant institutions will first be ordered
systematically before consideration is given to the links between systel
performance and institutional arrangements.

The Interaction between Productive and Labour Market Systems

Employment systems are characterized by the interaction of two subsysten
namely the production system and the labour market system (Figure 2.1). It
in the production system that decisions on production are taken. Those ¢
cisions are influenced by the following institutions:

« the capital market, which determines interest and exchange rates, a
therefore the costs of capital formation and the terms of trade;

e the research and development system, which either encourages
inhibits innovation;

e taxes and contributions, which affect the cost of production factors an
profits;

 the regulatory system which, depending on its constitution, gives rise t
or reduces transaction costs.

Changes in these parameters are determined by actors whose decisions ar
turn, made within a framework of institutionalized rules: by central banks
(Schumpeterian) entrepreneurs, private households, treasury officials al
bodies representing various interegism this point of view, unemployment
can be seen as the result of foregone or uncompetitive production

Viewed from this angle, the long-term upward trend in unemployment ca
be readily explained. In the 1970s and 1980s, growth rates fell by half in virtt
ally all industrialized countries, with the exception of Japan. Industries witt
the highest productivity increase are no longer those in which employment
expanding, as was the case in the 1950s and 1960s. On the contrary, in m
industries in which employment levels have hitherto been high, the price ela
ticity of demand is declining because saturation points have been reached.
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Figure 2.1 Analytical framework for the comparison of employment
systems
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consequence, investment to serve larger markets is not worthwhile and lar
numbers of jobs are lost. International price competition worsens the situatio
and there is not yet any sign of an economic upturn sustained over a lol
period (Kondratieff cycle) by information and communications technologies
(ICTs) 10

One way out of this dilemma might be to strengthen the innovation drive
and improve the basic conditions for research and development. Howeve
such measures cannot be expected to make a substantial contribution to s
ing the employment problem unless they are focused on the service sector.
many service industries, demand still reacts strongly to productivity increase
and the consequent price reductions, making it possible to open up ne
markets or extend existing onEsHowever, even with the use of ICTs,
productivity increases are very difficult to achieve in many areas of the servic
sector (for example in education, health care, craft services or the carir
professions) and it will be necessary to put in place a finance and wages poli
that seeks to structure costs in a way likely to foster employment. In the ca
of these services, this applies first and foremost to direct and indirect wag
costs and to sales taxes.

But why has Europe’s position worsened dramatically relative to that o
competitors subject to the same trend? The first suspicion must be that Eurc
has lost ground in the international ‘trade war’. However, comparison o
growth rates shows that, at best, this can be only a partial explanation. It is tr
that Japan had consistently higher growth rates until the early 1990s, but
large part of this difference is attributable to the ‘latecomer’ effect. The subse
quent sharp drop in growth rates was an early sign of a fundamental structu
crisis in the Japanese employment system that cannot be analysed in ¢
greater detail her On the other hand, growth rates for actual GDP in North
America (USA) and Europe (EU15) have been broadly comparable since tt
mid-1970s. However, it is significant that the economic data for the USA
following the three recessions of 1974/5, 1980/81 and 1992/3 are consisten
more positive than for EU member states. Since the link between economr
growth and employment, contrary to a widely held view, is again becomin
closer rather than looser, as will be shown later, the key to explaining th
desperate European employment situation lies, in part at least, in the deterr
nants of the regressive growth dynamic and in the structuring effects, such
segmentation, hysteresis and insider—outsider divisions, that are familiar fro
institutional labour market theory. The argument, repeatedly confirmed il
many empirical studies, that the negative selection effects in favour of weak
groups in the labour market are stronger in periods of economic upturn the
during downturns applies as strongly as ever: the weaker and more hesitant
upturn, the more strongly the negative selection effects make themselves f
(Schmid, 1980).
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However, there are indications that Europe has a qualitative growth prol
lem. European production regimes seem to be less innovative than tl
American one. There is more than enough evidence to show that overregu
tion of the product market delays reactions to new market segments. Even
traditional product markets, such as the construction and food industrie
Europe does indeed seem to be suffering from regulatory sclerosis compar
with its main competitor? There are also signs that the countries with the
best growth rates in recent years (for example, the USA, the UK, Australia ar
Canada) have benefited from massive investment in information technoloc
and the deregulation or appropriate reregulation of this product marke
(Motohashi and Nezu, 1997). In any event, Europe is lagging behind in sevel
new growth areas, and in Germany, in particular, ‘employment opportunitie
(have) undoubtedly been squandered’ as a result of blockages in the inno\
tion system (Zukunftskommission, 1998: 174). Furthermore, there are sigr
that monetary and financial policies are not sufficiently well coordinated. Ir
particular, rigid adherence to the Maastricht criteria as a condition of entry int
the European Currency Union has brought (countercyclical) public investmel
activity virtually to its knees and unduly reined in actual demand. These brie
observations will have to be sufficient to counter the current tendency to foct
solely on labour market institutions or regulation in the search for a scapego
for the desperate employment situation in Eurdpe.

We turn now to the other side of employment systems, since decisions
produce are not necessarily followed by decisions to create new jobs and h
additional workers. These decisions are made in the labour market. The rul
and incentives that lead to decisions on labour supply and demand constitt
what we term théabour market systenfrrom this perspective, unemployment
can be seen as the result of inadequate incentives for (formal) gainful emplc
ment and of unrealized or misplaced employment. At least four institution
play a role in such decisions.

» The first is private households, theousehold economywhich offers
alternatives to paid work, shapes individual attitudes to gainful employ
ment and reduces or extends the volume of time available for paid worl

e The second is thax and social security systemhich affects individ-
ual employment decisions in two ways. First, the state as employer ce
provide alternative employment (funded out of taxation or charges) ir
social spheres outside the market. Second, the largely state-regulat
benefit system can offer alternatives to earned income for workers i
certain risk situations (unemployment, sickness, old age).

» The third is thendustrial relations systepwhich regulates the conflict-
ing interests of labour market actors, whether through self-organizatio
(for example, collective agreements that determine both the level an
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the structure of wages, as well as employment conditions) or throug
statutory regulations (such as dismissal protection, or rules on the dur
tion and scheduling of working time), or a combination of the two.

» The fourth is thegeneral and vocational education sysfewhich
produces general knowledge, learning skills and vocational competer
cies and determines the limits of vocational mobility and flexibility.

Labour market policy can influence employment decisions through all four o
these institutional pathways: by providing systematic information and advic
(job placement) and by taking measures that favour disadvantaged groups
the labour market, by changing the level and duration of benefit payments, |
subsidizing wage costs and by promoting further training and retraining
programmes. Labour market policy can also influence the demand side, f
example by deregulating or reregulating employment relationships or b
boosting public-sector employment (the state as employer).

The Link between Performance and Institutions

As the formal analytical framework has made clear, employment systems a
very complex institutional arrangements. Their very complexity rules out one
dimensional theories of unemployment; equally, however, they cannot b
regarded as an arbitrary conglomeration of institutional factors. In reality
fairly stable patterns can be observed, that is employment policy configure
tions that have developed over time and have regional and national charact
istics. As with the observations made in chaos theory, institutional centres
attraction grow up in the course of time that give a characteristic coherence
the multitude of everyday interactions between individual members of societ
Such configurations are denoted by the term ‘employment regime’. One su
configuration is referred to as ‘competitive capitalism’, which denotes the
predominance of market mechanisms in decisions on production and emplc
ment, as exemplified by the USA. Another is known as ‘coordinated capital
ism’, which refers to the close coordination between state and business
decisions on production and employment that characterizes Japan, for €
ample. A third configuration is commonly referred to as ‘welfare capitalism
a term that alludes to the important role played by social security systems
decisions on production and employment in most European countries.

The end of the struggle between capitalism and socialism seems to ha
unleashed competition between various capitalist regimes, the outcome
which cannot yet be foreseen. There are considerable differences in tf
respect within the European Union. Even Esping-Andersen’s oft-quote
distinction by between liberal, conservative and social-democratic welfar
states is not sufficiently differentiated to capture the variety of institutiona
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arrangements in EuropeéNot only does the competition between the various
regimes make the differences more visible, but those differences are also r
evant to the question of whether a new, independent and successful Europe
model will emerge from this competition. Nor are employment regimes in an
sense free from internal tensions and contradictions. Even if, at a certain pol
in time, they take on the appearance of a coherent whole by virtue of the
historical development, they are also constantly changing as they adjust to
even imitate their environment (Rubery, 1994). This is why individual
employment regimes have to be regarded as open systems which, in «
cordance with general systems theory, have characteristics such as integrat
norms, functional differentiation, equifinality and evolutionary development
(Morgan, 1997: 39—-43).

For the purposes of system comparison, and particularly when it comes
the question of institutional transferability, the theorynstitutional equiva-
lenceis of some significance. The suggestion here is that, in principle, a choic
can be made not only between individual elements but also between entire s
of institutional arrangements. Flexible working time arrangements (in respet
of short-time working, for example) may be as effective in facilitating the
adjustment of employment to changes in demand as flexible wages. It is op
to the state to put in place a highly developed regulatory framework as a mee
of exerting influence over employment, but to restrict its role as a direc
employer. Japan and Switzerland are examples of countries where the state
followed this path. Conversely, the state can itself create jobs and restrict reg
lation of the private sector to a minimum. Denmark and Sweden come clo:
to this model.

Ultimately, even a systems-theoretic approach is not complex enough
capture the increasing interdependence of national employment systems ¢
their embeddedness in various transnational employment systems. Cc
tingency and game theory (among others) have to be called upon in ord
to keep pace with the growing complexifyNevertheless, even within the
tradition of the institutional choice approach, three gergnabthesesn the
effectiveness of employment systems can be advanced (Schmid ai
Schémann, 1994: 20-22).

1. Therequisite varietyhypothesis suggests that, as the system environmer
becomes increasingly complex, so the number of coordinating instru
ments within the system must also increase. As a result, simple ‘paths
full employment’ (to say nothing of a single path) become increasingly
improbable and the ability of societies to learn is likely to become increas
ingly dependent on their openness to experimentation.

2. Institutional complementaritgenotes the functional harmonization of insti-
tutions influencing a particular target variable. For example, if handicappe
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people are to enjoy special protection against dismissal, in order to shie
them from the open labour market in recognition of their disadvantage
institutions have to be created to provide compensation for the addition:
costs incurred. In the absence of such institutions, these costs would wc
against the recruitment of these target groups. Or if, in the future, the sta
dard wage relationship is to decline in favour of greater autonomy an
self-employment, measures have to be taken to ensure that producti
capacities are shared out as widely as possible and that the average le
of human capital embodied in individual workers is raised considerably
In this way, ‘self-exploitation’ in small and very small enterprises can be
avoided and the ability to adjust to structural change increasec
Institutional complementarity also denotes a preference for rapid learnin
and the transmission of tacit knowledge, two important preconditions fo
an innovative economy.

3. Institutional congruenceneans that autonomy in decision making and
financial responsibility for the effects of the decisions taken are giver
equal weight. This criterion of effective institutional arrangements applies
independently of the level of aggregation. At the individual level, the
reverse of institutional congruence is an arrangement that increases t
temptation to exploit entittements by making unjustified use of the trig-
gering condition (‘moral hazard’). At the organizational level, institutional
incongruence means, for example, separate consideration of the financ
charges and reliefs associated with labour-market policy measure
(Schmid, Reissert and Bruche, 1992).

These systems-theoretical hypotheses can give comparisons of emplc
ment systems a general direction; in order to produce specific explanatior
however, they need to be broken down further. By also taking into account t
four systemic problems or challenges triggered by the onward march of gl
balization and individualization, as outlined in section 1, and the ideal-typice
employment regimes (system configurations) described earlier in this sectio
frameworks can be drawn up for theories of intermediate scope that can th
be empirically tested’ Thus the following hypotheses are oriented for the
most part towards the conditions prevailing in the corporatist systems th:
predominate in Western Europe and that also, in accordance with the notion
path dependency, will also play a large part in determining the mode of adjus
ment to the trends outlined above and the challenges they pose.

Hypothesis 1

As far as the challenge of producing a new gender contract is concerned, t
requisite variety hypothesis means offering young men and women opport
nities structured in such a way that they are not confined to certain rol
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models. Thus employment systems will adapt all the more successfully to t
challenges of globalization and individualization if they offer men and womer
a range of institutionalized options rather than prescribing a fixed gender di
ision of labour. One of the preconditions for this is that the institutions of socie
security, education, wage determination and family law do not give undu
preference to the single (male) breadwinner model of the family and that tt
objective of full-time employment is predicated not on the notion of the stan
dard employment relationship (continuous full-time employment) but rathe
on a range of different employment relationships over the course of a workin
life. As female participation rates continue to rise and working time over th
life cycle increases (again), the average time devoted to paid work can |
further reduced if at the same time high productivity gains can be achieved
the service sector.

Hypothesis 2

In an open society that offers its members opportunities to choose or |
combine various productive activities over the course of their lives, the ris|
of lost or fluctuating earnings will increase. Thus employment systems wil
be all the more successful if they are able to establish flexible risk manag
ment institutions, in accordance with the notion of requisite variety anc
complementarity. In such employment systems, it is to be expected that soc
protection, both during the working life and in retirement, will in part be
independent of the requirement of a continuous work history. Flexible eli
gibility periods independent of paid employment (for child raising, educatior
or voluntary activities, for example) or a basic level of insurance cover inde
pendent of actual work histories will have to be introduced in order to ensul
that women, in particular, but also the increasing number of men taking o
the roles (previously) ascribed to women, have adequate insurance cover
old age.

Hypothesis 3

Globalization, and in particular the burgeoning system of transnational, mult
level governance, combined with individualization, is increasingly exposinc
employment conditions in national systems to the pressure of competition. £
a result, the growth required to raise employment levels can be achieved or
if labour market institutions as a whole develop greater capacity to adjust. |
accordance with the notion of institutional congruence, therefore, collectiv
(corporatist) wage bargaining systems will not be successful unless the
combine industry-wide collective agreements with measures to ensul
employability (training, for example) and working-time flexibility and unless
they open up scope at a decentralized level for the negotiation of employme
contracts (company agreements, individual agreements on annualized worki
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hours and so on). In order to be accepted, this increased flexibility, as requir
by the notion of institutional complementarity, must be offset by greater se
curity. However, this security cannot apply to each individual job but rather t
employment prospects. This security can be achieved either systemicall
through generally high levels of mobility, or individually, by maintaining indi-

vidual employment relationships while varying the form or content of the
employment contract. For this reason, employment systems will be success
if the incentives offered by their taxation and social security systems are aim
at achieving a high level of labour market inclusiveness, that is high labot
force participation, combined with a high level of variability in employment
forms.

Hypothesis 4
Internal and occupational labour markets are one of the strongest charactel
tics of corporatist employment systems. Such systems will be all the mor
successful the more they institutionalize functioning network labour market
that can take the place of traditional hierarchical labour markets. In networ
labour markets, access to ‘occupations’ (where formal qualifications are th
barrier to entry) is reorganized, in accordance with the notion of requisite var
ety, through the introduction of high, self-regulated quality standards (wher
performance and reputation are the barriers to entry). However, access to th
occupational labour markets can be obtained at any phase of the life cycle
acquiring the necessary additional qualifications (modular certificates). Unde
certain circumstances, the qualification or occupational ‘club membershig
could be withdrawn if it is not regularly renewed. In such systems, the linl
between original status (parents’ income and educational level) and achiev
status becomes increasingly loosened. Lifelong learning gains in importan
relative to initial education. Since knowledge in the information age is increas
ingly becoming a public good, well-developed public infrastructures anc
pooled funding systems are required, as the notion of institutional comple
mentarity and congruence would suggest.

To sum up, successful employment systems are characterized, in terms
performance, by

* a high degree of integration into the labour market for adult men an
women; indicators of this would include high employment rates, high ol
rising female participation rates and low unemployment (particularly
low long-term unemployment);

* high variability in employment relationships; indicators would include
a high share of skilled part-time employmé&ha high share of self-
employment outside agriculture (possibly combined with dependen
employment);
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» wide distribution for the employment and income effects of growth;
indicators would include a low employment threshold and low income
disparitiest®

* high labour market efficiency through the professionalization and net
working of production; indicators would include high labour produc-
tivity and per capita income increases.

In theory, there is a range of institutional arrangements through whicl
employment systems can achieve good performance. However, as already
forth above in the three systems-theoretic principles, we would expect to s
employment policy configurations in which indicators of requisite variety,
institutional complementarity and institutional congruence accumulate. I
brief, the four hypotheses outlined above imply that employment systems wi
have high social integrative effects if they (1) institutionalize employment
policy arrangements offering opportunities such as secure transitions betwe
various forms of employment relationship, (2) establish multiple risk
management institutions that protect workers not only against loss of ear
ings through unemployment but also against fluctuations in earnings as
result of changes in their employment relationship, (3) establish wag
systems that are, on the one hand, increasingly independent of status e
linked to performance and, on the other, unencumbered by taxes and con
butions, and (4) maintain and extend employability through the institutional
ization of lifelong learning, at both individual and company or institutional
level.

We can now turn to the question of the actual patterns of reaction that c:
be observed in selected employment systems and the extent to which the
correspond to our hypotheses.

3 PERFORMANCE INDICATORS FOR EMPLOYMENT
SYSTEMS

The question of the link between growth and employment can be answer
initially by calculating the employment elasticity. | begin with this point
because the main cause of the European employment crisis is often said
lie in the fact that growth is not sufficiently employment-intensive. So how
are decisions on employment linked to decisions on production (quantitativ
and qualitative growth)? Is there any truth in the notion of jobless growth
And if the link between employment and growth is slackening, how is this
to be assessed both in theoretical terms and in the light of our initie
hypotheses?
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Employment Elasticities

Since employment consists of three components, namely of hours worked [
employee, the number of employees and the number of unemployed people
comprehensive analysis would require that the elasticities for all three comp
nents be calculated, in order to obtain a complete picture of the dynamic
employment systems. These elasticities can be expressed approximately
simple regression equatiofis:

AE = a + bAGDP, 2.1)
AU = a + bAGDP, 2.2)
Ah*E = a + bAGDP. (2.3)

AE is the rate of change in the number of employ&&£P the rate of change

in GDP,AU the rate of change in the size of the unemployed population an
Ah*E the rate of change in actual average annual working time. In whe
follows, regressions will be calculated only for employment as the dependel
variable (equation 2.1). There are two reasons for this restriction. The first
that the change in unemployment is generally strongly correlated with th
change in employment, so that little additional information would be obtaine
from equation 2.2! Secondly, working-time data are still very unreliable
from the international comparative point of view. Two coefficients are of inter-
est in investigating the link between employment and growth:

El, = —a/bgpp (2.4)

The employment thresholdlEindicates the (zero) point of economic growth
at which employment remains constant (tausbAGDP = 0) and after which
each additional positive change in economic growth is also reflected in a
increase in employment. In the light of our hypotheses, the employmer
threshold is to be judged all the more positively the lower it is: all others thing
being equal, a low threshold indicates a high level of labour market inclusive
ness.

El, = Ubopp (2.5)

Employment intensity IE measures the closeness of the link between
economic growth and employment; it indicates the number of percentag
points by which the economy has to grow in order for employment to rise b
one percentage point. Elasticity thus defined is the reciprocal value of th



42 Change and performance of employment systems

regression coefficient: the lower the value, the more employment-intensiv
economic growth is. However, this indicator cannot be evaluated without add
tional information. High employment intensity may reflect not only low

productivity but also the absence of regulatory barriers in the labour marke
that is, numerical or external flexibility. Conversely, low employment intensity
may be an expression of high functional or internal flexibility, which produc-
tively cushions fluctuations in demand by putting in place the appropriat
institutional buffers, thereby guaranteeing continuity of labour market partici
pation in the form of variable employment relationships.

The countries to be compared were chosen with the following considere
tions in mind. We begin by comparing the countries of the so-called ‘triad’
that is the three countries or regional blocs that have developed historical
and by virtue of their size into the three major competing regimes: th
European Union, the United States and Japan. There follows a direct comp:
ison of two neighbouring countries, Germany and the Netherlands, in whicl
if the sole criterion adopted is the evolution of employment and unemploy
ment over the past 10 years, the latter can be regarded as the ‘winner’ and
former as the ‘loser?? The next stage of the comparison involves a block of
three countries (Austria, Denmark and the UK) which, by the same criterior
can also be regarded as successful countries. The final block, in contra
includes two countries, France and Sweden, that are regarded as the two
losers in the competition between rival systems during the 1980s and 199(
The following analysis is intended to show whether, and why, these classif
cations are justified.

How does theory depict the link between growth and employment? |
should be noted at the outset that growth measured in terms of the change
(real) GDP is not an exogenous value; it is endogenous and therefore al
dependent on the change in employment. As a result, the following calcul
tions of employment elasticities, in which GDP is formally regarded as the
independent variable, are not fully satisfactory. They must be supplemented
further analyses or interpreted qualitatively with the appropriate care an
caution.

So why is to be expected that employment in the various countries wil
react differently to economic growth? First, the employment intensity of
growth can vary because the connection between growth and labour prodt
tivity can take various forms. In countries in which the service sector accoun
for a high and rising share of economic activity, productivity will rise less
quickly than in countries in which manufacturing is the engine of growth. Ir
the first case, all things being equal, employment intensity will be high, and i
the second case relatively low. Thus if productivity growth declines, employ
ment intensity will rise. Second, in a labour market with high wage flexibility
and low dismissal protection, the link between employment and growth, a
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things being equal again, will also be greater than in a labour market with lo
external flexibility or mobility. Third, in an insider labour market with high
efficiency wages and highly reactive working times (overtime, short time), the
employment level will react less quickly than in a deregulated, flexible labou
market. If inadequate wage flexibility is compensated for by excluding highly-
paid older workers, then both the employment threshold and employmel
intensity will rise. Fourth and finally, in a labour market regime with declin-
ing average working time per person employed (as a result of a concert
work-sharing policy, for example) the employment threshold will fall while
the effects on employment intensity will be asymmetrical. As demand rise
(economic growth), so employment intensity will rise, but it all depends or
how the reduction in working time is compensated for through higher labou
productivity and work intensity; as demand falls, so employment intensity
declines, because declining working times ease the pressure on employers
dismiss workers (all things being equal, of course).

Figure 2.2 shows three stylized links between employment and growtt
with the corresponding employment thresholds and employment intensities.
the first case (A), the employment threshold is actually negative, meaning th
employment rises even with zero growth in GDP; such a case is conceival
as a consequence either of a strategy of massive work redistribution or of .
externally induced increase in population. As the gently rising straight line i

AAE
L —=
L—
x| /e/ AGDP
B
C

Key:

A, B, C = Stylized Examples for Employment Intensity of Growth
AE = Change of Employment

AGDP = Change of Gross Domestic Product

o4 = Employment Threshold

— = Employment Intensity

Figure 2.2 Stylized employment thresholds and employment intensities
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case (A) shows, employment intensity is relatively weak, for example becau
of available employment buffers or sharply rising labour productivity. In the
second case (B), the employment threshold lies at the zero point; that is, a
positive economic growth is reflected immediately in an increase in employ
ment, with employment intensity being greater than in case A but weaker the
in case C. In the third case (C), the employment threshold is very high, fc
example because of a marked division between insiders and outsiders ol
large-scale exclusion strategy, while the employment intensity is equal to on
as is evident from the steep slope of the straight line; in other words, ea
percentage point of growth is reflected in a one percentage point increase
employment.

Table 2.1 shows the employment threshold and employment intensity fc
the chosen countries (cf. also Figure 2.3). The first observation to be noted
that the link between growth and employment varies in strength. Over th
period as a whole, only the USA and France show a strong linear connectic
Employment in these countries reacts quickly to economic growth. It is hardl
surprising, given our theoretical deliberations, that such a link is to be foun
in a deregulated (USA) and highly regulated (France) labour market. In

Table 2.1 Employment threshold and employment intensity for selected
OECD countries and periods

Employment threshold Employment intensity
Ely = -a/bycpp Ely = 1bypp
1971-97 1971-85 198697 1971-97 1971-85 1986-97

USA -1.18** -1.93** 0.02** 2.04** 217  1.64**
Japan -2.19 -1.62 -0.93* 6.25 6.67 3.70*
EU 1.90* 2.28* 1.85** 2.56* 4.00* 1.23*
Da 2.29* 2.60 2.18* 2.04* 2.94 1.39*
NL —-0.40 2.39 -3.68 3.33 4.35 3.23
A 1.62 2.73 1.38* 3.85 4.55 1.89*
DK 1.37* 1.28* 151 2.33* 2.27* 2.56
UK 1.54* 2.03 1.57* 2.00* 3.03 1.27**
F 1.81*  2.23**  1.40** 3.23**  3.33*  2.38*
S 1.58* -0.54 2.01** 1.35** 3.85 0.95**

Notes

auntil 1991, only West Germany.

*=moderate linear coherenceR 0.30); **=strong linear coherence {R 0.60); own calcula-
tions; the values are not standardized to maintain consistency with the country-specific figures

Source: OECDEconomic Outlook1985, 1991, 1993, 1998).



45
Figure 2.3 Growth rates for GDP and employment in selected OECD countries, 1971 to 1997
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highly regulated labour market that has little internal flexibility (in other
words, one that has no employment buffers), employment will react mor
strongly to fluctuations in demand than in a strongly regulated labour mark
with high internal flexibility. In marked contrast to these two counties are
those that have employment systems in which the link is weak (Japan, Austl
and, particularly, the Netherlands). Here there must be institutional filters the
considerably loosen, or even eliminate altogether, the link between productic
and employment decisions. Labour hoarding or the variation of working tim
are the most familiar mechanisms for loosening this connection. In betwee
these two groups are those countries in which the link is significant but nc
particularly marked. This group includes Germany, Denmark, the UK, Swede
and the EU as a whole. In some of these countries, however, the link did n
manifest itself until more recently, which would seem to reflect the effect o
deregulatory measures taken in Germany, the UK and Sweden, for examp
In France and in the EU as a whole, the link between growth and employme
strengthened further in the 1970s and 1980s. Only in Denmark has the lii
between employment and growth weakened, which may be attributable to tl
most recent work redistribution measures (leave programmes).

We turn next to themployment threshaldror three countries (the USA,
Japan and the Netherlands) the values are negative for the entire period, t
is employment rose even when GDP growth rates were negative. Such a li
is possible only if the economically active population is increasing consider
ably in size, if there is high wage flexibility or if the available volume of work
is being redistributed. All the other countries needed economic growth c
about 1.5 per cent in order just to maintain a constant level of employment;
was not until growth exceeded this level that employment also began to ris
In some countries (the USA, Japan and Sweden), the employment thresh
deteriorated, while in others it improved (France, Austria and, particularly, th
Netherlands). On the other hand, in the EU as a whole and in Germany,
growth rate of around 2 per cent is still required in order to keep the emplo
ment level stable, let alone to push it upwards. These developments &
presumably the basis for the widely accepted notion of jobless growth.

However, the jobless growth argument cannot be sustained if we consid
employmentintensity and ask: how much growth is required to increase
employment by one percentage point? In this case, the calculations produc
baffling picture. Over the period as a whole, the (hon-standardized) emplo
ment elasticities fluctuate between 6.3 (Japan) and 1.4 per cent (Sweden).
other words, economic growth of 6.3 per cent on average was required
Japan over the period between 1971 and 1997 in order to raise the employm
level by one percentage point. In Sweden, on the other hand, growth of on
1.4 per cent was required, while in the other countries two to three percenta
points of economic growth were required in order to raise employment by or
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percentage point, irrespective of the employment threshold. In addition t
Japan, France, Austria and the Netherlands have the lowest levels of empl
ment intensity, while Germany, with its allegedly high level of regulation, has
values that are just as good as those in the deregulated USA and UK.

Dividing the period as a whole into two subperiods reveals a clear tren
towards convergence. In virtually all the counties (with the exception o
Denmark, where the statistics have little explanatory power), employmer
intensity clearly improved in the more recent period, and in some cases ve
considerably so (European Union, Sweden, Japan, Germany, Austria). Ov
the period 1971-85, economic growth of about 3.7 per cent was required in t
selected OECD countries in order to raise employment by one percenta
point (all things being equal); between 1986 and 1997, however, the grow
required was only 2.1 per cent. From this perspective, the European Union h
an even higher level of employment intensity than the USA. Once the emplo
ment threshold has been exceeded, economic growth of 1.2 per cent is s
ficient to raise employment by one percentage point. Thus the European plig
lies in an (excessively) high employment threshold and not in a low level o
employment intensity. In the light of the theory outlined above, the only expla
nation for this astonishing finding is that Europe as a whole tried to deal wit
the employment crisis of the 1970s and 1980s primarily through numerice
flexibility (unemployment, early retirement, quantitative expansion of training
and education) rather than functional flexibility (wage flexibility, variation of
working time, qualitative expansion of training and education).

In any event, the link between growth and unemployment has becorr
stronger rather than weaker, contrary to popular opinion. It can only b
concluded from this that it is nowadays worthwhile boosting (qualitative)
growth by taking the appropriate monetary, financial and pay policy measure
This applies irrespective of the nature of the national employment systems. F
even more strongly, the current preoccupation, not only in the Europee
Commission but also in virtually all governments, with so-called ‘structural
causes’ and the corresponding supply-side measures is not plausible. Wha
needed, in fact, is measures to boost demand, without thereby calling in
question the need for structural adjustments. The dualism of supply ar
demand is an ideological construct and not useful, either in theory or i
practice.

Further consideration of Table 2.1, however, suggests there may be impc
tant differences in the reactions of individual EU member states. We woul
draw attention in particular to the Netherlands, where a particularly strikin
pattern can be observed, or rather a change in the pattern of reactions o
time. The link between economic growth and employment is weaker in th
Netherlands than in all the other countries in our sample. Two striking feature
become immediately obvious on examination of the time series (cf. Figur
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2.3). In the earlier period, despite occasional spurts of strong econom
growth, there was no increase at all in employment, and the employme
threshold was accordingly one of the highest, after Japan and Austria. In t
later period, the employment threshold improved considerably and the sic
was even reversed. Employment intensity also improved, but remained rel
tively low, and the employment dynamic lagged behind economic growth
Nevertheless, the Netherlands succeeded in raising the employment ey
considerably through work redistribution, a moderate pay policy and furthe
development of the service sectdOtherwise only Japan stands out for its
consistently low level of employment intensity, while the low employment
intensity in Austria improved significantly in the second half of the period as
a whole, an observation that tallies with the findings of another study
(Pichelmann and Hofer, 1999).

Can any other explanations be found for the differing national patterns c
reaction, as reflected in the link between employment and growth? As int
mated in the outline of the analytical framework at the beginning of this char
ter, the link between production and employment decisions is determined to
large extent by the industrial relations system, and in particular the institutior
involved in wage formation. The current theory has it that that the les
employment reacts to growth, the more rigid the wage structures must b
What has this argument to offer?

This is a difficult and, in terms of economic theory, controversial questior
to answer. The reason for this lies in the complexity of the linkages: wages a
not only costs but also incentives for productive work habits and the basis
a demand with the necessary purchasing power. Moreover, since considera
labour turnover occurs every year, either through the termination and begi
ning of employment relationships or as a result of demographic exits an
entries, wage flexibility can be achieved even if wage structures remain rigi
This latter seems to be a particularly characteristic feature of Europee
employment systems. Thus many European countries reacted to the intens
cation of international competition by excluding older workers, some of whon
were highly skillecP*As the institutional filter theory would suggest, this form
of wage cost reduction is encouraged by two specific characteristics ¢
European labour markets: relatively inflexible wage structures, and in pal
ticular seniority pay, on the one hand, and a highly developed social securi
system, on the other.

As is known from efficiency wage theory, such wage structures are nc
necessarily harmful (Akerloff and Yellen, 1986). Skill flexibility, for example,
can be a functional equivalent for inadequate wage flexibility. And in fact, a
will be shown later, differences in performance within the European employ
ment regime are attributable to differences in the performance of educatic
and training systems. Moreover, wage flexibility can also be achieved b
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exchanging older workers for more highly skilled younger workers who are
lower down the seniority pay scale. However, a strategy of this kind is risky il
the long term, since it leads to an irreversible loss of productive potential ar
gives rise to high non-wage labour costs, particularly when social securit
funding is closely linked to earned income.

The result of this exclusion strategy is clearly reflected in the evolution o
labour market participation, which has stagnated or even fallen in mo:s
European countries, while it has risen in Japan and, particularly, in the US
(cf. Figure 2.4). As the differentiation by gender shows, the increased partic
pation rate in America is due largely to rising female participation (cf. Figure
2.5). This change in women'’s labour market behaviour certainly reflects a shi
in women’s preferences towards increased economic independence; at |
same time, however, it is certainly reasonable to assume that the change is
driven in part by economic considerations, namely the need to compensate
declining real male wages in the lower and intermediate wage brackets.

The effect of the exclusion strategy is even more clearly visible in the
falling employment rate (cf. Figure 2.6). This decline in the employment rat:
is problematical not only because it excludes an increasing number of peoy
from active cooperation within the community but also because it reduces tt
available (and distributable) national product. Not even higher productivity
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Note: Data for Japan since 1990 have been retrospectively revised in OECD Labour Force
Statistics (1978-98).

Source OECD Labour Force Statistics; OE@Enployment Outlogkarious volumes.

Figure 2.4 Participation rates in Japan, USA and Germany, 1960 to 1998
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Figure 2.5 Female participation rates in USA, Japan and Germany, 1960
to 1998
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Figure 2.6 Employment rates in Japan, USA and Germany, 1960 to 1998
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can really compensate for this loss, particularly if it is the result more of th
exclusion strategy than of improved capital resources, whether in the form «
capital funds or of human resources. The trend towards higher levels
employment intensity already alluded to above indicates, however, that tf
potential of this exclusion strategy is now largely exhausted in continente
Europe; as a result, the employment level is again reacting more sensitively
the stimulus of economic growfA.

However, we do not yet have a wholly satisfactory explanation for the vary
ing employment elasticities. In particular, it is still not clear what contribution
differing conditions on the supply side of national labour markets make t
explaining these differences. It may very well be that high employment inter
sity and high employment growth are also the product of a sharp increase
the potential labour force or, as already intimated in the case of the USA, of
change in labour market behaviour. This question will be examined in the ne
section.

Decomposing Employment Growth

As we have just seen, growth and employment are much more closely linke
in the USA than in most EU member states, and at the same time the empilc
ment threshold is very low, even negatifds a result, any positive economic
growth in the USA is immediately reflected in increased employment.
However, Japan and the Netherlands also have low employment threshol
although employment intensity is weaker. Is the US ‘jobs miracle’ a model t
be emulated? If it is, what institutional arrangements in the US labour mark
are responsible for it? Which of them can be transferred to Europe? What ins
tutional alternatives are there, if such a transfer is either not possible or n
desirable? Do Japan and, in particular, the Netherlands (whose culture a
institutions are closer to ours) offer alternatives?

In order to answer these questions, it is necessary first of all to decompo
the ‘jobs miracle’, that is to break it down into the various components which
taken together, determine the evolution of employment. The following identit)
can be used for this purpo%e:

E=POR,_* LFP* (1 - U), (2.6)

in which Eis employmentPOR the population of working age (15-64FP

the labour force participation rate abdhe unemployment rate; (1) is the
share of the total labour force in employm&ithe growth in employment is
the sum of the rate of growth in the working-age population, the rate of growt
in the labour force participation rate and the rate of growth in the share of the to
labour force in employment. This can be expressed in the following equation:
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AINE = AINPOPR, + AINLFP + Aln(1 —U).2° (2.7

The change in the working-age populatickinPOR)) is an indicator of
increase or decrease in the structural labour force potential. Interpretation
this indicator is context-dependent. Any increase unaccompanied by a chan
in the total population means that the labour market is being ‘burdened’ wit
an increased labour supply. However, if the increase is merely running parz
lel to an increase in the population as a whole, which also goes hand in ha
with an increase in potential demand, then it is synonymous with extensiv
economic growth and has little to do with institutional or policy changes. The
latter applies particularly to the USA, as Table 2.2 shows.

Table 2.2 reveals, firstly, the little-known fact that the total population is
still rising, even in the developed industrialized countries. In the USA, the
annual increase in the population between 1970 and 1990 was almost 1 |
cent; that is, in just one year the North American population grew by about 2.
million and in 20 years by about 50 million. The growth dynamic weakenec
somewhat in the 1990s. The population of Japan also grew sharply during tt
period, by 0.84 per cent per annum. The Dutch and French populations al
grew relatively rapidly over the period as a whole, while even the Germar
Austrian, Danish, UK and Swedish growth rates have risen of late.

The second striking fact to emerge from Table 2.2 is the shift in the ratio of th
working-age population (15-64) to the total population. In the 1970s and 1980
virtually all the countries, with the exception of Sweden, recorded a dispropo
tionate increase in the working-age population, a rise that was particular

Table 2.2 Annual rates of growth in the working-age population (ROP
relative to total population (POP)

1970-1990 1991-1997

POP POR Difference  POP POR Difference
USA 0.99 1.30 0.31 0.91 0.94 0.03
Japan 0.84 0.89 0.06 0.28 0.09 -0.18
EU 0.38 0.68 0.30 0.36 0.29 -0.07
D 0.21 0.65 0.44 0.43 0.26 -0.17
NL 0.69 1.18 0.49 0.58 0.51 -0.07
A 0.17 0.62 0.46 0.55 0.32 -0.22
DK 0.21 0.43 0.22 0.42 0.23 -0.19
UK 0.17 0.36 0.19 0.34 0.24 -0.10
F 0.56 0.84 0.28 0.45 0.37 -0.08
S 0.33 0.23 -0.10 0.44 0.64 0.20

Sources: OECD,Annual Labour Force Statistics; Employment in Eur¢@98).
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marked in Germany, the Netherlands and Austria. In the 1990s, on the other ha
the ratio was reversed, again with the exception of Sweden, while in the USATt
two growth rates evened out. Assuming no change in labour market behavio
this means that, in the 1970s and 1980s, national labour markets had to deal v
(in some cases considerable) increases in the labour supply, while in the 19¢
they were relieved of some of that burden. The differences between the indivi
ual countries in this respect are very striking and should be taken into account
interpreting the results of the following decomposition.

Let us return again to equation (2.7). The change in the participation ra
(AInLFP) is an indicator of the change in labour market behaviour. It show:
the endogenous growth or decline in the labour supply, while the decompo:s
tion of employment reveals the extent to which the expansion of employmel
and the increase in labour market participation run in tandem. The change
the participation rateA{n(1-U)) shows the extent to which the active poten-
tial labour supply is being utilized; decomposition of employment growth car
indicate the extent to which the expansion of employment and unemployme
run counter to each other, as is normally to be expected.

Table 2.3 shows employment growth and its decomposition into the shar
attributable to changes in the working-age population, in labour force partici
pation and in the share of the total labour force in employment. The choice

Table 2.3 Decomposition of employment growth, 1970-90 and 1991-7

Average annual growth

1970-1990 19911997
E =POP+ LFP + (1U) E = POP + LFP+ (1-U)
USA 198 = 1.32 + 068 + —003 151 = 094 + 024 + 0.34

Japan 1.03 = 093 + 0.15 + -0.05 0.49 = 0.09 + 0.62 + -0.22

EU 044 = 071 + 005 + -0.32 -0.22 = 0.23 + -0.02 + -051
Da 033 = 066 + -0.05 + -0.29 -0.76 = 0.13 + -0.14 + -0.87
NLP 142 = 119 + 058 + -0.34 148 = 051 + 1.00 + -0.01
A 099 = 069 + 039 + -0.10 1.11 = 053 + 0.71 + -0.22
DK 061 = 043 + 058 + —-040 022 = 034 + -0.66 + 0.47
UK 042 = 035 + 023 + -0.17 024 = 0.08 + 0.02 + 0.24
F 031 = 081 + -0.14 + -0.34 -0.13 = 035 + 0.09 + -0.55
S 079 = 022 + 057 + 0.00 -1.84 = 0.01 + -0.96 + -0.89
Notes:

a8Germany since 1991 including former GDR.

bNetherlands: date frofaBmployment in Europe

E = employed person®2OP = working-age population,FP = labour force participation rate;
U = unemployment rate.

Sources: OECD,Annual Labour Force Statistic© ECD, Annual Economic Outlook
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countries is the same as in the analysis of employment elasticities; the ave
able data meant that the period selected had to be changed slightly.

The first thing to be noted is that Table 2.3 once again makes the Americ:
‘jobs miracle’ graphically clear. With average annual employment growth of
almost 2 per cent in the 1970 and 1980s, the American employment syste
stands out a long way from the other countries or regions. In other words,
the period from 1970 to 1990, the number of people employed in the USA ros
from a good 80 million to virtually 120 million, or by almost 50 per cent! Only
in the Netherlands, where the average annual growth rate was 1.42 per ce
did employment grow at anything like the same pace. France and Germany :
in the lower part of the range, although the balance is still positive, with a
average annual increase in employment of about 0.3 per cent. In the case
(Western) Germany, this means, in concrete terms, that the employment le
in 1990 was around 1.8 million higher than in 1970, which at any rate is almo:
7 per cent more than the initial level of 26.7 million.

The picture did not change significantly in the 1990s. True, the US job.
machine lost some of its dynamism, but it remained very vigorous, with a
annual average increase in employment of 1.51 per cent. The Netherlands e
kept pace with the American employment dynamic. The European Union, o
the other hand, suffered from negative employment growth of 0.22 per cel
per annum on average, which translated into the loss of almost 2 millio
employees over seven years. Among the countries in our sample, Germa
and, in particular, Sweden, recorded heavy job losses, which can, however,
explained by certain exceptional circumstances: unification in the case ¢
Germany and the collapse of Eastern European markets in the case of Eas
Germany and Swedéf.

Decomposition of the evolution of employment reveals some surprising
details. It is clear from Table 2.3 that the description of developments in th
USA as a ‘jobs miracle’ seems somewhat exaggerated. Almost 70 per cent
the growth in employment in the 1970s and 1980s is attributable to the grow
in the working-age population, and the same applies to the 1990s. The ne
most important component is the change in labour market behaviour, whic
manifests itself in the rising participation rate, particularly among women, a
already noted above. However, the extremely positive evolution of employ
ment in the USA did virtually nothing to improve utilization of the potential
labour force in the 1970s and 1980s, as can be seen from the continuing sli
rise in unemployment. It was not until the 1990s that the growth in employ
ment began to make an obvious contribution to the decline in unemploymer

In Japan, the expansion of employment in the 1970s and 1980s ran more
less parallel with that of the working-age population, while employment
growth in the 1990s was based almost wholly on the rising participation rat
although it was not sufficient to prevent unemployment from rising.
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In the European countries, on the other hand, employment growth in tr
earlier part of the period was typically not sufficient to absorb the expansio
of the potential labour force. On the contrary, a high proportion of the un
employment of the 1970s and 1980s is attributable to the disproportiona
increase in the potential labour force. This interpretation is further reinforce
by the disproportionate growth in the working-age population relative to the
population as a whole (cf. Table 2.2). This demographic factor also came in
play in Western Germany and, particularly, in France. Between 1991 an
1997, the UK and Denmark were the only countries in which the evolution o
employment was linked to a reduction in unemployniérit Denmark,
however, this success was marred by a sharp decline in the participation re
clearly the result of a vigorous early retirement policy, while the participatior
rate in the UK stagnated. In all the other countries, and particularly ir
Germany, France and Sweden, the decline in employment levels was assc
ated with a sharp rise in unemployment.

Thus Table 2.3 reveals at least one competitor to the ‘American job
machine’ whose pattern of growth in respect of social integration into the
labour market seems to be much more interesting. Although the increase
the working-age population explains part of the growth in employment in th
Netherlands as well (84 per cent in the 1970s and 1980s, and 34 per cent
the 1990s), the major share in the growth in employment is attributable to t
increase in the participation rate: a good 40 per cent in the 1980s and 68 |
cent in the 1990s. To what extent this high inclusiveness is due to increas
part-time employment, and how this should be judged in employment polic
terms, is the subject of the next section.

Decomposing Part-time Employment

Increased part-time employment seems to be a general trend in employme
relations in late capitalist employment systems. However, it is clear just from
descriptive comparison that this phenomenon has developed very differently
the countries in our sample and has also spread at different rates (Table 2.4]
quick glance at the table shows, first, that the share of part-time work in tot:
employment varies considerably. In 1998, the shares in the countries inves
gated here ranged from 11.5 per cent in Austria to 30 per cent in the Netherlan
Second, the part-time rate has risen in all countries, but again to widely diffe
ing extents; the rates of increase between 1973 and 1991 ranged from
percentage points in Austria to 30.1 percentage points in the Netherlands. T
third thing to note, however, is the change of trend in some countries (US/
Netherlands, Denmark, Sweden) towards declining part-time rates in the 199(
Fourth, part-time work is concentrated among worseAnd fifth, a trend
towards convergence at the international level can be obs€rved.
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Table 2.4 Part-time work in the various employment regimes, 1973, 1991
and 1998

Part-time employed (per cent)
Total Men Women
1973 1991 1998 1973 1991 1998 1973 1991 1998

USA 139 174 134 7.2 105 82 248 256 19.1
Japan 79 205 236 48 101 129 173 343 39.0
EU 125 153 159 33 52 59 48 294 2938

D2 7.7 155 16.6 1.0 27 46 200 343 324
NL 44 345 30.0 1.1 167 124 155 622 54.8
A 64 88 115 14 15 27 156 201 228

DK 170 23.1 17.0 19 105 938 40.3 378 254
UK 153 222 23.0 1.8 55 82 38.8 43.7 41.2
F 5.1 120 148 14 34 58 11.2 235 25.0
S 18.0 23.7 135 37 76 56 38.8 41.0 22.0

Notes

The definitions of part-time work vary considerably across OECD countries, which affects th
international comparability and the comparability within countries themselves.

For further definitions, see OECD, Labour Market and Social Occasional Papers no. 22, ‘Tt
Definition of Part-time work for the Purpose of International Comparisons’, which is available or
the internet lfttp://www.oecd.org/els/papers/papers.htm

auntil 1991, only West Germany.

Source: OECD,Annual Employment Outlook

Two different schools of thought dominate the debate on part-time work
One regards part-time work as the ideal means of reconciling working-tim
preferences on the supply and demand sides of the labour market. Sir
women are entering the labour market in increasing numbers, there is a ne
to reorganize domestic work and paid work, for example by making workin
times more flexible for both men and women. At the same time, the structur
change from manufacturing to services is increasing the need for flexibl
forms of work organization. Since these needs for flexibility are not neces:
arily compatible with each other, there is a continuous and differentiated ne
for coordination and negotiation. Part-time work that is managed in such
way as to be flexible in both scheduling and duration is probably the outcon
of such coordination processes. The other school of thought regards the spr:
of part-time work as part of an unfortunate trend towards segmentation, that
towards the creation of inferior jobs with low rates of pay, few opportunities
for promotion and poor social protection, while the core workforce, or ‘in-
siders’, are offered job guarantees and enhanced status. From this point of vie
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moreover, firms are making increased use of part-time work in order to reduc
labour costs in the face of increased international competition.

It is the institutional conditions under which the first variant operates tha
interest us here. This leads us to pose the following question: is part-time wo
merely an expression of increased female labour market participation or m:
it also be an indication of a more equal distribution of work between the sexe:
In order to answer this question, the following decomposition can beltised:

PT= PTmEm+ PTH*Ef, (2.8)

in which PT is the part-time rate, that is the share of part-timers in total
employmentPTmthe male part-time rat®Tfthe female part-time rat&m

the share of men in total employment dgfdthe share of women in total
employment. This identity can be disaggregated into the following compo
nents that make up the growth in full-time employment:

APT = APTM+Em, + APTHEf, + (PTf, — PTm)* AEf
+ [APTMFAEmM+ APT#AEf]. (2.9)

APTmEm, and APTHEf; represent those components of the growth in part-
time work that are attributable to the change in male and female part-tinr
work; (PTf, — PTmy)*AEf is the component attributable to the shift in the
employment structure in favour of womeP[TmrAEm + APT#Ef] is an
interaction value representing the influence of interactions in the compone
dynamic. Table 2.5 shows the result of the decomposition procedure for tt
rates of growth in part-time employment from 1983 to 1%96.

Initial comparison of employment regimes in the USA/Japan/Europe tria
reveals some interesting differences. In the USA, part-time employmer
declined between 1983 and 1996, with women’s labour market behaviot
making the biggest contribution to the fall; if the employment structure hac
not shifted in favour of women, the part-time rate would have declined eve
further. In Japan, part-time employment rose by about six percentage poin
with men responsible for almost half of this increase. In Europe, part-tims
employment rose by 2.7 percentage points; about a third of the increase
attributable to the shift in employment structures in favour of women, bu
much of it is due to changes in men’s labour market behaviour.

As expected, the part-time dynamic in Europe varies considerably fror
country to country, which points to significant institutional differences. In
Germany, the growth in part-time employment was much weaker than in th
1970s. The change in the employment structures in favour of women account
for about half of the increase, with the other half being attributable to increase
part-time work among men. A good third of the sharp rise in part-time work ir
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Table 2.5 Decomposition of the increase in part-time work from 1983

to 1996

_ APTm APTY (PTL,—PT APTmx AEM

APT = JEm, T xEf, T xAEf W T AR

USA 451 = 135 + 345 + 043 " 0.14
Japan 590 = 2.72 + 292 + 0.23 + 0.03
EU 271 = 124 + 057 + 092 " -0.02
D 205 = 121 + 004 + 095 " 0,07
NL 826 = 299 + 195 + 323 ¥ 0.10
A 221 = 068 + 065 + 085 " 0.03
DK 686 = 201 + 888 + 002 " ~0.01
UK 386 = 258 + 004 + 140 " -0.16
F 423 = 190 + 163 + 067 " 0.03
S 990 = 027 + -1043 + 061 ¥ -0.35

Notes:

PT = part-time rate (share of part-timers in total employment).

PTm= male part-time raté®Tf= female part-time rate.

Em= share of men in total employmett;= share of women in total employment.

Sources: OECD, Employment Outlook1997, 1999), OECD/|labour Force Statistics
(1977-97).

the Netherlands is attributable to the change in women'’s share in total emplo
ment, while the rise in part-time employment among men accounts for jus
about another third, more than the rise in part-time work among women: i
terms of the dynamic at least, an almost equal division of labour between tl
sexes! About one-third of the rise in part-time employment in Austria,
however weak it may have been overall, was due to a change in men’s labc
market behaviour. The sharp increase in the United Kingdom is largely attrik
utable to the rise in part-time employment among men, and men are catchi
up in France in relative terms as well. In the Scandinavian EU member state
however, the trend towards a redistribution of work between the sexes throu
part-time work has clearly been reversed, with part-time rates declinin
rapidly. If men, and particularly those in Denmark, were not still making a
positive contribution to the expansion of part-time work, part-time work
would have declined even further in importance; the change in employme
structures in favour of women is now contributing virtually nothing to the
(originally) positive dynamic of part-time work.

In sum, it can be said, not without some degree of surprise, that the tre
towards the expansion of part-time work seems to have come to a ha
where it is continuing, it is increasingly men who are contributing to the
expansion. In view of these contradictory trends, we will investigate in the
next section the frequently expressed conjecture that strategies of work a
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income redistribution, as practised in the Netherlands, are damaging
economic well-being and the dynamic of its development.

4 ON THE ECONOMIC EFFICIENCY OF EMPLOYMENT
SYSTEMS

Might the differences between the USA and Europe also lie in the fact the
their respective productive systems are organized differently, with the outpt
of the production process being distributed according to different principles
This question begs the even more fundamental one of differing notions of fai
ness. If the prevailing view in a society is that every person should receiv
what he or she contributes to the social ‘cake’, this principle leads both t
minimal redistribution and to pressure on individuals to take part in the
‘baking of the cake’ under all possible circumstances. Countries dominated f
a performance principle of this kind can be expected to have both a hig
participation rate and marked wage differentiation in accordance with individ
ual market value (productivity).

This has an even further-reaching consequence. Because of the high part
pation rate, average hourly productivity will be lower than in a regime in
which the notion of fairness based on contribution or performance is combine
with a notion of fairness based on need. In regimes of this kind, factors th
have little or nothing to do with work done in the market will be taken into
account in the distribution process; these might include, for example, famil
allowances or tax breaks for unpaid child raising or care of the elderly. In suc
a regime, there are incentives to ensure that it is primarily highly productiv
workers who take part in the ‘baking of the market cake’, while those who ar
less productive in the market fulfil ‘alternative roles’ that are more or les:s
socially legitimated. If these alternative roles, such as those in the tradition
gender division of labour, are also allocated institutionally (by means of re
ligious norms or even legal regulations), competitiveness in the labour mark
is, conversely, restricted by the obligation to fulfil these alternative roles. In-
regime of this kind, labour market integration will be low but hourly produc-
tivity will be high.

Thus there seems to be a trade-off between high labour market integrati
and efficiency as reflected in high hourly productivity. However, there is nc
conflict between social well-being and high labour market integration, since th
lower hourly productivity can be offset by higher participation rates and longe
individual working times. Conversely, a low average individual working time
can be compensated for by high hourly productivity and high participatior
rates. Thus there are institutional alternatives (or functionally equivalent in
stitutional arrangements) for the organization of economic well-being, ant
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employment regimes can be characterized or typologized on the basis of the
alternatives. | will again use the decomposition method below in order to poir
out such empirical alternatives.

Decomposition of per capita GDP

Economic well-being at the aggregate level of national societies is general
measured in terms of GDP per capita. This indicator will be the subject of
critical assessment later in the chapter. The following identity will serve as
formal representation of the composition of per capita GDP:

GDP/POP = GDP/h * hE * E/WAP* WARPOP. (2.10)

GDP/POPrepresents gross domestic product per capi@P(= total produc-
tion), which serves asmeasure of economic well-bejmgeasured in purchas-
ing power parity and dollar&DP/hrepresents productivity per hour worked
and can be taken as a measure of economic efficiency. Thé/temenotes

the average number of hours worked by the labour force per year; the lower t
number of hours worked, the more equal work sharing is likely to be an
the more flexible autonomous time management and work organization a
likely to be. This indicator is of great interest because of the numerous diffe
ent ways in which it can be interpreted. Correct interpretation requires a mo
thorough analysis, since the average working time per economically acti
individual may be based on a very high standard deviation (polarized wor
sharing) or a very low standard deviation (equal work sharE@yAPis the
employment rate, that is the share of employees in the working-age popul
tion; it can be considered as a measure of social integration into the labo
market. WARPOP denotes the share of the working-age population (15-64-
year-olds) in the population as a whole and reflects the population structur
which can vary over time or relative to other countries and influence pet
formance and output.

Let us turn now to the left-hand side of the equation, that is the overa
measurement of the economic efficiency of employment systems. Table 2
shows that, in 1997, the USA had the highest level of economic well-being ¢
measured in terms of per capita GDP and internationally comparative price
followed by Denmark and Japan. Of the countries in our sample, Sweden a
the United Kingdom have the lowest values. After lagging a long way behin
as recently as 1994 (Schmid, 1998), the Netherlands had overtaken Germe
by 1997.

It can of course be questioned whether per capita GDP is in fact an appr
priate indicator of economic well-beif§ The inventors of national account-
ing did not in fact intend to develop such an indicator: they were merel
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Table 2.6 Decomposition of per capita GDP (GDP/POP) into indicators of
efficiency, work sharing, labour market integration and popula-
tion structure in 1997 (in US$)

GDP/POP = GDPh x h'E x E/MWAP x WARPOP
USA 29 326 = 3049 x 1966 x 0.74 «x 0.66
Japan 24574 = 24.89x 1900 x 075 «x 0.69
EU15 20 609 = 29.64 x 1706 x 0.61 x 0.67
D 22 047 = 3224 x 1570  x 0.64 x 0.68
NL 22622 = 3494 x 1365 x 0.69 x 0.69
A 23 080 = 28,67 x 1747  x 0.68 x 0.67
DK 25511 = 3156 x 1593 x 076  x 0.67
UK 20 802 = 2609 x 1736 x 0.71 x 0.65
F 21291 = 3393 x 1634 x 059 x 0.65
S 20 434 = 2970 x 1552 x 071 x 0.63

Notes:

GDP = gross domestic product (prices, exchange rates and purchasing power parity of 199
POP = resident populatioWVAP = working-age populationE = employed persons$y = hours
worked.

Sources: OECD, Annual Labour Force Statistic©ECD, National AccountsOECD, Annual
Employment Outlookl999); own calculations

seeking to make available an instrument for measuring market-mediated trar
actions. Two main criteria were used. The first was that only legal transactior
should be measured. Thus the proceeds of the drugs trade, now measure!
billions of dollars, of gambling dens, of prostitution and of clandestine work
are not included in GDP. Secondly, only end products should be measured,
order to avoid double counting. In practice, this principle can lead to peculial
ities or to very differing practices from country to courtry.

One of the problems with the notion of GDP is the measurement and inclt
sion of government services. In many cases, what is measured is not outp
that is, for example, the economic value of education services, but input, th
is teachers’ wages. However, there would be good reasons for assessing
real economic value of many government services and including it in GDF
There would also be good reasons for taking out certain services, such
police services or even defence, that can be regarded as intermediate prodi
rather than ‘consumable’ values.

As far as private business is concerned, there has to be a question mark ©
the inclusion of transactions that merely compensate for damage (such as
vironmental pollution or storm damage) without creating any additional pros
perity. Irreparable environmental damage, which is put at up to 6 per cent
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GDP in Germany (Leipert, 1997; Simonis and Leipert, 1995), is not measure
(and therefore not entered as a negative value either). On the other hand,
already indicated, GDP does not measure the additional economic prosper
produced without market-mediated transactions. Examples include not on
do-it-yourself work in the house or garden but also, and in particular, chilc
raising and other care activities and housework, most of which is stil
‘contributed’ by women, who remain unpaid for their efforts.

The informal economy, which is not quantified and included in GDP, is alsc
of significance for the future of work. The value of the output of the informal
economy is put at 13.9 per cent of GDP in the Netherlands, 13.1 in Germal
(and the trend is upwards) but only 8.6 in the USA (Schneider, 1994, 1996). TI
available evidence suggests that, here too, earnings are unequally distribut
with the lion’s share falling to employees who are already successful in th
market. In future, however, as the standard employment relationship inevitab
breaks up, more attention than hitherto must be paid to this area outside f
market, in which additional income is earned. One important precondition fc
productive independent work in the informal economy is the availability of
own capital or assets to supplement current income when it is reduced a:
result of part-time work, whether enforced or not, or early retirement.

Furthermore, the part that policy on wealth distribution might play in
employment policy has not yet even been properly recognized, let alone act
on. However, for any given level of technology (which can be assumed to
relatively equal in the industrialized countries), the opportunities for produc
tive independent work are all the greater the shorter working time in the offi
cial labour market is and the greater the assets available to individuals are.
that sense, a country with low per capita GDP can be economically wealthi
than one with high per capita GDP. This is particularly true if hourly produc:
tivity is very high, as it is in the Netherlands, quite apart from the fact tha
there are other aspects to well-being in addition to the purely economic one
Free time, for example, can also be used for cultural, entertainment or spo
ing activities that may be only partly mediated through the market, if & all.
In other words, and with reference to the interface betweepritrege house-
hold system and the labour marladiuded to at the outset, a broad and egali-
tarian distribution of wealth encourages a redistribution of work that will have
a positive employment effect.

Before seeking further to elucidate the decomposition of GDP, we can su
up by pointing once again to the limited meaningfulness of this indicator
depending on what is included and what is not, how the measurements ¢
made and what price basis is selected, alternative calculations of GDP prodt
widely differing results. For example, alternative estimates for 1966 in the
USA produce values for GDP that range between 122 and 468 per cent of t
officially recorded value (Eisner, 1988: 1668).
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We turn now to the classificatory components of GDP. As far agfthe
ficiency indicatoris concerned, that is hourly productivity, the rank order is
quite different. The Dutch head the table, with a GDP per hour of $34.94
while the Japanese bring up the rear with ‘only’ $24.89 per hour. This is prok
ably connected to the fact that Japan is a latecomer in terms of industrial dev
opment and still permits itself the luxury of having a lot of jobs with very low
productivity (and pay), particularly in personal services. The Netherlands at
followed by France, Germany, Denmark and then, trailing by some distanc
the USA.

When it comes to théndicator of work sharingand autonomous time
management, the Netherlands again leads the pack with the lowest aver:
working time per person employed. (Dependent) employees in th
Netherlands work on average only 1365 hours per year, while the USA, wit
1966 hours per year, surprisingly brings up the rear once again, trailing behi
Japan. Average annual working times are relatively high in Austria and th
United Kingdom as well, while Sweden and Germany, with relatively low
average annual working times per employee, are positioned just behind t
Netherlands.

It will be no great surprise that the rank order for the employment rate as ¢
indicator of labour market integratiois different again. This time, Denmark
heads the table with an employment rate of 76 per cent; that is, a good thre
quarters of the working-age population are integrated in some way into tr
labour market. Japan and the USA are hard on the heels of Denmark, with ra
of 75 and 74 per cent, respectively. At the other end of the range, only 59 p
cent of the working-age population in France is gainfully employed, and ir
Germany the employment rate, at 64 per cent, is now lower than in th
Netherlands, where it stands at 69 per cent; a few years ago, both countries |
similarly low rates, around the European average of 61 peftent.

We conclude with a brief look at the influence of the population structure
The share of the working-age population in total population fluctuates in th
advanced industrial and service societies within a narrow range, from 63 p
cent in Sweden to 69 per cent in Japan and the Netherlands. In order to
some idea of the strength of the influence, two examples will be simulated.
Sweden had the same population structure as the Netherlands, it wol
advance to virtually the same level of economic performance as th
Netherlands; conversely, if Japan had the same population structure
Sweden, it would still not match the Netherlands.

The results of the decomposition analysis confirm the theoretical expect:
tion that there is a trade-off between efficiency and labour market integratiol
The extent to which such a trade-off is actually realized depends crucially ¢
the interposing variable, namely the number of working hours per econom
cally active individual. A country with a highly productive employment
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system will be unable to achieve a high degree of integration unless avera
working time is low and unemployment is successfully combated. The
Netherlands seems to be heading in this direction, as the latest successe
combating unemployment would seem to suggest. The example that count
that of the Netherlands is France, where hourly productivity is almost as hig
as in the Netherlands while the number of working hours per economicall
active individual is relatively high, resulting in a low level of integration and
correspondingly high levels of unemployment. The high hourly productivity
means that a work-sharing strategy intended to achieve a higher level of int
gration would be a realistic option for France, and one that would not serious
jeopardize economic prosperity.

However, such a strategy seems less well-suited to solving the unemplo
ment problem in the United Kingdom, because efficiency there is low; an
work-sharing strategy would have to be accompanied by a massive trainir
campaign in order to raise hourly productivity. An alternative, or complemen
tary, option for the Anglo-Saxon employment regime would be that adopted i
America, where the level of integration has been raised by increased wa
differentiation and reductions in real wages, which serve to offset relativel
low labour productivity. It is interesting to note that the strategy adopted by th
current Blair government since December 1997 is heading in precisely th
direction.

The Decomposition of Economic Growth

Up to this point, we have confined ourselves to static analysis of the link
between employment regimes and economic well-being. However, the d
namic aspect is even more interesting: to what extent have the factors us
above to characterize employment regimes, albeit sketchily, contributed
economic growth? Is it possible, from these various models, to glean furthe
clues as to why many European countries have such a poor record on empls
ment compared with the USA and Japan?

Following on from our previous analysis, our initial hypothesis will be that a
nation’s employment performance is all the poorer the lower the increase in ¢
ficiency (labour productivity) and the lower the extent of social integration
(through work sharing, for instance). In order to examine this argument, we wi
again adopt the decomposition method. Economic growth measured in terms
per capita GDP can be expressed, in a modification of identity (2.10), as the st
of the increase in hourly productivity, the rise in hours worked per economicall
active individual and the increase in labour market participai?QqP):

AINGDP/IPOP = AINGDP/h + AINh/E + AINE/WAP + AINWARPOP.
(2.11)



Employment systems in transition 67

A few observations on data quality are appropriate before we proceed to inte
pret the results. The measurement of economic performance can be compal
without exaggeration, to walking through a minefield. The risk of being
metaphorically blown to smithereens is high. Sources of errors abound, so t
results can vary considerably depending on how the time period, price inde
exchange rate, purchasing power parity and reference countries are selec
An excellent illustrative example is the dispute between the Swedish sociol
gist, Walter Korpi, and various, mainly Swedish, economifsts.

It is not our intention to arbitrate in this dispute. However, it is apposite tc
note that comparisons of performance in respect of economic growth a
sensitive in particular to the choice of time period, exchange rate and purche
ing power parity. As Henrekson (1996: 1754) shows quite clearly, rank ordel
can be reversed according to the parameters chosen, and Agell (1996: 17
demonstrates effectively how bivariate regressions between economic grow
and social expenditure can reverse their sign when additional determinan
such as the initial level of GDP (base effect) or employment structure are intra
duced. Because of the sensitivity of the results to the parameters listed abo
the following two tables compare economic growth per capita in two relatively
short time periods, 1983-90 and 1991-7, on the basis of standardized pric
and exchange rates in both instances. In addition, the values are adjusted
the purchasing power parity prevailing in the base year in each'case.
Because of the problems already alluded to above, however, the finding
should be regarded merely as indicators of a trend and not as accurate comj
isons of performance.

First, comparison of Tables 2.7 and 2.8 clearly shows once again the effe
of the recession of 1992/3. With the exception of the USA and Denmark
growth rates in national income per capita were much lower in the 1990s th:
in the 1980s. Second, it is immediately evident that Japan’s economic dynan
slackened off considerably and declined to the level of the European Unio
Thirdly, and this is hardly surprising after the analysis of employment elas
ticities, all countries with a successful employment policy record also have &
above-average growth dynamic, particularly Denmark and the Netherland
Those whose record in this respect is less impressive — Germany, France «
Sweden — have only a slight increase in per capita GDP to report. Thus bc
tables confirm the close relationship between employment and growth.

Decomposition of the increase in national income per capita in the 199(
reveals an astonishing picture. The difference between the American al
European employment regimes catches the eye immediately. Where
economic growth in the USA has been based largely on the increase in acti
working time per economically active individual and in labour market partici-
pation, in Europe it is virtually labour productivity alone that has maintainec
economic growth. And if average hourly productivity hardly improved at all
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Table 2.7 Decomposition of economic growth, 1983-90, into indicators
of efficiency, work sharing, labour market integration and
population structure

Average annual growth rates of

GDPIPOP = GDPh + hE + E/WAP +  WARPOP
USA 2.7 = 0.8 + 0.5 + 15 + -0.1
Japan 4.3 = 4.0 + -0.4 + 0.3 + 0.4
EU 2.7 = + + +
D2 2.3 = 2.7 + -1.0 + 0.8 + -0.2
NLP 2.7 = 0.9 + -0.9 + 2.6 + 0.1
A 2.4 = + + +
DK 23 = + + +
UK 2.8 = 0.9 + 0.4 + 17 + -0.2
F 2.1 = 2.5 + -0.4 + 0.5 + -0.5
S 2.0 = 12 + 0.3 + 0.8 + -0.3

Notes:

3only West Germany.

bNetherlands only dependent employees.

Because of missing work time data, it was not possible to do the decomposition for the EL
Austria and Denmark.

GDP = gross domestic product (prices, exchange rates and ppp of P@¥9%, resident popula-
tion; WAP= working-age populatiorE = employed persons; = hours worked.

Sources: Main economic indicators, December 1985, January 1990; OB@Byal Labour
Force StatisticsEmployment Outlookl997).

in the USA in the 1990s, it has continued to rise sharply in all European coul
tries (and in Japan), particularly in Germany.

However, this indicator can be assessed from an employment polic
perspective only in conjunction with the two other components of growth. |
the level of employmentE{WAP declines at the same time, then it can
reasonably be assumed that the increasing efficiency is being achiev
largely by excluding less productive workers and it is therefore a statistice
artefact. This interpretation seems to suggest itself for Germany, France a
Sweden in the 1990s. In the 1980s, efficiency and participation increased
parallel in all the countries in our sample. The decline in the number of houl
worked indicates that in Japan and, particularly, Germany and th
Netherlands this was achieved with the aid of some degree of work ar
income redistribution. In the 1990s, this still applied only to the Netherland
and Japan, while working-time reductions could by now only alleviate the
drastic decline in labour market integration in the united Germany. The mai
reason for this was, of course, the transformation of the East Germe
command economy and its rapid integration into the Federal Republic; i
particular, the high participation rate among women in the former GDR coul
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Table 2.8 Decomposition of economic growth, 19917, into indicators
of efficiency, work sharing, labour market integration and
population structure

Average annual growth rates of

GDPPOP = GDPh + h/E +  E/WAP + WAPRPOP
USA 2.72 = 0.35 + 1.76 + 0.57 + 0.03
Japan 1.06 = 1.99 + -1.12 + 0.39 + -0.18
EU 1.10 = + + +
D2 0.96 = 3.06 + -0.41 +  —1.47 + -0.17
NLP 1.91 = 1.62 + —-0.61 + 0.97 + -0.07
A 1.43 = + + +
DK 3.04 = + + +
UK 2.02 = 2.00 + 0.11 + 0.02 + -0.10
F 0.92 = 1.63 + -0.11 + -0.52 + -0.08
S 0.64 = 2.07 + 0.93 + -250 + 0.19

Notes:

2only West Germany.

bNetherlands only dependent employees.

Because of missing work time data, it was not possible to do the decomposition for the EL
Austria and Denmark.

GDP = gross domestic product (prices, exchange rates and ppp of P@¥9¥ resident popula-

tion; WAP= working-age populatiorE = employed persong; = hours worked.

Sources: Main economic indicators, December 1985, January 1990; OB@Byal Labour
Force StatisticsEmployment OutlookL997); Employment in Euroff&998).

not be maintained. Particularly worthy of mention is the ‘Americanization’ of
the working-time regimes in the United Kingdom and Sweden, where work
ing time per economically active individual has been rising since the 1980
particularly in Sweden during the 1990s, in contrast to continental Europec
countries.

It is also clear from this analysis that the weaknesses of the Swedish a
French employment regimes were already perceptible in the 1980s. The tv
countries had the lowest rates of growth in national income, which can b
explained in part by low rates of increase in labour market participatior
(although, in the case of Sweden, the high initial participation rate should k
taken into account). France, it is true, has one of the highest rates of increc
in labour productivity (that is, the efficiency indicator), but the contribution
of work redistribution to the increase or maintenance of labour market inte
gration is very modest in comparison with the Netherlands and Germany. |
contrast to the Netherlands, the reduction in individual working time was ng
converted into a higher labour market participation rate. The reasons for th
difference are still unclear. Since France has the lowest level of labot
market integration of all the countries investigated here, and also the lowe
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part-time rate apart from Austria, the answer to the puzzle may lie in th
underdevelopment of part-time working. In this account, it is the Swedisl
employment regime that comes off worst, particularly in the more recer
period. True, the productivity increase is respectable, but the level of labol
market integration fell dramatically, which certainly reflects the drastic
increase in unemployment and the relatively high initial level of labour marke
integration.

Japan emerges from this analysis as the high-productivity regime par exc
lence. Labour productivity rose in the 1980s far more sharply than in the oth
countries, and this increase was accompanied by a relatively large reduction
working time (albeit from an extremely high level), which contributed to the
further rise in employment intensity or labour market participation. Japan i
also the only country where the demographic component (the rising share
the working-age population in total population) made a significant positive
contribution to growth in the 1980s. In most of the other countries, and partict
larly in France, the demographic factor (relative decline in the working-ag
population) depressed economic growth. The same applies to the 1990s, w
the exception of the USA and Sweden.

Both Germany and the Netherlands (and presumably Denmark as well) a
employment regimes in which the evolution of average working time pe
capita made a strongly negative contribution to economic growth. Thi
reduced the level of growth that was possible, but in both cases it was ob
ously converted during the 1980s into higher employment intensity. Howeve
only the Netherlands succeeded in both periods in fully compensating for tt
negative contribution of working-time reductions through an even highe
increase in the employment level.

Comparison of the two periods reveals a surprising change in the Unite
Kingdom in the contributions of the various components of economic growth
In the 1980s, the distribution pattern of the various components almost exact
matched that in the USA: increasing labour market participation and workin
times explain two thirds of economic growth per capita, with only the remain
ing third being accounted for by improved labour productivity. In the 1990s
the United Kingdom more closely resembled its continental European par
ners, except in one respect: virtually all growth was attributable to rising
labour productivity rather than rising participation. The only point in common
with the USA was the (weak) upward trend in working time.

5 SUMMARY: THE ILLUSION OF BEST PRACTICES

We are now in a position to summarize the comparison of employmer
regimes. At least three types of employment regimes can be identified: tt
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liberal, the state and the social market regimes. These are all ideal types t
usually occur in reality in various combinations.

The USA comes closest to thiberal marketregime (competitive capital-
ism), that is a competitive employment regime uncoordinated by the state; tl
European country that most closely resembles this regime is the Unite
Kingdom, since the Thatcher government at least. In this regime, adjustme
to the major trends of globalization and individualization has been mediate
largely through wage flexibility, that is through widening wage differentials.
This was made possible by the trade unions’ dramatic loss of power, in part
deliberate result of government policy. The general increase in pay flexibilit
has been accompanied by falling real wages, particularly among male middl
income earners. The ensuing fall in household incomes has been clearly off:
in part by rising female labour market participation and in part by longer indi
vidual working times. The level of part-time work is moderate but stagnating
and the trend among women is even declining. Apart from the increase
female labour market participation, employment growth is driven largely by
the increase in the working-age population. Thus what we are dealing wif
here is an extensive growth regime, since at least half of economic growth p
capita is explained by extensive growth factors, that is the increases in wor
ing time and participation rates. Official unemployment has been kept unde
control, and has even fallen considerably in recent years. However, the nec
tive consequences include rising income inequality and poverty, as well
hidden unemployment (some of it in the form of criminality).

Thestate market econonmggime (coordinated capitalism) is characterized
by close cooperation between the political class, state elites and large co
panies. Japan comes closest to this model, but some of its most import:
elements can also be found in France, Austria and even the Nethéfliinds.
it is not the major companies it is the employers’ associations that, in thi
regime, have the upper hand over the bodies representing employees’ intere
As a result, adjustment to globalization and individualization has been cha
acterized by moderate wage policies and widening wage differentials
combined with Keynesian demand management and/or active industrial po
cies. Employment growth is average to high and driven largely by the
increases in female labour market participation and part-time work. Th
largest share of the relatively strong economic growth is explained by ‘inter
sive’ growth factors, that is by rising labour productivity and declining actual
working time. The rise in official unemployment is modest, and long-term
unemployment is low.

The third and dominant type of employment regime in Europe isattial
market economgwelfare capitalism). The fundamental characteristics of this
type are low wage differentials and comprehensive social protection in th
event of sickness, old age and unemployment. Wage-related and, in certz
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cases, generous income guarantees for the unemployed and the elderly a
particularly typical feature. Germany and the Scandinavian countries corr
closest to this type, although France and the Netherlands also have many of
characteristics. With the major exception of the Netherlands, employmer
growth in these countries in the last decade was slight or even negative;
those countries where it was positive, the increase was driven largely by wo
redistribution or an increase in the size of the working-age populatior
Economic growth is driven principally by rising labour productivity, and is
therefore intensive rather than extensive, particularly since actual workin
time per employee fell considerably in this employment regime. This als
reflects the power of the trade unions which, by virtue of their involvement ir
corporatist arrangements, is very considerable and has enabled them to fi
successfully for working time reductions in exchange for more jobs. Part-tim
work is high or rising. However, in those countries where part-time work is
already very high, as in Denmark or Sweden, the trend among women is in t
opposite direction, while part-time work is on the increase among men.

In this variant of the regime, men’s and women'’s working time is appar
ently beginning to converge, but a prominent characteristic of most represe
tatives of the social market economy type is declining or stagnating
employment rates or high unemployment, together with a high share of lon
term unemployment and the threat of social exclusion for those affected. On
countries with an explicit work redistribution strategy (Denmark and the
Netherlands) have been able to reverse the trend towards rising unemploym
or social exclusion. However, these countries also seem to have succeede
occupying new market niches through the flexibilization of product and labou
markets, thereby stimulating employment-intensive economic growth.

As already assumed theoretically, even a simple performance comparis
shows how illusory the search for cases of ‘best practice’ is. Table 2.
compares the countries in our sample on the basis of 10 performance criter
although the indicators do not fulfil the ideal requirements in every*éade
narrow range of the average rank order (between 3.6 and 6.9) is quite ast
ishing, as is the clustering of cases around the middle of the ranking. Th
means that good rankings on one target indicator must obviously be bought
the expense of poor rankings in respect of other tatfédsvertheless, the
groups of more and less successful countries in the 1990s can be discer!
clearly enough. The more successful group includes the USA, UK, th
Netherlands and (still) Japan, while the less successful group include
Germany, France and, contrary to our expectations, Austria. On the other hal
the cumulative performance of Sweden is better than expected, and tt
surprising finding is confirmed by the latest positive developments.

Overall, Denmark comes out best. However, Denmark is a small, homc
geneous country, with intensive trading relations with its direct neighbours, ar



Table 2.9 Comparison of the performance of employment systems
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Labour

Share of

Self-

Employ- Unemploy- Employment Income Average
ment forcg ‘ ment long-term employ- threshold inequality productivity rank
rate participa- rate unem- ment
tion rate ployed rate
of women
1 r 2 r 3 r 4 r 5 r 6 r 7 r 8 r 9 r 10 r ar
United 4.2
States 73 2 71(+) 3 45(-) 3 8 1 13 8 11 2 0.0 3 21(+)9 04 9 27 2
Japan 69 5 60(+) 9 41(+) 2 20 2 24 2 9 45 09(-) 2 >16 5 20 5 1.1 43
EU15 61 58 (+) 10.0 (-) 50 16 13 1.9 no 2.0 1.1
data
Germany 65(-) 8 61(+) 75 94 8 52 9 17 45 8 7 229 >14 3 31 1 10 7 64
Netherlands 65 (+) 7 63 (+) 55 40() 1 48 8 30 1 9 45 37() 1 <16 4 12 8 19 44
Austria 68(-) 6 63(+) 55 4.7 (+) 4 30 4 12 9 7 85 14 45 20 8 19 6 14 561
Denmark 75 1 75() 2 51(-) 5 29 3 17 45 7 85 15 6 <14 2 23 3 30 136
United 4.4
Kingdom 70 4 68(+) 4 6.3(-) 6 33 5 23 3 12 1 16 7 18(+)7 22 4 20 3
France 60 9 6l(+) 75 11.7(-) 9 44 7 15 6 9 45 14 45 <17 6 15 7 09 &9
Sweden 71 3 76() 1 82(-) 7 34 6 14 7 9 45 20 8 >13 1 25 2 07 A9

Notes:
1 Employees as a percentage of resident population able to work, average 1990/98E®RBPMent Outlook999, p. 225).
2 Labour force participation rate of women in 1998 (+ increasing trend, — decreasing trend since 1990 E@&&@DPnent Outlogkl999, p. 227).
3 OECD - standardized unemployment rate in 1998 (OHEDiEployment Outlogkl999, p. 224).

4 Share of survey-based unemployed, who were jobless for more than 12 months, as a percentage of total unemployment iD,I99®I(@EEnt OutlogkL999, p. 242).
5 Share of employees who work less than 35 hours per week, as a percentage of total employment in 1988r(@&@iEnt Outlogkl999, p. 240).
6 Share of self-employed, apart from agriculture, as a percentage of total empldpi®ftSEP, no. 64, p. 38); estimated data for USA and Japan.
7 Percentage of GDP growth required to generate employment (see text, section 4), 1986-97.
8 Relation of the fifth to the first deciles of earnings in the mid-1990s (OE@ipJoyment OutlogkL996, p. 61-2).
9 Annual change of hourly productivity 1990-98 (for US#d Japan, 1991-7ifployment in Europel999, p. 127f).

10 Annual change of gross domestic product per capita, 1991-7, per cent (Skebte>2,8).

r = Rank (without EU); (+) = increasing trend; () = decreasing trend.
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can hardly be held up as a model for the large EU member states. Neverthele
Denmark does contradict the prevalent notion that the only way of respondir
to globalization and individualization is radically to reduce the role of the state
to cut benefits and to introduce greater wage differentiation. And one thing th
Denmark does share with other comparatively successful countries, and partic
larly the Netherlands, is a lively approach to institutional reforms, which have
been proceeding along the same lines as our analytical framework: the insti
tionalization of leave arrangements and mobility, multiple risk insurance
through the activation of wage replacement benefits and the introduction «
additional income sources, moderate wage policy and some easing of the burc
of taxation on earned incomes, and the establishment of a high-level educati
and training culture in networked and decentralized labour médfkets.

However, this comparison based on performance indicators also shows tt
different employment regimes can achieve similar results or weight the por
folio of target indicators in different ways. The good news for the less succes
ful employment systems is that their institutional path dependency (or the
regime type) does not prevent them from pursuing a successful strategy; t
bad news is that successful strategies require, first, the abandonment of
habits, second, the elimination of the privileges of status and, third, patienc
and persistence.

NOTES

1. | thank Christian Brzinsky and Alev Deniz for invaluable technical assistance.

2. See, for instance, Sassen (1994); in the extensive literature in this area, Rodrik (1997) a
Lee (1997) take account of the interface between social protection, labour markets at
globalization.

3. ‘Fusion cookery merges the best of the West with an Eastern edge. The new style bler
food, ingredients and techniques from many different cultures . . . eclectic cosmopolitanisr
that was unthinkable just 20 years ad¢evsweekDec. 1997/Jan. 1998, pp. 72-3).

4. To take just one example, expenditure on foreign R&D by Hoechst (a German chemic
giant) was just 5 per cent in 1970, compared with almost 50 per cent in 1995. One-quart
of R&D expenditure by US subsidiaries abroad is located in Germany (Gerybladize
1997).

5. Teleworking increased in Germany, for example, by 34 per cent from 1994 to 1999. Six p¢
cent of the jobs here are now classified as ‘telejobs’, compared, for instance, with 2.9 pi
cent in France (obviously a laggard in this respect), 7.6 in the UK, 10.8 in Denmark, 14.5 i
the Netherlands, 15.2 in Sweden and, at the top, 16.8 per cent in Finland (source: empiri
Institut der deutschen Wirtschaft, 1999).

6. Cf., among others, Beck (1986), Friedrichs (1998), Huinink (1995), van de Loo and val
Reijen (1992), Miegel and Wahl (1993), Mayer (1996).

7. Cf., among others, Baltes and Mantada (1996), Deutsche Gesellschaft fiir die Vereints
Nationen (1994), Enquéte-Kommission (1994), Harrison (1994), Hof (1993), Klose (1996)

8. Cf. Chapter 5 for a more detailed exposition.

9. On the significance of institutions cf., among others, Garrett and Lange (1995), Nortl
(1991), Schmid, Reissert and Bruche (1992), Schmid (1994).
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Freeman and Soete (1994), on the other hand, are more optimistic and see digital inforn
tion technologies as heralding a new ‘long wave'.

Thus this point of view, which combines insights made by Schumpeter and Keyne:
demands that any ‘innovation offensive’ be concentrated on the service sector if the emplo
ment crisis is to be solved; a more detailed theoretical justification can be found ir
Appelbaum and Schettkat (1993) and Schettkat (1996).

On the Japanese employment system, cf. among others, Talares1i999).

Cf. several short articles, with usefully extensive bibliographical referenc&E@D
Observer, no. 206, June/July 1997. European standards on cucumbers, which are unfor
nately all too real, are rigid to the point of parody. According to the regulations, this
vegetable cannot be designated a ‘cucumber’unless it is crooked. According to press repol
a Swedish grower was prevented from exporting or selling his ‘straight’ cucumbers.
Boyer and Drache (1996), Naschetdl.(1997), Zukunftskommission (1998: 159-223) are
all recommended as further reading on the comparison of production regimes.

See, among others, Albert (1992), Crouch and Streeck (1995), Esping-Andersen (19¢
1996), O'Reilly and Spee (1998).

I will not, of course, be able to meet all these demands here, but at best merely mention th
briefly.

Work on developing these theoretical frameworks has not yet advanced very far, so tl
following observations can only give a ‘flavour’ of the direction that comparative systems
research might take.

That is, part-time employment involving between 20 and 35 hours’ work per week for skillec
workers.

This advocacy of low income disparities is based on a value judgment that can, neverthele
be justified in economic terms: low income disparities can, on the one hand, increase wil
ingness to engage in teamwork and in constant further training and, on the other, encoure
firms to innovate.

The following model would provide an alternative method of calculating employment elas
ticities: (AINE; — mean valueAInE)) = a + b; (AINGDP, — mean valueAInGDP)) + b,
(AInGDP,_; — mean valueAInGDP)), withb, + b, as the measure of elasticity (cf. Schettkat
1999). However, | prefer the simple regression procedure because it permits the importa
distinction to be made between the employment threshold (point of intersection on the
axis) and employment intensity (gradient of the straight lines). Moreover, it can be depicte
diagrammatically.

Cf. Schettkat (1999), who finds very high correlations (around —0.9), except in the case
Austria; this exception is explained by a very strong reaction on the part of the labour supp
to changes in employment; however, this explanation itself requires further clarification (cf
Pichelmann and Hofer, 1999).

For a differentiated comparison, see Schmid (1998).

See Auer in this volume and Auer (2000); Schmid (1998); Visser and Hemerijck (1997).
Cf., among others, Freeman and Soete (1994), Jurgens and Naschold (1994), Delsen
Reday-Mulvey (1995).

The weakening employment intensity in Denmark (the only exception among our sample ¢
countries) can be attributed to the decline in part-time employment and to the introductio
of various kinds of leave programmes; by controlling statistically for the resultant wide fluc-
tuations in actual working time, a higher level of employment intensity would undoubtedly
be obtained for Denmark as well.

In contrast to France, where the linkage between economic growth and employment is al
strong, but with a high positive employment threshold (cf. Figure 2.3).

The inspiration for this kind of decomposition comes from Houseman (1995).

Not to be confused with the employment rate, which denotes the share of the working-a
population in employment; the share of the total labour force in employment denotes th
proportion of the economically active population (employed + unemployed) in employment
This equation can be reformulated via the following sEfp/Et, = POPtL/POPY, *
LFPt/LFPty * (1-U)t,/(1-U)t,; the cumulative composition of the annual growth rates can
then be calculated, e.g., A&t /Et = xM.
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Moreover, international comparative employment statistics are anything but reliable an
valid. For example, if the values for marginal part-timers computed by the DIW 1977 are
included, the decline in employment in Germany does not seem so drastic, and the col
ponent structure changes accordingly to —0.4B) (= 0.35 APOP) — 0.20 ALFP)
—0.64 A(1-V).

The finding for the Netherlands, where a decline in unemployment was also to be expecte
can be explained by the low cyclical level of unemployment in 1991, which rose consider
ably afterwards, until the Dutch ‘jobs miracle’ manifested itself in a drastic decline in unem-
ployment, which was maintained in 1998/9.

In 1998, women'’s shares in total part-time employment ranged from 67.6 per cent in Jap
to 84.1 per cent in Germany.

What is suspected at first sight can be listed precisely in statistical terms: across the OE(
countries as a whole, the variation coefficient for the total part-time rate fell between 197
and 1998 from 0.50 to 0.37; the variation coefficient for the male part-time rate fell from
0.71 to 0.46, while that for the female part-time rate fell from 0.45 to 0.37 (own calcula-
tions based on (unweighted) OECD data). The variations between OECD countries in tt
share of women in part-time work also fell slightly, from 0.13 to 0.10; however, the low
variation coefficient clearly shows that international variations in the gender-specific struc
ture of part-time work are considerably smaller than the variations in the overall level o
part-time work.

The inspiration for this decomposition procedure came from Houseman and Osawa (199
where it is used for the USA and Japan.

The data for 1997/98 required for the decomposition were not available.

The following statements on the meaningfulness of GDP are based on the excellent sury
by Eisner (1988); Eisner also discusses and outlines several alternative methods of meas
ing GDP.

Thus private companies’ security services are treated as intermediate products that at &
are included in GDP indirectly through higher costs. State police or security services, on tf
other hand, are treated as consumable end products and appear as such in GDP. For the ¢
reason, television programmes financed by private advertising are not included in GDI
whereas every publicly funded programme is included. The arbitrary treatment of househo
services is evident from the (no longer politically correct) joke: if a university professor
marries his maid, then GDP falls by the amount of the wage she used to receive, althou
economic well-being clearly does not suffer.

Without undermining our essentially academic approach, we can allow ourselves the indt
gence of injecting a romantic note into the proceedings at this point by thinking, for ex:
ample, of the (not virtual, but real) experience of catching crayfish in a remote Swedish lak
cooking them with mushrooms one has gathered oneself and washing them down with
bottle of Chardonnay. This whole event takes up time, of course, but gives (not for ever
character type of course) more pleasure than an expensive meal in one of the so-called ‘int
national metropolises’. Of course, the employment effect of such experiences is wea
Eisner (1988) points to approaches, such as those developed by the highly reputed eco
mists James Tobin and William Nordhaus, that seek to estimate the economic value
leisure time and include it in GDP.

The employment rate in the EU as a whole is affected by the low employment rates in t
still largely agrarian southern member states (Italy, Spain, Greece).

Korpi (1996) finds that, in comparison with other OECD countries, the Swedish econom
(and hence the Swedish welfare state as well) is still efficient and productive. He takes h
economist colleagues to task for being insufficiently careful with their empirical evidence
and sees no reason to call into question the foundations of the Swedish welfare state. |
their part, the economists have brought all their guns to bear on Korpi in order to press hor
the message that Sweden’s economic performance has declined sharply relative to f
OECD average. While Lindbeck (1997) and Henrekson (1996) also conclude that th
Swedish welfare state is the cause of the decline and that it is therefore in need of func
mental reform, two other authors (Agell, 1996; Dowrick, 1996) have taken a somewhat mor
differentiated and cautious line.
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41. In a global economy with free movement of goods and services, price levels should actua
grow closer together, so that the exchange rates obtaining at a given time would also
considered the real exchange rates or purchasing power parities (PPP). As is well know
there are barriers to national and, in particular, international price adjustments, and exchan
rates do not always reflect the real exchange relationships. This is why the PPP procedt
was developed, in order approximately to calculate real exchange rates. The theory a
method of this procedure are still controversial. One of the difficulties is that it requires ¢
standard basket of goods; however, that basket would have to be weighted differently fro
country to country and from period to period in accordance with customs and cultural pref
erences. The PPP relationships calculated and published by the OECD are, nevertheless,
best alternative currently available for comparisons of economic performance, sinc
exchange rate relationships fluctuate wildly over time (one has only to think of the ups an
downs of the US dollar over the last 15 years). Dornbusch (1987) provides an excellel
historical and methodological survey of PPP.

42. Switzerland, which is not included in this comparison, also belongs to this type of regime

43. Some, such as the inclusion of a distribution indicator (income inequality) or the self
employment rate, may even be controversial.

44. Thus, for example, the rank order correlation coefficient between labour productivity and th
employment threshold is —0.84; productivity and unemployment level also correlate nege
tively (-0.53), whereas the rank orders for the unemployment rate and the employmel
threshold correlate at 0.80.

45. Cf. in greater detail Auer in this volume and Auer (2000), Madsen (1998), Bblain
(1998), Schrader (1999).
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3. Flexibility and security: labour market
policy in Austria, Denmark, Ireland
and the Netherlands

Peter Auer

This contribution is part of a broader ILO study of the reasons for labou
market success in four smaller European countries. It analyses one particu
aspect: the contribution of both passive and active labour market policies ai
of the delivery institutions to the employment success in four countries. In th
broader study other policy fields were investigated, such as macroeconorn
policy (including tax issues) and industrial relations, as well as equal opportt
nity and working-time policies.

After a short statistical description of the relative labour market success ¢
the countries, selected issues in both passive and active labour market pol
are discussed. While the ‘generosity’ of the unemployment benefit system
today often blamed for the persistence of long-term unemployment, this cha
ter advances the hypothesis that it might be the use of the unemployment b
efit system as a temporary lay-off system, rather than a relative lack ¢
generosity, that could be one of the factors explaining low levels of long-terr
unemployment. The lay-off system is one institutional feature that provide
‘numerical’ workforce adjustment for firms and income and employment
security for workers. In addition, another ‘passive’ policy is presented as als
providing both flexibility and security, namely the transition between work
and retirement through early retirement schemes. More generally, the chap
asks whether there is a general trade-off between employment protection a
social protection. We then go on to discuss the contribution of active labot
market policy to employment success and find that the results vary widel
However, in all the countries, both active and passive policies are a permane
feature of the labour market and have thus to be included in any new notion
full employment, which has to be redefined not in stock but in flow terms.

1 RELATIVE EMPLOYMENT SUCCESS

Some of the smaller European countries have had success in their labc
markets lately: this is particularly the case in Ireland and the Netherlands wi

81
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Table 3.1 Recent employment growth (average annual growth rates)

1987-97 1998 1999 2000
Austria 0.7 0.9 1.4 1.0
Denmark -0.1 2.1 0.8 0.8
Ireland 24 10.2 5.8 4.7
Netherlands 2.0 3.3 3.0 25
us 1.4 1.5 15 1.3
EU15 1.0 15 1.6 2.0

Source: OECD, Employment OutlogJune 2000).

Table 3.2 Unemployment change, July 1998 to July 2000, seasonally
adjusted (%)

Total Male Female Gender
gap

July  July % July  July % July  July % July
1998 2000 Change 1998 2000 Change 1998 2000 Change 2000

Austria 46 3.2 -1.4 39 27 -1.2 55 38 -1.7 11
Denmark 52 438 -0.4 40 4.2 0.2 6.7 5.6 -1.1 1.4
Ireland 76 45 -3.1 78 45 -3.3 72 44 -2.8 0.1
Netherlands 3.9 2.6 -1.3 31 19 -1.2 50 36 -1.4 17
USA 45 4.0 -0.5 45 38 -0.7 45 43 -0.2 0.5
EU15 99 83 -1.6 86 7.2 -1.4 11.7 9.9 -1.8 2.7

Source: Eurostat; for Denmark and Netherlands the data refer to June 2000.

respect to employment (Table 3.1). In Denmark as well, unemployment he
been halved since 1993, while Austria has always had one of the lowest une
ployment rates in Europe (Table 3.2).

Very recently, however, some of the bigger European countries have al
recorded decreasing unemployment, and labour market improvement h
spilled over to more countries. Unemployment reduction is attributable in pal
to economic and associated employment growth. For example, the emplo
ment content of economic growth has lately risen in Ireland, Denmark and tt
Netherlands, the three countries with the most remarkable success. The Ok
coefficients, which measure the impact of economic growth on unemploy
ment, have also improved. This shows that the impact of economic growth n
only on employment creation but also on unemployment reduction ha
increased in recent years (Schettkat, 2001).

Net employment growth is occurring almost exclusively in the service
sector (except for Ireland, where employment in manufacturing is also rising
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and women’s employment has been growing more than men’s. Part-tirr
shares have risen (except for Denmark, where they have declined), but
Ireland, for example, many full-time jobs have been created as well. Betwee
1980 and 1996 in Austria it was only in the public sector that there was net jc
creation, while employment in the private sector declined. In Denmark, ther
was net job creation in both the public and private sectors, while in th
Netherlands and, to a somewhat lesser extent, in Ireland job creation occurt
mostly in the private sector. Self-employment in the non-agricultural secto
has been growing in Ireland and the Netherlands, but less so in Austria a
Denmark. In stock terms, fixed-term contracts still account for only around 1
per cent of all dependent jobs, although they are more significant in flov
terms. Given an almost stable distribution of employment by company siz
over the last 10 years, the pattern of employment growth by firm size has n
dramatically altered: in Ireland around 50 per cent of all net job creation he
been concentrated in small and medium-sized firms, but this figure is as hic
as 70 per cent in Denmark and over 60 per cent in both Austria (64.5 per ce
and the Netherlands (60.4 per cent).

Relative labour market success has also to do with the institutional featur
of the labour market. Several such factors can be singled out (Auer, 200(
social dialogue (industrial relations), education and training and working-tim¢
policies, among others. While labour market policy is only one of these
features, it is a prominent one. In the remainder of this chapter we will discu:
mainly labour market policy issues. For a more thorough account of the rel:
tive labour market success in the four countries, see Auer (2000), Hartc
(1999), Madsen (1999), O’'Connell (1999) and Pichelmann and Hofer (1999
as well as the 2001 publications of Bosch, Schettkat, Rubery and Visser.

2 LABOUR MARKET POLICIES

In order to influence unemployment and employment more directly, the
governments and social partners of all four countries have used labour marl
policy. Indeed, passive and active labour market policies are some of the fe
instruments in policy makers’tool kits that enable them to influence the labou
market directly, as they allow for job search and job matches, for suppl
enhancement and reduction and the creation of additional jobs, while gene
ally providing replacement income. In passive labour market policies
claimants are generally not required to be involved in any activity, whethe
employment or an active labour market measure, but must be available a
actively searching for work. Active policies, on the other hand, always requir
those receiving benefits to participate in either work or training activities.
While ‘passive’ income replacement programmes include unemploymer
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insurance (Ul) benefits and all other benefits paid on the condition of not bein
active, such as early retirement benefits, active policies comprise a wide ran
of measures acting on both the supply and the demand side of the labc
market.

Passive Labour Market Policy

In the 1970s, unemployment was still considered to be the product of tempc
ary mismatches in the labour market and temporary periods of insufficier
demand. Thus the basic function of unemployment benefit systems we
temporary income provision to allow job search or to weather cyclical trough:s
Since the 1980s, this has changed. Unemployment benefit systems have ha
face increased structural change as a consequence of shifts in the sect
distribution of employment, technological and organizational change an
globalization, which together had led to continuous ‘downsizing’ in traditional
parts of the economy and rising employment in new sectors. This has result
in prolonged periods of insufficient labour demand and mismatches of supp
and demand, that is structural demand deficiencies. Supply-side restrictior
such as inappropriate or outdated skills and disincentives for labour mobility
also play a role. In economic theory, however, structural features are consi
ered to be relevant no longer to labour demand, but almost exclusively
labour supply. For example, as far as unemployment benefit systems &
concerned, the ‘generosity’ of income replacement and the duration of bene
payment (see Table 3.3) came to be seen, not as protecting workers aga
prolonged periods of income losses, but as a major cause of unemployme
and particularly of long-term unemployment.

The evidence suggests that the benefit system has an effect on the per:
tence of unemployment, and that duration of benefits, rather than bene
levels, accounts for most of this effect (Graafland, 1996). Such results see
plausible and draw attention to a simple fact: if it were legally possible tc
draw benefits for a long period, this should result in a longer (registerec
duration of unemployment, as long as the cause of unemployment (fc
example, insufficient acceptable job offers) persists. Clearly, in unemploy
ment systems that offer benefits only for a short period (six months, fo
example), registered long-term unemployment cannot occur by defidition.
It is hard to prove this with the available information on replacement rate
and unemployment duration in the four countries. However, it is possible il
all four to draw benefits, or at least unemployment assistance, for a lor
period.

It cannot be denied that there is a (usually) unknown percentage of abu
in the system and that generous systems alleviate the pressures immediatel
accept work of any kind. In fact, such systems were established and/i
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Table 3.3 Replacement rates and duration of benefits, 1997

Replacement rate Duration

Austria

1. 58/74 Depending on insured employment and age: 20 weeks
to 52 weeks.

2. 57/70 Assistance: unlimited subject to means test

3. 63/79

4, 60/76

Denmark

1. 67177 4 years (activation measures after 1 year)

2. 67/97

3. 94/95

4, 94/92

Ireland

1. 48/62 390 days

2. 48/62 Assistance: unlimited subject to means test

3. 65/73

4, 65/73

Netherlands

1. 83/85 General benefits: 6 months

2. 76/79 Extended: depending on age and duration of insured
employment:

3. 89/90 From 9 months to 5 years

4, 93/94 Follow-up benefits: 2 years

Notes:

Net replacement rates for single earner households, 1997:

1. = for couple no children/2 children, 1 month of unemployment, as a percentage of avera
production worker (APW) income.

2. = couple no children/2 children 60 months of unemployment, average APW.

3. = same as 1 but at two-thirds of APW and including social assistance.

4. = as for 2 but two-thirds of APW and including social assistance.

Source: OECD (1999).

reformed in order — among other things — to allow better job matching, whic
is always more difficult in periods of high unemployment. The litmus test for
assumptions that the ‘generosity’ of the Ul system is a more than margin
cause of long-duration unemployment is a sustained recovery in the jc
market without a corresponding improvement in, for example, the Beveridg
(or unemployment vacancy) curve.
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On the basis of the evidence from our four countries, the assumed gen
osity of the benefit system does not easily provide empirical evidence for
more than marginal impact on unemployment in the longer term. In the cas
of Austria and Ireland, the Austrian system is clearly more generous for mo
categories than the Irish, while benefits can be drawn indefinitely in botl
systems (subject to means testing). Despite this, Ireland has much higher lor
term unemployment rates. And comparison of the Netherlands and Denmal
where replacement rates for the long-term unemployed are about the sar
produces another starkly contrasting picture: Denmark has low long-terr
unemployment rates, but the Netherlands still has high rates. This argume
could be extended to different regions in one country: here at least it can |
assumed that national replacement and duration rates do not vary by regi
and can therefore not be held responsible for any differences in long-ter
unemployment rates. However, these rates do differ by region, suggesting t
other explanations, such as the extent of structural change, are important
also has to be borne in mind that women usually have less entitlement to be
efits than men (for example, they experience greater difficulty in gaining
access to benefits because of their typically more heterogeneous car
paths) and only in Denmark do women reach a high coverage share (Rube
2001).

Nevertheless, many smaller (administrative) reforms have been introduce
into the unemployment protection systems in almost all of the countries und
review, some of which have also produced the intended effect. One or more
the following changes have been enacted: either the duration of benefits and
the level of wage replacement rates has been cut and/or eligibility restricte
In addition, all countries have resorted to much stricter enforcement of jo
search and suitable work provisions. That is to say, in different ways in diffel
ent countries, access to, and duration of, benefits have been restricted ¢
sanctions tightened. Some of these restrictions have had an impact on
decline in unemployment, albeit one that is difficult to measure. In Denmark
for example, restricting access to benefits for young people with low qualifi
cational levels by linking benefit payment to compulsory participation in
education had a tangible effect on youth unemployment. However, this |
much more an activation policy (as it offsets restrictions on the passive sic
with offers on the active side) and it would seem, in the light of our earlie
observations, that in general activation policies are more promising tha
administrative changes alone.

Flexibility and security in unemployment benefit systems

One explanation for differences in the scale of long-term unemployment (LTU
beyond the traditional generosity/duration argument could be the high rate
turnover among the unemployed in Austria and Denmark, both countries wit
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low rates and shares of long-term unemployment. In Austria, for example
around 700 000 people register as unemployed each year, but the stc
remains around the 200 000 level. The ratio of stocks to flows into unemploy
ment over the course of a year is about 1:3.5 in Austria and 1:2 in Denmar
but is about 1:1 in the Netherlands (at least for registered unemployment
1994) (no data for Ireland; data from OECD, 1996). This might change ove
time, but high shares of LTU and a concentration of the unemployed in th
longer duration brackets (see Table 3.4) suggest a much lower level of mob
ity among the unemployed in the Netherlands and in Ireland.

This is explained to some extent by high seasonal unemployment i
Austria and by the fact that Denmark traditionally runs a sort of lay-off
system, combining low employment protection with high social protection. Ir
Austria, such lay-off behaviour, with frequent recalls, also seems to spree
beyond the seasonal sectors. It is estimated that around 30 per cent of
unemployed have a promise of a job with the same employer after the
unemployment spell (Frahstuek al., 1998). In lay-off systems (and unem-
ployment systems with a large seasonal component) there is a sort of impli
contract between employers, their workers and unemployment compensati
institutions, which allows companies to shift their labour costs onto the
unemployment compensation systems during slack periods or tempora
declines in demand. Laid-off workers are rehired once demand picks up age
or the busy season begins. Such mutually advantageous use of the une
ployment benefit system supports labour market flexibility while providing a
safety net for workers, albeit at a certain cost to the unemployment protectic
system. It might also enable firms to retain an experienced workforce
thereby enhancing productivity. This depends not least on how recurrel
unemployment is. In Austria, for example, individuals experience on averag
1.3 spells of unemployment per year, suggesting that a certain degree
recurrence in associated with this particular system. However, other job ope
ings also seem to be available in these systems, as not all of those laid
return to the employer who laid them off. In Denmark, to a greater extent the
in Austria, labour market policy has contributed to this labour market flexi-
bility and security arrangement.

Flexible use of the Ul system seems to have positive effects on the emplo
ment rate as well, since both Denmark and Austria have higher employment
population ratios than the two other countries and a larger share of the une
ployed had held a job before becoming unempldyEuus lay-off procedures
that amount, in effect, to a ‘joint venture’ involving all the parties concernec
could be another possible explanation for relatively good labour marke
performance, that is a high labour turnover, combined with high participatiol
rates and low-duration unemployment. In Austria, for example, the hig}
turnover in the unemployment system is mirrored by high turnover in the
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Table 3.4 Duration of unemployment (percentage)

Duration Austria Denmark Ireland Netherlands EUR 15
1992 1996 1992 1996 1992 1996 1992 1996 1992 1996
Less than 6 months - 575 50.1 55.6 22.6 24.3 23.1 18.6 - 33.2
men - 61.8 51.2 55.8 20.1 20.8 25.2 18.8 - 35.3
women - 51.9 49.0 55.4 27.2 29.9 21.6 18.5 - 31.0
of which less 29.2 31.7 37.2 11.1 14.3 11.0 9.4
than 3
months
men 30.9 31.8 36.0 9.5 10.5 14.7 8.9
women 28.6 31.7 39.8 14.0 15.4 10.5 9.9
6 to 11 months - 16.8 22.9 17.9 18.5 16.2 32.9 324 - 18.6
men - 15.0 23.4 16.1 16.8 14.6 27.8 27.7 - 18.4
women - 19.3 225 19.3 21.5 18.9 36.8 36.6 - 18.8
12 months and more  — 25.6 27.0 26.5 58.9 59.5 44.0 49.0 - 48.2
men - 23.2 25.3 28.1 63.1 64.6 47.0 535 - 46.3
women - 28.8 28.5 25.3 51.3 51.2 41.6 45.0 - 50.2
24 months and more  — 13.4 8.8 11.6 39.2 41.1 27.7 33.7 - 30.0
men - 13.1 6.9 12.3 44.9 47.4 31.7 37.9 - 28.7
women - 13.7 10.6 11.0 29.0 31.0 24.6 29.9 - 315

Source: ILO CEPR data bank based on Eurostat (LFS) data.
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employment system, with around one million entries and one million exit:
each year among a labour force of 3.8 million.

More traditional use of the unemployment compensation system prevails |
Ireland and the Netherlands. In such systems, the seasonal and temporary lay
component is smaller, while long-term unemployment is higher. Here, lowe
employment rates go hand in hand with higher unemployment among labo
market entrants (young people, for example) and lower turnover among those
employment. However, while the social partners might find a lay-off systen
satisfactory (especially in small firms), there are also critics of the system wh
point to the costs for others. Heavy use of unemployment funds by certa
sectors, such as agriculture, construction and hotels and catering, leads to cre
subsidization, especially in Ul systems funded by contributions. Seasonal unel
ployment is made more viable, and the OECD has pointed out that high seaso
unemployment is indeed a problem in Austria (OECD, 1998).

The problem of cross-subsidization could be addressed by introducin
experience rating, although this would have a bearing on labour costs th
might negatively affect hiring decisions, especially in low-wage sectors
Alternative sources of employment might also be developed for slack seasor
Working-time flexibility could also be an alternative. In Austria, for example,
the social partners have recently agreed on the introduction of a working-tirr
pattern that has the effect of prolonging the season in the construction indt
try by annualizing working time. Overtime is rewarded by the granting of time
off in lieu and workers are obliged to take part of their holiday entitlemen
during the ‘dead’ season. However, while these changes might prevent tl
development of extreme forms of distorted use of the Ul system, the core
the systems should be maintained as they provide firms with flexibility anc
workers with flexibility and security.

It can be concluded from this that ‘passive labour market policy’ is indee
conceived not only to provide income protection for workers but also to allov
flexibility, especially for small companies. Thus any substantial changes to tt
system, such as tightening access, restricting ‘generosity’ (replacement rat
introducing waiting periods, and so on), might have drawbacks for labou
market flexibility. For example, a recent Danish report indicates that a reduc
tion in overall generosity (that is, in replacement rates) could lead to deman
for more dismissal protection. This raises the question of whether there is
basic trade-off between dismissal protection at the firm level and social prote
tion at the macro level and how changes in one system might affect the oth
The evidence that such a trade-off exists is clearly outlined in a recent pap
by the ‘forward studies unit’ of the European Commission (Buél., 1998),
which shows that there is a tendency for weaker social protection to go ha
in hand with tighter dismissal protection, at least in European countries.Th
authors assume different ‘indifference curves’ for the Anglo-Saxon countrie
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(which generally have lower replacement rates and less employment prote
tion) than for continental European countries, with higher values for both.

Such a trade-off is important for policy, as it implies a need for comple>
policy making which considers both sides of the trade-off. It is also necessa
to disentangle the purely legal dimension from what actually happens in pra
tice. For example, despite Austria’s tighter dismissal protection and the lowe
generosity of its benefit system, the actual trade-off between employmel
protection at firm level and social protection at macro level seems to work ju:
as well as in Denmark.

Exit measures for the older workforce: early retirement and invalidity
pensions
Another strand of passive policies has been heavily used in order to redu
supply-side pressure in the labour markets of all the countries under review, a
has therefore helped to keep unemployment below the level it would hax
reached in the absence of such policies. Early retirement schemes, and to a cel
extent invalidity pensions as well when granted on labour market grounds, ha
been important tools in allowing older workers to leave the labour market, despi
particularly strong dismissal protection for older workers and/or the particula
social responsibility firms have towards their long-term staff. Here there is clearl
a trade-off between dismissal protection and social protection of a different kin
the better the protection against dismissal is, the more exit measures there ar
help firms adjust their employment levels to the needs of structural change.
Early retirement has played an important role in reducing the labour supp
in all four countries (see Table 3.5). Invalidity pensions have also been us
increasingly for labour market reasons. Both have contributed especially to tl
decline in employment rates among older men and have lowered the actt
average retirement age.

Table 3.5 Employment rates for the 55-64 age group

Total Male Female
1990 2000 1990 2000 1990 2000

Austria 28.4* 29.2 39.7* 414 18.0* 17.8
Demark 53.6 54.6 65.6 61.9 42.4 46.2
Ireland 38.6 45.2 59.5 63.0 18.2 27.1
Netherlands 29.7 37.9 44.5 49.9 15.8 25.8
EU 38.4 38.5 53.1 48.9 24.7 28.4

*Data refers to 1994.

Source: OECD,Employment Outlook, (July 1997, June 2001).
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Table 3.6 Statutory and actual retirement age

Statutory Actual retirement age
retirement age

1970 1990

Male Female Male Female Male Female

Austria 65 60* 62.2 60.0 58.5 56.4
Denmark 67 67 66.8 61.5 62.9 59.5
Ireland** 65/66 65/66 69.5 72.6 63.7 61.2
Netherlands 65 65 64.0 62.1 59.0 55.7
Notes:

*  After 2024, gradual increase to 65.
** 65 for retirement pension, 66 for old-age pension.

Source: Missoc (1998), Latulippe (1996).

While early retirement has been an important tool in alleviating supply-sids
pressures in the labour market, it has also been increasingly criticized as a v
costly alternative. The ageing of the workforce, combined with pressures c
public budgets, has made it necessary to restrict access to these kinds of ‘e
exit’ options that have generally met with approval from the social partners
employees and firms. Several changes have been introduced in the countr
under review.

Austria restricted access to early retirement in 1996 by abolishing th
Sonderunterstitzungr special support arrangements, a combination of early
retirement and unemployment benefits, and is further reducing the attractiv
ness of all early retirement possibilities (by cutting the reference wages, f
example) with the aim of closing the gap between the actual and statuto
retirement ages (see Table 3.6).

Denmark has abolished all opportunities to take early retirement betwee
the ages of 50 and 59 but has retained certain options for those aged betw
60 and 66. Attempts have also been made to curb early retirement in t
Netherlands. Dutch labour market exits are collectively agreed at sectoral lev
and wage replacement for early retirees aged over 55 is financed by topping
unemployment benefits. Until 1994, this practice was encouraged by th
government, but it has since been restricted by the legislation on administrati
penalties introduced in 1996, which makes ‘voluntary’ unemployment unlaw:
ful (OECD, 1998). While Ireland also makes provision for early retirement fot
labour market reasons (mainly for the long-term unemployed), it is much les
widely used than in the other three countries.



92 Change and performance of employment systems

The disability pension system has also been used for labour market reasc
and as an alternative to other forms of early retirement, most particularly in tt
Netherlands, but also in Denmark and Austria. Recent attempts to tighten acc
(through stricter medical checks) have increased outflows from the system a
at least temporarily reduced the number of benefit claimants, for example in t
Netherlands. A sort of experience rating has also been introduced, penalizi
those firms that make frequent use of the system. The various options for ea
exit (for example, via unemployment, early retirement or invalidity pensions
seem to act — in the absence of job opportunities for the elderly — as functior
equivalents for each other. If the inflow into one system is restricted, inflow int
the other systems increases, albeit not in a 1:1 relation. In Austria, such a sub
tution occurred between the various invalidity pension systems (Pichelmann a
Hofer, 1999; OECD, 1998). In the Netherlands, the decrease in invalidit
pensions has led to an increase in unemployment among older people. Refor
have, therefore, to take account of the possibilities of substitution betwee
several regimes. Since their aim is to allow older workers to remain in emplo
ment or to find new jobs, they have also to offer incentives and provide the o
ganizational assistance required to make such policies successful. Austria
experimenting with a bonus—malus system, penalizing firms that dismiss old
workers and offering incentives to firms employing them.

Largely because of the existence of functional equivalents for early retire
ment and the limited opportunities for older workers to take up new jobs, th
ending of schemes that have considerably alleviated supply-side pressures
the labour market, and are popular among firms and workers, should
accompanied by the provision of ‘activation’ alternatives. Otherwise, the
abolition of these schemes will lead to greater poverty and uncertainty at tt
end of the working life and result in greater adjustment rigidity for firms. The
careful analysis that is required before major changes are made to the scher
is further justified by the fact that these schemes have been overwhelming
dominated by men and that their abolition coincides with increasing numbe
of women becoming potentially eligible for them. In any event, cuts in passiv
benefit schemes have to be balanced by the provision of real alternatives if t
potential beneficiaries of these systems are not to become unemployed or er
another scheme providing for basic subsistence that has a degrading effect
status. Incentives and/or active labour market policies should be put in plas
in order to maintain older workers in jobs and to facilitate access to jobs fc
older workers. Phased retirement systems are one of the possible measures
could be implemented or extended.

Active Labour Market Policies
The activation of labour market policy (LMP) is currently the most important
area of reform in European labour markets and is the cornerstone of tl
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Table 3.7 Labour market policy expenditure and the share of active labour
market policies in total LMP

Total Active Passive Share of Share of
LMP LMP* LMP* active active
spending LMP**, LMP**,
19947 1999
Austria 1.81 0.39 1.42 21.5 30
Denmark 6.40 1.88 4,59 29.4 36
Ireland*** 4.32 1.64 2.68 38.0 41
Netherlands 4.85 1.40 3.45 28.9 39

Notes:

*  As per cent of GDP: average values for the years 1994-7.
**  Share of active LMP in total LMP.

*** |reland 1994-6 and 1996.

Source: OECD, Employment Outlop&998.

European employment stratewhich is expected ultimately to lead to an
increase in employment rates. All the countries under review have subscrib
to this goal. Reducing the share of passive LMP and increasing the share
active policies is very much at the top of the agenda. A new social contra
between the unemployed and the labour market administration is about to
established. The terms of this contract are that, after a certain time spent
unemployment benefit, individuals have to be offered a regular job or a plac
on an active labour market scheme. From that moment on (as a rule before
months have been spent on benefit, in the case of young people, and 12 mor
for adults), benefits are available only in exchange for active participation i
work or training. This should be seen both as a right to ‘activation’ and a dut
on the unemployed to participate in active labour market policy measures.

Countries differ in terms both of overall spending and of their shares o
active and passive LMP. Denmark spends the most and Austria the least (¢
Table 3.7). In general, active labour market policy increased as a share of to
LMP (with some fluctuations), confirming a slight move towards activation
and reflecting both a relative decline of passive LMP (except in the
Netherlands) and an absolute increase in active LMP (ALMP) (except il
Denmark).

Changing policy mixes
While the level of ALMP in the four countries is generally increasing, the
composition of measures within ALMP has changed over time, sometime
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dramatically. All countries offer a range of measures that can be classifie
either as supply-side measures, such as training for youth and adults,
demand-side measures, such as employment subsidies and temporary (put
job creation schemes. In Denmark, for example, labour market training no
accounts for almost 50 per cent of active labour market policies — largely as
consequence of training leave schemes — while youth measures have decli
in importance, as has subsidized employment. In Ireland, by contrast, sub
dized employment now accounts for more than 50 per cent of total ALMEF
expenditure, while training measures as well as youth measures have declir
relatively in importance. Subsidized employment has also increased qui
considerably in the Netherlands with the introduction of so-called ‘Melkert
jobs’ (subsidized public-sector jobs for the long-term unemployed), while
labour market training and measures for the disabled have declined. In Austr
the composition has remained fairly stable over time. Those countries wit
high long-term unemployment (the Netherlands and Ireland) are also the cou
tries that have recently expanded subsidized employment, which can be se
as an appropriate measure for those hard to place in regul&rTblestwo
other countries make greater use of training measures, which might be mc
appropriate for an unemployed population that experiences shorter spells
unemployment. In Denmark, a high proportion of labour market training fund:
is allocated to the employed. Ireland also runs active training measures for t
employed, but public labour market training activities in Austria and the
Netherlands are geared almost exclusively towards the unemployed.

Has ALMP contributed to employment success?

It appears that, in the absence of ALMP measures, unemployment would ha
been considerably higher, especially in Denmark and Ireland, which have tt
highest ALMP enrolment figuresData on outflows from the unemployment
register into ALMP measures confirm this. In Denmark in 1994, for example
entries into ALMP represented around 30 per cent of outflows from the regis
ter; figures for Austria and the Netherlands show a rate of outflow of 10 and 1
per cent, respectively, confirming the lesser quantitative importance of ALMI
in the two countries. No data were available for Ireland. In Denmark, outflov
into ALMP has recently increased dramatically: in 1995, 60 per cent of partici
pants in the various leave schemes were formerly unemployed. It is estimate
for example, that the total fall in unemployment from 1994 to 1996 is attribut
able to those enrolled in leave schemes (which, because of their job rotation &
training aspects are considered as active measures) and early retirem
schemes (Do6hrat al, 1998). For Denmark at least, labour market policy is a
crucial factor in explaining the decrease in unemployment. The questio
remains whether this is a sustainable solution, however, as those leaving une
ployment temporarily for a leave scheme might return to unemployment afte
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their leave period. Recent data (Madsen, 1999) show that this has so f
applied only to a minority and that the majority of those on leave scheme
have tended either to leave for employment, to continue training or to leav
the labour force altogether.

Table 3.8 shows changes in unemployment, employment and participatic
in measures between 1994 and 1995 (the only years for which we have cons
tent data). Several observations can be made. In Austria, where the share
ALMP is relatively low and has remained almost stable, with only slight
reduction in the numbers of participants, it evidently made no contribution t
reducing unemployment, but it is striking that the increase in the number ¢
unemployed went hand in hand with a reduction in the number of those i
demand-side labour market policy schemes (job creation). However, as lat
increases in unemployment were accompanied by a rise in the number of thc
participating in schemes, this could be mere coincidence. Measured in tt
same way, the contribution of ALMP measures to the reduction in unemploy
ment in Denmark between 1994 and 1995 was around 40 per cent. Within t
ALMP measures, the ‘training for the unemployed and those at risk’ categor
has expanded. And in Ireland, ALMP seems to have made a marginal cont
bution to the lowering of unemployment and also to employment growth, a
demand-side measures (subsidies and public job creation schemes) h:
increased. Even in the Dutch case, some effect on the (small) decrease
unemployment and on employment cannot be precluded, as demand-si
measures have increased slightly despite a small overall reduction in tt
numbers participating in ALMP measures.

Table 3.8 Changes in unemployment, employment and ALMP
participationt

Unemployment Employment ALMP
(%) (%) entried
Austria +0.1 +0.6 0
Denmark -1.0 +1.7 +0.37
Ireland -2.0 +4.7 +0.15
Netherlands -0.2 +2.7 -0.07

Notes:

1. Changes for 1994/5 expressed as % of labour force.

2. In full-time equivalents (here, for reasons of simplicity, the Danish average — a mean avera
duration of 4.4 months for all measures — was taken, corresponding to a correction coefficient
0.37).

Source: European CommissiorEmployment in Europe, 1997; OECBEmployment Outlogk
1998, CEPR data base.
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Table 3.9 Participants per 1 per cent of GDP in 1995 as percentage of
labour force

Gross (inflows) Net (stock$
Austriad 4.6 1.66
Denmark 9.8 2.70
Ireland 7.1 2.36
Netherlands 1.8 0.90

Notes:

1. OECD,Employment Outlogkl998.

2. Gross inflows controlled for estimated duration for Ireland, Netherlands and Denmark on th
basis of Danish data, corrected for distribution of measures. Duration multiplier of 0.40 fo
Denmark but 0.50 for Ireland and the Netherlands (subsidized jobs usually last longer than tra
ing measures). Actual duration for Austria. As percentage of labour force for 1% of GDP spent
ing. Only unemployed participants.

3. For Austria, hypothetical, as only 0.36% of GDP was spent. Actual spending was 1.97 i
Denmark, 1.68 in Ireland and 1.28 in the Netherlands.

Sources: OECD, Employment Outlogk1998; Arbeitsmarkt service (Austria), 1998; Madsen,
1999, own calculations.

Another indicator of the impact of ALMP is the percentage of the labour force
covered by ALMP measures for a given level of expenditure. While we wer:
concerned above with the effect of changes over time, the focus here is on
overall impact on unemployment. The rates should be interpreted as the es
mated gross effect of ALMP on unemployment; they take no account of dea
weight or other effects that would reduce gross results to a greater or les:
extent, depending on their magnitude.

Table 3.9 gives information on the number of unemployed persons enterir
measures in 1995 per 1 per cent of GDP spent on active labour market polici
Gross rates control neither for employed participants in labour market policies (
whom there are many in Ireland and in Denmark) nor for duration of measure
but net rates (stocks) do. Net values are estimates of how much unemploymer
avoided per 1 per cent of ALMP spending in 1995. If these estimates are al
correct for those countries for which we do not have actual duration data (Irelan
Netherlands), the table shows two things. Firstly, the overall impact of ALMP i
significant and, secondly, there is a wide variation between countries in the effe
tiveness of ALMP spending, which might depend on the nature and cost eff
ciency of measures and forms of implementation used.

Whereas ALMP has made a considerable contribution in Denmark an
Ireland to the reduction in unemployment, it is quantitatively less important ir
both Austria and the Netherlands, both of which, however, have recently e:
perienced an increase in ALMP, as is evident from national sotivbie the
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question of how much ALMP contributed to employment success can be on
partially answered in quantitative terms, there is a lot of evidence that it i
indeed one of the important qualitative elements in European employme
systems and has at least prevented unemployment from rocketing during t
years of the employment crisis, at the same time contributing to huma
resource development.

Most importantly, any definition of full employment today has to take into
account active labour market policy, which has become an important eleme
in many employment systeridts importance will be increased in future
under the European Employment Strategy, which for the first time has esta
lished quantitative targets. If the targets are reached (each unemployed yoL
person must be given a place on an ALMP measure before the sixth month
unemployment and each adult before the twelfth), long-term unemploymer
could decline to low levels. In our four countries, an equivalent of between
and almost 20 per cent of the labour force flow into such measures each ye
and without them unemployment would be considerably higher. While ALMF
remains a ‘second-best solution’ after regular employment, it would seem t
be a necessary solution in today’s labour markets.

This is not to say that all measures perform perfectly well. Various evalu
ation results using different evaluation methods (see OECD, 1996; Meage
1999) show that there are sometimes high deadweight, substitution at
displacement effects linked to the measures. This suggests that some of
unemployed would have found work even in the absence of measures, tt
some measures lead to the replacement of employed persons by (subsidiz
unemployed persons and that some subsidized activities displace unsuk
dized activities. Various evaluation studies have shown that active measur
are more successful in integrating the unemployed into the regular market
the measures are close to regular business activities (that is, if they prep:
participants for marketable jobs or private enterprises are involved in th
implementation). O’Connell and McGinnity (1998) show that schemes tha
are close to such market activities contribute to higher programme effe
tiveness, especially for women. Programmes also seem to be more effecti
if they address the needs of the unemployed and take account of local con
tions (Meager, 1999). It follows from this latter requirement that smaller,
more specific programmes need to be designed and implemented as
replacement for broader, more general programmes (see also OECD, 199
We have not addressed the issue of equal opportunities in labour mark
policies, mainly because of a lack of data. Rubery (2001) presents son
evidence indicating that women are underrepresented in programmes a
that programmes may even tend to encourage and reinforce the ‘develc
ment of labour market conditions that have proved disadvantageous
women in the labour market'.
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3 REFORMS OF IMPLEMENTATION STRUCTURES

In all four countries, the public employment service (PES), as the main deli
erer of measures, has seen its structures changing quite dramatically in a m«
towards decentralization and the development of tripartism, with scope als
being created for private placement. In the Netherlands and Austria, the PI
has been removed from the Ministry of Labour’s sphere of competence and
now run by the social partners on a tripartite basis. The changes also includ
a move towards decentralization to regional le¥ls.

In Ireland, a trend towards more local involvement can be seen in th
creation of ‘local employment services’ (LES), which come under the auth
ority not of the FAS (the national employment service) but of the Departmer
of Enterprise and Trade. LES are mainly responsible for tackling the problel
of the long-term unemployed, and their brief involves collaboration with local
FAS offices (Employment Services Offices: EOS) and other actors at the loc
level. In Denmark, in conjunction with an activation approach, responsibility
for designing and implementing active labour market policy has beel
devolved to tripartite regional labour market councils on which local authori-
ties, employers and unions are represented.

There has been some evaluation of the working of the new structures. Aft
only four years under the new structure, an evaluation of the Dutch PES rec
ganization found that the changes introduced had not produced the expec
results. According to an evaluation report compiled by a committee of inde
pendent experts (Dercksen and de Koning, 1996), the social partners he
neither interacted efficiently nor adequately monitored their decentralize
offices, especially at central boards (CBA) level. Cooperation between th
various actors seems to have been much better in the local offices. T
government was criticized for having too many conflicting roles as partnel
supervisor and funder. As a result of the report, changes have been propo:
that would give the Ministry greater authority over planning and monitoring.
The Ministry will not, however, participate directly at CBA level, the state
being represented by independent members nominated by the crown. Lo
and provincial governments will be represented on the regional/local boarc
(RBA), while the PES is to concentrate on the hard to place. Incentive
(payment by results) will also be introduced. Despite the unfavourable evall
ation, the role of the social partners has not yet been fundamentally chang
but a new reform will see their role declining.

There has been no evaluation of the Irish reforms. While some see an ov
lapping of functions between LES and EOS, the Department of Enterprise al
Trade sees LES as an additional element in its drive to curb long-term unel
ployment, with a clear focus on specific local conditions. Danish evaluation
show that the potential risks of decentralization, such as a clash of intere



Flexibility and security 99

between national and regional targets, seem to be outweighed by the gai
particularly improved adaptation of measures to local conditions and strong
involvement on the part of local partners. In Austria, too, it was found that th
PES works efficiently under the new organizational framework.

While it is difficult to draw definite conclusions on a reorganization that is
still in progress, it appears that, in general, policies have been better adaptec
disparate local conditions and that the involvement of the social partners al
the municipalities (which have become important actors in the delivery o
ALMP) has produced encouraging effects. Some problems remain, howeve
The division of labour between the central and the decentralized units needs
be better coordinated, as do the activities of the various partners at local lev
Central organizations require information on the dealings of their decentralize
units, while decentralized units need clear goals but also enough autonomy. T
bottom-up definition of targets, consideration of disparate local conditions an
needs and an efficient system for monitoring target attainment are some of t
conditions for the efficient decentralization of PES (Auer and Kruppe 1996)
Institutional reforms also need a certain time to bed down before they wor
properly. While it is advisable to put in place a monitoring process at the san
time as introducing reforms, it seems to be counterproductive to enact too ma
fundamental changes in too short a time. There needs to be a balance betw
change and stability if efficient outcomes are to be produced.

One interesting development is the increasing share of private placemer
in some of the countries. In the Netherlands, in particular, temporary agenci
have increased their placement activities, thereby contributing, together wi
an increase in part-time employment, to the ‘jobs miracle’. The present pol
cies of ‘flexicurity’ are intended to introduce greater job security in this aree
without impairing flexibility!® Another point often raised is whether it is
advisable to integrate benefit payment and placement. The convention
wisdom (see, for example, various OECD country economic surveys) is th
such integration is preferable, since it creates opportunities for better follow
up of the unemployed, provides them with a quicker service (as regards plac
ment in active measures, for example) and makes it easier to control job sea
and fraud. ‘One-stop shops’, providing all labour market services such &
information, counselling, placement, benefit administration and active labou
market programmes, are seen as an efficient answer to the coordination pre
lems that arise between different agencies.

In our sample, all the countries except Austria have kept their benef
payment agencies separate from the other functions of the employment servi
While there have been attempts to improve coordination between the vario
services (for example, through the introduction in the Netherlands of a sing
personal file for each unemployed person, even though he or she may be
client of different services), the basic distinctions still remain. It is interestinc
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to note that coverage rates (both insurance and assistance benefits) are hi
in the three countries with separated services than in Austria, with its inte
grated service¥ This might be due to other reasons, such as the existence
unemployed individuals not subject to the job search obligation (older work
ers, for example). On the the other hand, there may be a contradiction betwe
the ‘welfare’ principle underpinning the operation of benefit payment agencie
and the ‘activation’ principle on which the work of placement services is base
that works against the trend towards the activation of LMP. The effects of thi
contradiction could be mitigated by integrating the systems.

4 CONCLUSIONS

Both active and passive labour market policies are important tools for th
regulation of employment and unemployment. Properly coordinated, they ce
be mutually supportive. We have shown how unemployment benefit schem
may act as efficiently functioning ‘flexicurity’ devices in certain sectors of the
labour market, especially for those small firms that use a lay-off system. |
addition, while an increase in actual retirement age is desirable, matching t
statutory and actual age of retirement will be a difficult task as firms are reluc
tant to retain older workers. This can be proved by the fact that older worke
are generally the category best protected by dismissal regulations but &
usually a priority target for redundancies. It may be concluded from this the
some early retirement schemes will have to be maintained, while great
efforts will have to be made to ensure that firms retain their older workers
at least on a part-time basis within the framework of part-time retire:
ment schemes. Different funding instruments have to be found (such as ‘se
financing’ schemes, in which a certain proportion of wage increases ar
allocated to collectively negotiated funds), and support for changes in wor
organization, for training adapted to the needs of the older workforce ant
possibly, wage subsidies could be part of an incentives package designed
encourage employers to retain their older workers.

Unless there is a general and sustained recovery on the labour market, ¢
possibly even if such a recovery were to occur, active labour market polic
will play a role in any new definition of full employment. In all developed
countries, a certain percentage of the labour force is always involved in ALM
measures at any one time. This percentage is bound to increase under
European Employment Strategy. In order to prevent the development ¢
secondary labour markets in which a marginalized group of workers woul
remain permanently trapped, ALMP should be used to offer only temporar
assistance for individuals in their transitions to and from the regular labot
market. Labour market policies have to be screened to ensure compliance w
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that objective, and some, such as the leave schemes in Denmark and
employment companieStahlstiftungepin Austria, have produced encourag-
ing results.

The timing of policies is also important, as the example of Denmark in.
dicates. The implementation of the leave schemes coincided with a period
labour market recovery. Thus there were net outflows from the schemes in
employment. Such procyclical intervention seems to be particularly effectivi
in the case of training schemes. However, it is also crucial to maintain coul
tercyclical labour market policy interventions, as policies are most neede
when the economy enters a recession. Although the short-term effectiveness
LMP is reduced at such times, such interventions should help to maintai
employment and incomes until the next upswing. In this way, they contribut
to the long-term efficiency of the labour market.

Along with many other labour market institutions, such as employmen
protection, unemployment benefits, early retirement and education and trai
ing, active labour market policies provide a sort of buffer zone around th
regular labour market and as such are an indispensable element of t
European socioeconomic system. While active (and passive) labour mark
policies are by no means the only element of ‘transitional labour market:
(Gazier, 1998; Schmid, 1995), they are an important part of them. As
‘second-best solution’, they provide an organizational framework for thos
transitions that require some assistance. They are usually aimed at the har
to place, and there is no need to assist in those transitions that are effec
spontaneously through the market. They might intervene at particularly impo
tant points in an individual’s career, for example when moving from school t
work, from a (lost) job to a new job or from work to retirement.

In some cases, ‘transitional labour markets’ might be created by providin
labour market regulations and (financial) incentives &hlhis would apply
to transitional periods such as training or parental leave. In these cases, prov
ing a set of collective rights and financial aids is usually sufficient to induce
demand for such ‘transitions’. In some cases, however, transitions not on
have to be encouraged by providing incentives and rights but also require
organizational framework. In such situations, active labour market policy ca
play a role; it can be used, for example, to deliver active assistance for youl
people who are difficult to place in the labour market by providing an infra-
structure (such as an intermediary organization or a project) that might ser
as a bridge into the labour market. It is also important in cases where tt
market spontaneously discriminates against older workers but demograpt
change and the financing of pensions make it necessary to extend the worki
life. Thus the active labour market policy element in ‘transitional labour
markets’ could become a permanent feature of modern employment systel
(at least as long as there are people experiencing difficult transitions) ar
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provide bridges into and out of the regular public or private labour market. |
order to be effective, these bridges, or institutions, would have to be perm
nent rather than temporary; for individuals, however, they should be regarde
only as transit zones. In other words, the institutions might have to be perm
nent to be effective, while every effort must be made to ensure that peog
remain within them only temporarily. The difficulty here is that the flow of
people in transit is also dependent on the business cycle and thus fluctuat
This may well represent the most important challenge for policy makers, wh
will have to decide how to put in place something more than ad hoc measur
responding to cyclical crises while at the same time establishing permane
structures that are flexible enough to cope with fluctuations.

NOTES

1. This should not be misinterpreted as suggesting that the unemployed are passive, or t
unemployment renders them passive. It is true that there is some controversy about t
distinction between active and passive labour market policy. Schwanse (1997) has sugges
that some active measures might in fact provide only income replacement rather than a
chance of employment in the regular market, while passive income replacement schem
that place a strict obligation on beneficiaries actively to seek work sometimes lead to recip
ents finding such jobs. The definition used here is based not on the outcomes of policies k
on the regulatory level. Another reason for adopting it is that, otherwise, the notion of polic
‘activation’, a major policy issue in the countries under review, not least as a result of th
European Employment Strategy, would become somewhat meaningless.

2. This institutional effect on unemployment duration affects registered unemployment an
Labour Force Surveys (LFS) unemployment differently. In the latter, unemployed individu-
als exhausting their benefit entitlement should still be classified as unemployed, provide
they fulfil the ILO criteria of being out of work, available and actively searching for jobs. It
is probable, but cannot be proved here, that there is some relation between the benefit sys
(affecting mostly registration) and unemployment as measured by surveys, as those rece
ing benefits and/or registered as unemployed might more easily classify themselves
unemployed than those unable to draw benefits. The relationships between surveyed une
ployment and registered unemployed are complex, however: for example, in Europe old
people who registered as unemployed are often exempt from job search and will not |
counted as unemployed in LFS. Indeed, LFS unemployment is usually lower than registere
unemployment.

3. In Austria 79.5 per cent of the unemployed held a job before becoming unemployec
Comparative figures are 63.5 per cent for Denmark, 53.8 per cent for the Netherlands al
only 25.7 per cent for Ireland. There are marked differences in these figures for men ar
women (Austria m: 90 per cent/f: 65.5 per cent; Denmark m: 68.3 per cent/f: 59.7 per cen
Ireland: m: 30.6 per cent/f: 18.0 per cent; Netherlands m: 54.1 per cent/f: 53.6 per cent).

4. On this point, and for a critical discussion of employment protection indicators, see Bertol
et al (2000).

5. Since the publication of the White Paper on Growth, Competitiveness and Employment i
1993, the European Employment Strategy has been gradually developed through ma
European council resolutions. Employment was finally integrated as a title in the Amsterdat
Treaty of 1997. The extraordinary job summit in Luxembourg at the end of 1997 laid the
basis for the implementation of the strategy. The Commission enacts guidelines, which a
implemented and monitored by the member states through national action plans. Four poli
areas are covered: employability, entrepreneurship, adaptability and equal opportunities.
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6. There seems also to be some relationship between youth unemployment and the share
youth measures within a country: countries with high youth unemployment (Denmark
Ireland) usually allocate a larger share of ALMP expenditure to young people than thos
with low youth unemployment (Austria). The Netherlands is an exception: until recently,
high youth unemployment was accompanied by low relative spending.

7. Our figures are estimated as follows: for Denmark, for example, the gross effects for certa
years are estimated on the basis of entries and duration of measures. In estimated gr
terms, around 200 000 people (full-time equivalents) out of 550 000 participated in active
labour market policy measures in 1995. Of these, an estimated 95000 were alrea
employed participants in labour market training. A first gross estimate, then, shows the
unemployment would have been 105 000 higher without measures; that is, the unemplo
ment rate would have been roughly 11 per cent instead of 7.2 per cent in 1995. For the ott
countries, similar estimates result in unemployment reduction rates of 3.3 percentage poir
for Ireland, 0.7 for Austria and 1 for the Netherlands.

8. In Austria, inflows into schemes almost doubled between 1993 and 1997, reaching 112 2
people in 1997, corresponding to an annual average of around 38 000 people (around 2.9
cent of the labour force in flow and 1 per cent in stock terms). The Netherlands have als
increased their ALMP, but the most important measure now in terms of participants is
reduction in labour tax for those employed on low wages, with some 780 000 participants i
1996. However, jobs have also been created in the public sector specifically for the lon
term unemployed (so-called ‘Melkert jobs’). Interestingly, spending has not been increase
which might indicate that the tax cut is not included in the spending figures.

9. In 1999, Denmark, Ireland, the Netherlands and Sweden spent more than 1.5 per cent of tt
GDP on active measures, while Belgium, Finland, France, Germany and Italy spent betwe:
1 and 1.5 per cent. Austria, Greece, Spain, Portugal and the UK spent less than 1 per ce
with the UK, however, recording a large increase, albeit from a low level, because of th
‘New Deal'.

10. See also the contribution by de Koning and Mosley in this volume.

11. See also the contribution by Wilthagen and Rogowski in this volume.

12. In 1955 these coverage rates were 149 per cent in Ireland, 127 per cent in the Netherlar
100 per cent in Denmark and 90 per cent in Austria (OECD, 1997). Coverage rates a
defined as the number of registered unemployed who received benefits relative to tf
number of unemployed (labour force survey definition). However, other definitions (for
example, benefit recipients as a share of LFS/ILO defined unemployed) produce much low:
figures: Ireland 82 per cent, Austria 74.6 per cent, Denmark 68.2 per cent and Netherlan
62.2 per cent (Rubery, 2001).

13. See the contributions by Gazier and Schmid in this volume.
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4. Employment systems and transitional
labour markets: a comparison of
youth labour markets in Germany,
France and the UK

Patrick Detzel and Jill Rubery

Transitional labour markets have been proposed as a means of reducing
extent of social exclusion associated with current labour market trends ar
conditions. There are two elements to the notion of transitional labour market
Firstly, there is an emphasis on developing transitions both for those in wol
and for those outside the labour market. For the former, such transitions w
offer opportunities to combine work with other meaningful activities or to take
a break from the constraints of work, while the latter will be able to participate
in work, if only for short periods of time, and thereby maintain and enhanc
their work skills. Secondly, there is an emphasis on the regularization of acti
ities, such as training, childcare and informal, casual and part-time work, th
fall outside the conventional labour market. The objective here is for thes
activities to become part of a transition process, that is a pathway back to t
labour market or into the labour market for the first time, and not simply &
means of filling in time or enforced alternatives to labour market participatior
(for example, childcare not undertaken under the auspices of parental lea
schemes).

Young people are a particular target group for transitional labour marke
policy, for two reasons. Firstly, they are by definition involved in a transition
from school or other forms of higher education to work, and one aim of tran
sitional labour market policy must be to ensure that this is a good transitio
Thus training schemes for young people should not be a way simply of fillin
in time but should provide an effective pathway into more regular work
Similarly, informal, casual or part-time work should provide stepping stone:
or bridges into the regular labour market and not be simply part of a cycle ¢
informal work followed by unemployment, particularly if participation in such
a cycle eventually becomes a barrier to entry to the regular labour market
young people become stigmatized as unstable workers without the appropri
work discipline. Young people may also be expected to benefit particularl
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from the opportunities for short-term labour market participation offered by
leave schemes and other transitional policies for those in regular jobs. Old
unemployed workers may not be willing to enter a job which is very short
term just to improve their work skills, but young people who have never ha
the experience of working, and perhaps need the opportunity to try out diffe
ent forms of work, may be more amenable to short-term job offers. The rol
of young people in transitional labour markets is thus critical.

However, while youth labour markets are central to the overall objective
of transitional labour markets, such markets are also very diverse and ta
different forms and shapes across European countries. This diversity is a prc
uct not only (or even mainly) of the overall level of labour demand but rathe
of the institutional arrangements or societal systems that create different pat
or transitions for young people seeking to enter the labour market. Al
European countries are experiencing certain difficulties with the established |
traditional systems of transitions for young people into the labour market, ar
thus attention needs to be paid in policy debate to the reform and developme
of these transitions. However, the exact nature of the problem varies conside
ably between countries and so the appropriate policy prescriptions will diffe
accordingly. Yet the transitional labour market approach, as currently deve
oped, tends to stress general principles that might be expected to be app
able across all countries. There is, of course, no suggestion that all countr
have adopted or should adopt the same form of transitional labour mark
model, but equally there has been limited analysis of what might be an appr
priate transitional labour market policy in one country but an inappropriate ¢
even possibly dangerous policy in another context.

Recognition of the dangers or disadvantages inherent in a specific tra
sitional labour market approach arises from the application of a more glob:
or holistic analysis of labour market systems than is often used to evalua
specific transitional labour market policies. For example, evaluations of poli
cies intended to facilitate the transition from unemployment into wage worl
do take into account problems such as deadweight effects (that is, the share
the unemployed who would have been likely to find work without the policy),
but the prioritization of the registered unemployed over, for example, the inac
tive who wish to work is assumed to be an objective of the policy. In countrie
with low female participation rates, such an approach tends to hide the conti
ued gender discrimination within the labour market. Similarly, evaluations o
the youth labour market tend to be confined to policy objectives aimed specif
cally at young people, and the possible displacement effects on other grou
are not directly considered. For example, much of the attention paid to tt
impact of the minimum wage has focused on whether it reduces the incenti
to hire young people, without consideration of its effect on the labour marke
position of adult women, a tendency pointed out by Doktda. (1996).
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Indeed, we need to consider the possibility that good transitions for youn
people might take place at the expense of other groups in society. If this
found to be the case empirically, we would have to ask whether there is
strong ethical or political basis for favouring young people. As with all policy
approaches, there is the risk of creating losers as well as winners. While t
basis for the transitional labour market approach is that policies should &
devised which, taking all things into account, have overall beneficial or posi
tive impacts, the possibility of negative outcomes for some groups needs to
taken into account directly. The actual effects will depend on the specifi
contexts in which policies are implemented, and the outcomes of specifi
policies in one context cannot be assumed to have general applicability
others. However, we also need to avoid the equally deterministic bt
pessimistic approach that all positive advances for some groups are nece
arily equally balanced out by losses for others. Good transitions can impro\
efficiency and equality in the labour market and establish the basis for
general expansion of good employment opportunities, provided macrc
economic conditions are favourable. Thus there is a need to consider t
specific conditions for young people in actual employment systems. Thi
chapter attempts to do so with respect to the employment regimes in Fran
Germany and the UK.

1 DESCRIPTION OF THE THREE EMPLOYMENT
REGIMES

It is broadly accepted that the way different labour markets work is profound|
influenced by the institutional settings in which they are embeddec
(Granovetter, 1985). Any investigation of the nature of a specific country
employment system requires an interpretation both of the current form ar
level of social exclusion and of the role transitional labour markets can play i
reducing such problems. This applies even when the main focus is on you
people, since it is necessary to understand how youth labour markets fit in
the overall employment regime. In order to elucidate the institutional config
uration and its dynamics, as well as the characteristics of the different labo
markets, a conceptual framework is required. The framework adopted here
that developed by the Frenoégulationschool (Boyer, 1986).

The Employment Regimes in France, Germany and the UK
Each national labour market and its institutional setting constitute the nation

employment regime. This term reflects the notion of sets of relatively stabl
structures defined at specific times and in specific spaces. It is, therefore,
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heuristic instrument that can be used to capture the differing institutione
configurations and the varying trajectories of national labour markets (Boye
19944a). For example, according to Crouch (1994), two variables can be us
to analyse the wage policies adopted by different economies. The first reflec
the extent to which wage policy is institutionalized and the form that it takes
the second the extent to which the institutional arrangements actually preva
ing in a specific labour market match those of an ‘ideal-type’ labour market
Despite its reductionist bias, this type of framework provides a means of pc
sitioning, heuristically, the various employment regimes and can be used
identify the different trajectories of the countries under consideration.

The Frenchlabour market, despite the recent profound transformation of
the French economy, is still characterized by the presence of stable interr
labour markets (Boyer, 1994b). This explains why, once entry to interng
labour markets is achieved, individuals tend to remain in employment. Thos
who do not integrate fully into the labour market through stable employmer
are at risk of being locked into an erratic employment path, characterized |
short employment durations and frequent transitions between unemployme
and various labour market and employment policy measures (OECD, 199
167).

One has to be aware, however, that such employment relations do not ch
acterize the various sectors of the economy in the same way (Moncel, 19¢
Louzeau, 1997). One of the effects of internal labour markets is to generate j
gueues among entrants, the length of which has been further increased rece
by the job-cutting programmes instituted by the large employers. The intern
labour market system explains the slow but steady promotion patterns of lar
sections of the low-skill male core labour fofcand the long hierarchical
chains could explain the high wage dispersion between the top and medi
earnings deciles.

Another specificity of the French labour market is the central role of the
state (Boyer, 1994b; Penard and Sollongoub, 199%)s affects the labour
market institutions on different levels and through different channels. Thi
active role of the state in the shaping of the employment system contras
sharply with the weak positions of the other actors involved in workplace
relations (employees’ representatives and employers) (Boyer, 1987a; Pet
1987; Boyer and Dore, 1994). The state regulates labour markets through t
minimum wage, which reduces the incentives to employ cheap labour.
shapes the employability of low-status workers such as young people al
older, less highly skilled workers through employment schemes and ear
retirement programmes and facilitates female employment through variot
family support measures and the provision of an extensive childcare infr
structure. It has, however, a very limited impact on the policies of organize
tions. There has been a recent shift in the form of state intervention towar
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increased decentralization of the administrative authorities. The region:
dimension of state activities, such as regional training systems involving loc:
employers (Hildebrandt, 1996; Mansuy, 1995), should ideally also be take
into account if regional labour market differences are to be properly unde
stood (Agullo and Skourias, 1995). The importance of public expenditure i
shaping the labour market can be illustrated both by measures of public expe
diture as a percentage of GDP and by the participant inflows into state emplo
ment and training schemes. In 1994, participant inflows as a percentage of t
labour force stood at 11.9 per cent compared with 4.2 per cent for the unifie
Germany and 2.5 per cent for the UK (cf. Tables 4A.1, 4A.2 and 4A.3).

The German labour market has been profoundly influenced by the
economic and social consequences of unification. Eastern and Weste
Germany differ quite markedly in terms of labour market outcomes but hav
become very similar in institutional arrangements as a consequence of t
extension of almost all West German institutions to the former East German
Despite the very high unemployment figures, almost all young people are int
grated into employment through the dual system of vocational training as we
as the school-based education system (Franz and Soskice, 1995). However,
those who have not been able to gain access to one of the various educatic
pathways, the probability of being fully integrated into the skilled labour force
is considered to be very low (Blossfeld, 1990; Blosstdldl, 1993). The
reduced employment opportunities open to low-skilled individuals can b
explained both by the very small numbers of such jobs in the high-wag
German economy and by the important role of occupational labour market
Access to vocational labour markets in high-skill areas of manufacturin
industry and the role of the welfare system in shaping the German labo
market are illustrated in the studies of Esping-Andersen (1990). The emplo
ability of low-skilled individuals has been further limited by the slow expan-
sion of the service sector in the German economy and by the very sm:
number of low-level service sector jobs. In contrast to the French model, tt
state plays a fairly limited role in the regulation of the labour market
(Leithauser, 1987). Early retirement programmes and other measures hg
been used in specific sectors (such as mining), and more extensively in E:
Germany, in order to reduce employment, but their use has not been as wi
spread as in France. After reaching a peak of 0.59 per cent of GDP, expen
ture on early retirement programmes fell to a low of 0.06 per cent (see Tab
4A.2). Consequently, unemployment among older people has risen mo
rapidly than in all other age groups in Germany.

In that sense, the German labour market can be defined as neocorpora
(Buttler et al, 1992; Soskice, 1993; Streeck, 1994). The lower skill differen-
tials revealed by Mauricet al (1984), Steedman (1987) and Steedtaal
(1991) at the corporate level, as well as the maintenance of the vocatior
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training system and its extension to the service sector, are the outcomes
policies pursued by a strong cooperative network of companies aimed
avoiding state intervention and maintaining high skill levels among the labot
force.

This neocorporatist employment system has, however, been placed unc
strain by the very high costs of reunification, which manifested themselves i
very considerable direct transfers, increased tax burdens and rising social cc
(to say nothing of the indirect costs associated with the relatively high intere:
rates needed to attract foreign capital). One consequence could therefore
increased marginalization among already weak groups, such as those with
vocational qualifications, female returners and other women with little in the
way of skills or qualifications, the low-skill unemployed in Eastern Germany
and immigrants.

The UK employment regime is commonly described as a ‘Balkanized’
labour market with inflationary pressures coming not from trade unions bu
from employers, as a result of company-level wage agreements and sk
shortages (Brown and Walsh, 1991; Boyer, 1994a, Brown, £o84js
moving towards a company-led model, with a very low level of state anc
trade union intervention. It is the employment regime closest to the ‘idee
type’ of the flexible firm model proposed by Atkinson (1987). The UK
employment system is therefore fragmented, characterized by consideral
flows of individuals between employment and unemployment and wag
levels determined more by organizations’ ability to pay than by the labou
market, which generates wide and increasing wage differentials betwee
groups and organizations. Despite its tradition of apprenticeship, the UK |
characterized by a considerable discrepancy between the high level
education offered to the elite and the relatively low emphasis on employe
led training and by a recent move towards school-based full-time educatic
(Soskice, 1993), away from the vocational training models emphasized |
the Youth Training Scheme (YTS) programmes (Finegold and Soskice
1988).

Tables 4A.1 to 4A.3 show that the UK has the lowest level of public expen
diture on labour market programmes of the three countries examined he
(1.94 per cent of GDP in 1995). It is especially in the area of active employ
ment measures that expenditure is low, at 0.53 per cent, covering only 2.5
cent of the labour force (compared with 11.9 per cent in France and 4.2 p
cent in Germany). As a result of the increased importance attached to t
‘enterprise culture’, the influence of trade unions and of collective bargainin
is increasingly confined to particular sectors and organizations.

To illustrate the different configurations of the national labour markets,
account needs to be taken of the nature and length of labour market transitic
as well as of the composition of the various labour market queues.
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The Nature and Length of Transitions in the Three Countries

The three countries studied here are quite distinct in terms of the dynamics
labour flows. In contrast to general belief, it is in Germany that labour turnove
is highest (Schettkat, 1996a): despite the neocorporatist labour market, th
labour turnover rate reached 25 per cent during the 1980s. The British labo
market, which is regarded as flexible and company-led, had a turnover rate
20 per cent, whereas the corresponding figure for the highly regulated Fren
labour market was 15 per cent (ibid.). The labour turnover rate includes thre
forms of transition into employment as well as three forms of transitions ot
of employment from the following three labour market statuses: inactivity
unemployment and employment. The labour turnover rates differ in terms n
only of level but also of composition.

Examination of the flows into and out of unemployment shows that they ar
relatively low in France and relatively high in the UK (Table 4.1). However,
the reduced flows between the three states in France are the result of differ
dynamics. Fougére (1996) has shown that transitions out of inactivity hav
been stable for the last 23 years. Movements out of unemployment in
employment or inactivity, on the other hand, have declined steadily to only 5
per cent of their 1969 level, whereas transitions from employment have be
rerouted towards unemployment instead of inactivity. In the light of these
flows, it can be hypothesized that there is a gradual trend in France toward:
more ‘absorbing’ unemployment status. The rising unemployment rate i
Germany over the last 15 years, despite the relative high flows out of uner
ployment and the relative slow rise of the inflows, is explained by Schettke
(1996b) by the large increase in the duration of unemployment (from 15.
weeks in 1985 to 25.9 weeks in 1993).

Thus labour market transitions in these three countries seem to be qu
different in both form and nature. Germany has the highest rate of labot
market turnover, but these transitions take place mainly within the employe
population; that is, they involve transfers between jobs. These findings me

Table 4.1 Flows into and out of unemployment, 1990

Inflows in 1990 (% of Outflows in 1990 (as % of
working population) unemployed population)
France (1991) 0.3 55
Germany 0.2 8.0
UK 0.6 134

Source: OECD (1993: Table 3.3).
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reflect the German vocational training and labour market system, which tenc
to promote job-to-job mobility. Once individuals enter unemployment or inac-
tivity, the risk of staying may be quite high.

In the UK, the turnover rate of 20 per cent seems to be composed of diffe
ent transitions between the various states. The increased use of a flexil
labour force and the radical reshaping of the welfare system have led
increased movements between the different employment statuses.

France is characterized by low levels of transitions in general and ‘absorl
ing’ states in particular. Three striking aspects of labour market transitions i
France are highlighted by the findings of Lollivier (1994) and Fougere (1996)
Prime-age workers have higher transition rates between temporary jobs a
stable jobs than young people. Once they become unemployed, prime-a
workers have a higher propensity to move back into stable jobs than tempc
ary jobs, whereas young people are more likely to gain access to jobs throu
temporary contracts. The gendered dimension of these transitions also see
to reinforce the differences between prime-age workers and young people. (
the basis of these limited indicators, it would seem that internal labour marke
continue to prevail in France, favouring those individuals who are already pa
of the labour market.

Even these limited flow data reveal the considerable differences in labot
market transitions in Europe. In Germany, transitions seem to take plac
within the employed population. In the UK, on the other hand, transition:
involve movements between different employment statuses (see Table 4A.:
France has a generally low rate of transitions.

The analysis as presented thus far has been based mainly on the hypoth
of a homogeneous population. All labour market studies show, however, th
the risk of being in a specific labour market status is not evenly spread acro
the population but is related to age cohort, education, gender and occupatiol
status. We will now draw on stock data from cross-sectional sources in ord
further to differentiate the nature of the labour market regimes.

The Different Labour Queues

The first step in understanding the structure of labour queues is to analy
access to the labour market according to labour market status, gender, &
and educational level. ‘Low-skilled and less-experienced workers hav
been particularly hit by these adverse labour market developments’ (OECI
1997: 1). Because of the large gap between the old and the new li&nder
Germany, we have tried to differentiate as much as possible between con
tions in Eastern and Western Germany (Schwatzd., 1994a).

In 1996, Eastern Germany had by far the highest unemployment figures
the three countries in the over-24 age groups, and unemployment there w
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significantly above the average European level (see Table 4A.5). The hic
levels of inactivity among male and female, low-skilled and highly educatec
individuals in Eastern Germany are the result of the massive use of ear
retirement programmes in the years following reunification (Bellman anc
Buttler, 1994; Licht and Steiner, 1994; Parmentier and Tessaring, 1994). |
Eastern Germany, only 27.7 per cent of low-skilled men and 13.8 per cent |
low-skilled women in the 50-64 age bracket are active in the labour marke
Eastern Germans seem clearly to be located in unfavourable labour marl
queues as a result of the profound restructuring of the East German econor
which has destroyed almost 40 per cent of the jobs that existed before uni
cation (Licht and Steiner, 1994; Bellmann and Buttler, 1994).

The same kind of early retirement programmes have been introduced
France and Western Germany, but they were less extensively used during |
first half of the 1990s. In France, the inactivity rate among men aged over &
declines sharply as educational level rises, from 52.5 per cent for men wi
low educational levels to 21 per cent for the highly educated. This can &
explained by the fact that early retirement programmes are aimed at reduci
employment in traditional industrial sectors in which the workforce is made u
predominantly of low-skilled male workers. The inactivity rate among womer
aged between 50 and 64 is also high but does not differ significantly fror
European levels.

The second category of individuals in a precarious state in France is youl
people. Irrespective of educational level, levels of youth unemployment il
France were higher in 1996 than in Germany and the UK, and the shares
young people in full-time employment lower (especially among women, an
particularly those of low educational attainment). In the light of these firsi
results and of those relating to the transition intensities, France seems to he
a large population of predominantly young and older men excluded from th
labour market.

Measured by employment rates, the UK seems to fare relatively well, as h
been emphasized by different labour market studies (OECD, 1996, 1997).
should be kept in mind that these performance measures are offset to so
extent by an increased wage dispersion and greater job instability (see the fl
analysis above). In terms of employment status, young men of low education
attainment seem to underperform compared with their European counterpar
Since young people in Britain tend to leave the school system early (Bynn
and Roberts, 1991; Bates and Riseborough, 1993; Banks, 1994; Aslaion
1990; Furlong and Cartmel, 1997), the inactivity rate is quite low. The percen
ages of the young who are unemployed or in part-time work are, howeve
quite high, indicating that a large proportion of young people in the UK face
choice between part-time work or unemployment.

Employment status can be considered a rough proxy for position in th
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labour market queues but cannot reveal much about the degree of integrat
into the labour market. Once individuals are in the labour market the questic
about the degree of participation remains.

Table 4A.6 shows the number of hours worked in the three countries as we
as in Europe. Despite the clear gendered distribution of work in German
(East as well as West), the distribution of hours in that country is a tradition:
one, centred around the 36—40-hour mark. France is characterized by higt
numbers of hours worked by core-age men and women. The UK, on tt
contrary, has a multimodal distribution of hours. The proportion of young
people working only a few hours is relatively high, indicating the presence o
a large group of individuals only marginally integrated into the labour market

Large internal labour markets in France and increased wage flexibility i
the UK should in theory give rise to differences in the trends and structures
wage dispersion in the three countries, although trends in wage dispersion :
also affected by sectoral shifts and changing life-course trajectories throug
out the countries. Figure 4.1 illustrates such structures and trends by plotti
the ratio of the highest earning deciles (D9) to the median earning deciles (D
and the ratio of the lowest earning deciles (D1) to the median earning decil
(D5). With its strong internal labour markets and extensive hierarchies, Franc
is expected to have the largest difference between the deciles, whereas the
is expected to show an increase in wage dispersion throughout the obsen
period. No specific hypotheses can be made about Germany, besides the |
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Figure 4.1 Structures and trends in wage dispersion, D9/D5 and D1/D5,
1979-95
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that many specialists have described German wage policies of the 1980s ¢
1990s as having been characterized by wage moderation as a result of tr:
union intervention and the tight fiscal policies adopted by the Bundesban
(Streeck, 1994; Crouch, 1994).

France has the highest dispersion between the top and median deciles
a relatively narrow wage dispersion between the median and the botto
deciles, which can be explained by the presence of a minimum wage. Tl
degree of wage dispersion was, however, quite stable throughout the peric
underlining the fact that the adverse supply shocks did not lead to increas
wage inequality. The British labour market, in contrast, experienced increa
ing wage dispersion throughout the working population. Germany is chara
terized not only by a low level of wage dispersion (as expected by Betttler
al., 1992) but also by a decreasing wage dispersion throughout the 1983-
period.

Drawing on the notion of employment regimes and on the limited dat:
illustrating the different employment queues, we can distinguish three form
of labour markets. With its internal labour market structure and the increase
educational achievement of its population, France is characterized by lor
employment queues, with educational level determining the position of indi
viduals in those queues. The opening up in the 1990s of certain manager
positions in the public and private sectors to young, highly-educated peop
has increased the attractiveness of the gidiedes écolebut has at the same
time reduced promotion opportunities for workers in internal labour market
(Verdier, 1995, 1996). However, the massive public intervention in youtt
labour markets through the introduction of training and work schemes do¢
not seem to have increased young people’s employability. There continues
be a major shortage of openings for young people such that employme
remains rationed. In practice, the various public schemes act as a sort
signalling device for entry into the private sector. These programmes play
dual role, with certain programmes working as screening advice for th
employers and others functioning more as a form of ‘warehousing’, providin
only limited possibilities of access to a full-time employment position
(Charpail et al, 1997; Martinez and Vanheerswynghels, 1997; Werquin,
1997). Despite their relatively good positions in certain industries such a
banking (O’'Reilly, 1992, 1994), women also find it difficult to gain access to
internal labour markets and in consequence account for a large share of
casual labour markets. Older semi-skilled men in manufacturing and hea
industries have also been locked out of the labour market through extensi
early retirement programmes. As a result, activity rates among the over-55s ¢
very low.

The German labour market can be broadly categorized as an occupatiot
labour market based on a skilled labour force. Unskilled jobs are relatively fe\
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in number and have even declined over the last 15 years, despite the sl
movement towards service sector-led growth (Esping-Andersen, 199(
Blossfeldet al, 1993). Low-skilled service sector jobs are also considerec
merely as stopgap employment or even as labour market traps that do little
increase employability. Thus the creation of unskilled, low-paid jobs is seen ¢
a way of integrating women who have left the labour market for domestit
reasons but not seen as a means of facilitating labour market access for yol
people.

The UK labour market, despite its occupational labour market history
(Marsden and Ryan, 1995), is evolving towards company-led labour mark
(Brown, 1994; Crouch, 1994) with only limited development of broadly-
based, labour market-level training programmes. The restructuring of the va
ous training institutions has led to an increased movement towards intern
labour markets (Green, 1995). The recent large increase in participation
full-time education, combined with the poor image of the vocational training
system, is indicative of a shift towards school-based routes into internal labo
markets.

We can postulate that the transitions between the various employme
statuses (unemployment, employment and out of labour force) are not on
nationally and regionally specific but also dissimilar for different groups. The
UK has been described as the most flexible labour market, but this seems
apply more to transitions into and out of the labour force than to job-to-jol
mobility. Thus marginalized workers seem to have no place in the unemplo
ment queues, unlike young people and lower-skilled men in France or larg
parts of the population in Eastern Germany. In the UK, they alternate rath
between low-paid, insecure jobs and unemployment.

Thus the experience of unemployment has different consequences. F
more highly educated young people in all three countries it postpones tt
transition into employment. In the UK, the frequent transitions between th
different labour market statuses could be interpreted as the result of a lar
number of stopgap jobs in the service sector. France, with its strong jc
rationing, is facing a major problem with the disrupting effect of unemploy-
ment for young people with lower and intermediate levels of educatior
(Werquin, 1997). In Germany the disrupting effect of unemployment seem
to have an impact mainly on individuals without vocational qualifications as
well as on large parts of the Eastern German population. It has only
marginal impact on school-to-work transitions (Detzel, 1998). The high leve
of unemployment in France and Germany and the high level of insecure jol
in the UK can be interpreted as a breakdown of the traditional systems
transition. However, since these traditional systems differ in scope, the
breakdown is likely to lead to the increased marginalization of different
groups within the population.
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2 THE NATURE OF YOUTH TRANSITIONS

We saw in section 1 that the employment regimes in the three countries diff
in important ways and that these differences have led to distinct employme
trajectories and different forms of labour queues. The notion of transitione
labour markets has therefore to take into account the different patterns of tre
sition between employment statuses and the different signals that these tr:
sitions generate in the labour markets. We would like, however, to explore th
argument further by looking at a specific segment of the labour market, name
the youth labour market. Young people in modern societies can be consider
to be in a state of transition between various labour market and domes
statuses (Chisholm, 1995). The transitional spells of young people are inde
lengthening with the increasing socio-economic instability of Western societie
(Cavalli and Galland, 1995). We do not postulate, in contrast to Aslhtain

(1990), that youth labour markets are autonomous segments of the broa
labour market, or that youth employment is simply more subject to volatile
movements than the overall labour market. Indeed, youth employment patter
have to be understood in relation to national labour markets and to gene
labour market institutions. Thus, before analysing the nature of the youtt
specific employment regimes, we will describe the nature of the employmer
statuses of young people in the three countries under investigation here.

The Employment Statuses of Young People

With the exception of Germany, young people throughout Europe are mol
vulnerable to the business cycle than the rest of the adult population and hz
higher rates of unemployment than adults. No age group appears to have b
efited more from the upturn of economic activity between 1987 and 199
(European Commission, 1997). Germany is the only country in Europe to hay
similar unemployment rates among young and adult workers (see Table 4.2

Although young people in all countries are vulnerable, there are larg
differences between countries in the employment ratios of young people,
finding that supports the hypothesis of separate labour markets. The rati
presented in Table 4.3 show that the routes into employment for the 15-19 a

Table 4.2 Unemployment rates, 1997

EU15 France Germany UK
15-29 18.7% 23.5% 9.7% 12.8%
30-59 9.4% 11.0% 9.9% 6.0%

Source: European labour force survey, 1997.
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Table 4.3 Employment ratios by age and gender, selected years (%)

1979 1983 1989 1994 1997
15-19 20-24 35-54 15-19 20-24 35-54 15-19 20-24 35-54 1519 20-24 35-54 15-19 20-24 35-54

France

Men 22.8 73.8 93.3 18.0 68.9 91.9 12.9 59.0 89.8 6.8 42.2 85.9 9.7 454 873

Women 13.5 59.0 59.5 8.7 52.4 61.9 7.0 455 64.0 3.1 32.8 66.6 4.6 385 68.6
Germany

Men 46.9 76.8 93.0 40.4 69.3 88.4 39.7 73.3 87.1 35.0 67.7 83.0 30.4 649 87.0

Women 42.2 67.7 53.3 34.6 62.7 53.7 34.3 68.3 57.7 30.6 65.7 63.7 24.9 60.3 67.2
UK

Men - - - 54.9 72.8 86.4 65.8 81.6 89.2 48.9 68.6 83.9 42.1 732 85.0

Women - - - 52.1 60.1 60.2 64.3 69.2 67.3 48.6 62.4 69.3 42.0 648 72.6

Source OECD (1996: 112) and European labour forces survey, 1997.
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Table 4.4 Status of young people at different ages, 1995 (%)

Age Status EU F G UK

15 In education and inactive 93.5 100.0 97.2 99.9
In education and active 2.9 - 2.8 -
Not in education and active 2.2 - - -
Not in education and inactive 1.4 - - 0.1

18 In education and inactive 59.0 84.0 475 27.3
In education and active 171 6.8 38.5 29.4
Not in education and active 19.3 7.2 11.3 375
Not in education and inactive 4.5 2.0 2.7 5.8

24 In education and inactive 14.3 12.7 17.3 35
In education and active 8.8 7.7 9.8 9.9
Not in education and active 66.8 72.7 63.8 74.1
Not in education and inactive 10.2 6.9 9.0 12.4

Source: Eurostat (1997).

group differ markedly between countries. Young adults in France are increa
ingly choosing full-time education as a pathway into the labour market. Youn
adults in Germany are relatively more likely to choose full-time education o
to delay starting an apprenticeship until after they have obtainefbihe
(Buchtemanret al, 1993, 1994; Sanders and Becker, 1994). Despite the larg
increase in the number of individuals staying in full-time education (Brown,
1994), young adults in Britain start looking for jobs very early in their life
(Bynner and Roberts, 1991; Roberts, 1993, 1995).

These differences are further illustrated by the distribution of young peopl
across the different statuses (see Table 4.4). France has the largest shar
young adults in full-time education at age of 18, whereas the UK has th
largest share of young people who are economically active on a full-tim
basis. The two routes into employment in Germany (dual system and scho
based education) are reflected in the high shares of young people in t
‘education and active’ and ‘education and inactive’ categories.

These figures reflect the different Vocational Education and Training (VET,
systems in the three countries. We saw in the preceding section that the th
countries differ quite markedly in their labour markets, employment systems ar
socio-economic evolution. Young people do not gain access to the labour mar}
through the same occupations (European Commission, 1997) and industries
the adult population. These transitions are dependent upon educational ba
ground and the national vocational system as well as on the economic evoluti
of specific sectors (White and McRae, 1989; Aslebal, 1990).
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Table 4.5 shows that the concentration of young adults in the differer
industries is not the same in the three countries. Germany has the lowest re
of young people in so-called ‘young people’s’ service-sector industries such :
hotels and catering and wholesale and retail (personal consumer services).
UK, in contrast, has the highest ratio, especially among young male adult
who tend to be located in industries with low promotion prospects and lov
pay. In France, personal consumer services are characterized by a relativ
high concentration of young females, reflecting the difficulty young women
experience in gaining access to traditional internal labour markets.

Despite its high youth unemployment rate, France still has a large conce
tration of young men working in manufacturing industry. This could be
explained by the extensive use of state-led work schemes and part-tin
employment in these industries and by the existence of internal labot
markets.

These ratios show that the ‘points of entry’ into the labour force are quit:
different in the three countries. They reflect the extensive influence o
personal consumer services in the UK and the ‘stopgap’ function of such jol
(Esping-Andersen, 1993). These ratios do not, however, take into account t
role of public work schemes, the quality of the jobs offered or the opportuni
ties they provide for integration and mobility over the life course. Such ques
tions can be addressed only with longitudinal data.

The extent to which young people can be considered to be in a precario
position depends not only on their position in the labour market but also o
their degree of autonorfyand family background. Family support is even
more important for young people than for adults, particularly since the lengt
of time between inactivity and employment is increasing. Indeed, throughot
Europe, there is an increased concentration of unemployment within hous
holds, leading to a growing number of households without any earnet
(OECD, 1998). This trend also applies to young people, as Table 4.6 shows

The Role of the Employment Regimes and of the State

The institutional configurations of the employment regimes play a similar role
in youth employment. The role of the state is stronger in the two countries wit
the highest youth unemployment rates, that is France and the UK. The impc
tance of French state institutions in youth employment can be understood
part of a long history of rationalistic state intervention in the education systen
In the UK, in contrast, the massive intervention of the state during the Thatch
years is quite counterintuitive and appears to contraditdigsez-faireattitude

of the Conservative Government (Green, 1995; Almond and Rubery, 200
Deakin, 1996). ‘A new Conservative Government was elected in 1979, an
soon adopted daissez-faire free-market approach to economic policy.
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Table 4.5 Ratio of shares of employment for those aged 1524 relative to those aged 25 and over for selected industrie

1996
Men Women
Manufacturing  Electricity Construction Wholesale Hotels & Private Wholesale  Hotels & Health & Community Private
rest. households & retail rest. social work households
W.Ger. 0.88 0.61 157 1.60 2.09 1.34 1.12 1.69 1.27 1.10 0.42
E.Ger. 0.77 0.56 1.59 1.35 2,57 NA 1.20 2.25 1.28 1.15 0.00
France 1.05 0.26 1.53 151 3.25 0.60 1.86 3.42 0.76 1.90 0.66
UK 0.79 0.43 1.04 2.25 4.57 0.65 1.69 2.54 0.59 1.45 2.81
EU15 0.99 0.40 1.41 1.87 297 0.40 1.69 241 0.74 1.46 0.88

Source: European labour force survey, 1996.
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Table 4.6 Proportion of unemployed youth in households where no other
person is employed, 1985 and 1993

1985 (%) 1993 (%)
France 15 28
Germany 27 34
UK 32 34

Source: OECD (1996: 116).

However, with the youth labour market in massive disequilibrium, supply bein
far in excess of demand, the interventionist policies adopted by the Labol
Government in the late 1970s had to be continued’ (Deakin, 1996: 82).

The costs of these programmes and the flows of young people involved a
very high, although once again there are major differences among the thr
countries (see Tables 4A.1, 4A.2 and 4A.3). In France, the costs of you
employment measures represent 0.27 per cent of GDP, compared with 0.06 |
cent in Germany and 0.13 per cent in the UK. The numbers of individual
involved in such programmes differ considerably from one country to the ne»
but are in line with the youth unemployment figures. In France, the number
young people taking part in these programmes amounts to 3.2 per cent of
working population. Two-thirds of these participate in training schemes
Despite the relatively low expenditures in Germany, the proportion of youn
people involved in these programmes as a share of the working population
similar to that in the UK. The nature of these programmes is, however, very
different. In Germany most expenditure goes on unemployment benefit:
whereas in the UK youth schemes are principally aimed at providing trainin
positions in the private and public sectors. More recently, the state in Germal
has extended its role both by subsidizing apprenticeships on a large scale
organizing school-based apprenticeship places in East Germany. Furtherma
it has approved a large ‘billion DM’ programme for disadvantaged group:
(Presse- und Informationsdienst der Bundesregierung, 1999b).

Despite the central role of the state as a provider of funds, the emphasis
the different programmes is consonant with the animating principles the
underpin the various employment regimes. The statements issued by the ve
ous national representatives within the EU, summarized below, reflect th
differing roles of the social partners in vocational trairfing.

France: The social partners are involved in the development of vocational trainin
policy at the national, industry and firm levels. They manage the organization
which collect the contributions that fund the training of young people and continu
ing training.
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Germany: The social partners’ role in training policy is institutionalized through
committee participation at federaandand regional level, works councils, consul-
tation at firm level and through industry-level collective agreements. Their role a
all levels is to advise on:

« the preparation and the implementation of policy in order to ensure quality;
« the content and duration of training;

« the organization of courses; and

e examination requirements.

Some trade associations and trade unions are also training providers.

United Kingdom: The government encourages employers to take responsibility fc
the training and development of their workforce. While collective bargaining is nof
common at industry level, unions are often involved in industry-level working
parties set up to develop standards and competencies, particularly in the case
Modern Apprenticeships. The scope of bargaining and consultation at firm level i
variable. Electronic Retrieval System on Employment Policies (ERSEP) or
Employment Policies, produced by ECOTEC for the European Commission

The relative lack of involvement on the part of the social partners in the Ut
and France led to intervention by various actors in an attempt to address t
problem of growing youth unemployment during the 1980s. At the risk of
reductionism, the intervention of the different partners can be illustrated b
means of the same elements used to characterize the labour market as a wr

In France, it was mainly the state that tried to tackle the problem of grow
ing youth unemployment. This started with the introduction of measures t
reduce the costs of youth employment by paying subsidies to employers
reducing the social costs of employing young workers. These programmes h
a significant impact on youth labour markets (Le Goff, 1995a) but did no
reduce unemployment because of substitution effects. In 1994, no fewer th
900 000 young people, or more than an entire age cohort, were employed
subsidized contracts (Chastand and Gelot, 1996). Every second young in
vidual without thebaccalauréathas participated in a youth scheme at least
once (Werquin, 1997). The question of whether such schemes enhance part
pants’ employability has been widely analysed and discussed and is al
addressed in the next section. The rapid extension of youth measures was |
however, the only measure used by the government. The problem of jc
rationing and job substitution led the government to involve the social partne
more extensively by increasing the local and regional autonomy of the VE
system and by trying to improve the image of the apprenticeship. Despite tl
increased subsidiarity, it is still the state that plays the largest role in both fun
ing and setting the agenda.

The politics of youth employment programmes in the UK are more erratic
They are characterized by quite strong state intervention, albeit in favour
company-led education and training. The main scheme over the last 15 ye:
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was the Youth Training Scheme, which used to take up to 25 per cent of tl
young people leaving the school system (Deakin, 1996; Andrews and Bradle
1997). It is mainly seen as a beneficial scheme, not so much for the your
people it is aimed at but for the companies taking advantage of the subsidit
The further development of the YTS towards a credit system was followed b
the introduction of the Modern Apprenticeship in 1994 (in operation in
September 1995 and endorsed in 1997 by the new government) and the int
duction of competency-based training modules, National Vocationa
Qualifications (NVQs).

Further devolution was accompanied by further liberalization of labour
market processes, which conferred greater market freedom upon new traine
and by the introduction of output-related funding. The government continue
to fund youth training services but ceased to provide such services itse
However, the relatively low commitment of employers to standardized voca
tional qualifications has led to a weakening of broad vocational standards al
to very tightly defined, job-related qualifications. The broader Modern
Apprenticeship scheme is mainly used by very small companies in the servi
sector. Over a third of participating companies have fewer than 10 employe
and a further quarter between 10 and 24 employees. Nearly two-thirds
Modern Apprenticeship employers have only one apprentice, with most of th
rest having between two and five. Only 4 per cent have more than 10 emplo
ees (Howarth and Stone, 1999).

The policy shift towards the establishment of a quasi-market in youth train
ing services is reflected in the scheme introduced by the new Labour gover
ment and known as the New Deal. The New Deal for young unemploye
people is aimed at those aged 18-24 who have been claiming jobseeke
allowance (JSA) continuously for six months. Participation is mandatory
Those joining New Deal first enter a so-called ‘gateway period’ lasting up t
four months. This period includes career advice and guidance and help wi
job-seeking skills. The aim of the gateway period is to help as many people
possible find unsubsidized employment (Hall and Reid, 1998). Individual
who have not secured employment at the end of the gateway period have
choose between the following options: employment with training and subsid
to the employer, work experience with a voluntary organization with training
work experience on an environment task force with training or full-time
education. Up to the end of 1998, over 214 000 young people had started
the New Deal and 140 100 had left the gateway. Table 4.7 illustrates the imm
diate destinations of leavers from the gateway between January and Decem
1998. The long-term effects of this policy are of course as yet unknown.

The German VET system is a complex system of cooperation betwee
Lander, employers and employees, dominated by the dual system, which s
the qualifications needed for a specific job status. Major investments in th
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Table 4.7 Immediate destination of leavers from Gateway (per cent)

Not Unsubsidized  Employer  Education  Voluntary and Other
known jobs option environment

option
18.80 26.70 9.90 20.40 11.00 13.20

Source: Daly and Bently (1999: 201).

VET system and the considerable contributions made by employers in tt
form of stable offers of apprenticeship positions compensate for the low leve
of state funding of youth employment measures (Franz and Soskice, 199"
However, the system is facing some major challenges, which are related not
the increased number of unemployed young people or to a mismatch proble
(Witte and Kalleberg, 1995) but rather to the relative rigidity of the system, th
low involvement of employers in Eastern Germany and the increased attra
tiveness of school-based education. The German VET has also to take ir
account the small but stable share of young people leaving the VET withot
minimum qualifications (Banks, 1994) and who are at risk of being trapped i
low-level jobs with poor career prospects. In 1999, according to new resear
by the German Ministry of Education, 11.6 per cent of young people wer
without qualifications. Among non-German young people this figure reache
32.7 per cent (Presse- und Informationsdienst der Bundesregierung, 1999a

Forms of Transitions among Young People in Germany, France and
the UK

It is difficult, for a variety of reasons, to compare the role and effectiveness c
the various national VET systems. The first difficulty concerns the criterion tc
be used to measure effectiveness. Cross-sectional data provide the most ex
sive information but do not allow individual trajectories to be taken into
account. Labour force survey indicators, such as the stocks of unemploye
part-time employed or the share of young people in school, are the dynarr
result of different economic outcomes and cannot be used to measure t
effectiveness of VET systems. The use of indicators of labour market flexibil
ity relative to transitions is also of limited value for similar reasons. A measur
of the degree of matching between the VET system and the labour mark
would certainly be an appropriate indicator but would be strongly related t
the institutional context.

A second level of difficulty is related to the scarcity of international studies.
Research also reflects national specific interests and methodologies. The av
able UK studies are concerned mainly with the school-to-work transitior



Employment systems and transitional labour markets 127

and the role of the YTS and draw on panel data and cross-sectional da
French studies are concerned primarily with the school-to-work transitions ¢
specific cohorts based on retrospective interviews and on administrative de
from the unemployment office. German studies are even more difficult to finc
and are mainly based on an institutionalist approach (Buchtestahn1994;
Helbergeret al., 1994; Sanders and Becker, 1994). We can, however, use tl
different national and international studies of employment trajectories to higl
light the role of the different institutions in the young people’s transitions.

Employment trajectories and the role of the VET systems

The rates of youth unemployment in France and the importance attached to
role of the school system have led to the gathering of rich and detailed de
and to a very large number of longitudinal studies. Some studies of the tra
sition rates between the different employment statuses have also been made \
the intention of describing the evolution of flexibility in the labour market.
Lollivier’s study (1994), based on Markov chains, examined the stability of
the transitions between 1981 and 1989. His estimation of separate transiti
models for each year led to a rejection of the hypothesis of time homogenei
in the underlying Markovian transition process over this period. The rejectiol
is very strong for young workers (Fougere, 1996: 160). This means that tt
transition patterns of young people were not stable throughout the period.
account is taken of the decline in the mean duration of regular employme
spells over the period and the rise in transition rates from stable employme
to temporary work and from temporary work to unemployment, the role o
temporary jobs in the integration of young people into the labour force i
called into question. Longitudinal retrospective data for France, Germany ar
the UK confirm these cross-sectional data.

Afurther element in the link between education and employment is the rol
of educational or qualification level. In France, the educational level attaine
does not seem to have the large impact on promotion patterns after integrat
into the labour market that has been found in Germany (Scherer, 199¢
Employment opportunities seem to be more related to initial job and to ac
cumulated work experienée-lowever, education plays a part in determining
the probability of obtaining a job in the first place (Le Goff, 1995a, 1995b).
An individual's educational level determines his or her place in the job queu
(Verdier, 1996). The deterioration of the labour market, together with the
increased level of educational attainment among young people (Betlawé
1995; Verdier, 1995), has led to a decline in the value of educational qualif
cations and to increased unemployment rates among the highly editated
Goff, 1995a, 1995b). The education system in France seems to have an imp
tant signalling function for the labour market and future employers (Espinass
and Giret, 1997) although it is not coordinated with the labour marke
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(Moebius and Verdier, 1997; Lefresne, 1996). The loose coupling betwee
education and labour markets has led to increased competition not only amo
young people within the same cohort but also with slightly older cohorts whi
have some work experience acquired through work schemes or temporary jc
(Cahuzaet al, 1997).

Studies by Blossfeldt al (1993) and Esping-Andersen (1990) show two,
at first glance conflicting, trends in Germany. They are based on the san
theoretical background, which emphasizes the emergence of a new po
Fordist system throughout industrialized countries and the simultaneous mai
tenance of country-specific employment trajectories related to stratificatior
The first trend has been highlighted by Esping-Andersen (1990), who draw
on cross-sectional data. It shows a rapid reduction in the unskilled, pos
Fordist service-sector proletariat: ‘the post-industrial hierarchy emerging il
each country is quite distinct. The German, as we expected, is not only mu
smaller than elsewhere, but also much more skilled. Its unskilled servic
proletarians have declined sharply, so that their share is less than half of tt
elsewhere’ (Esping-Andersen, 1993).

The second trend, revealed by examination of the life-course movements
individuals within the occupational hierarchy, is the lack of upward mobility
among the unskilled. The transitions between unskilled service jobs ar
unskilled Fordist jobs are important, but they are not leading to access
skilled jobs. Those individuals in Germany who enter the labour market for th
first time in unskilled jobs have a fairly high probability of staying in such
positions. In other words, they act as labour market traps rather than as st
gap jobs for those queuing to enter skilled work. This reinforces the argume
that the vocational labour market in Germany and its dual system tend
generate a strong skill-based segmentation. It reduces the chances of yol
individuals without formal qualifications compensating for these deficits once
they have left the VET system. Indeed, the majority of the workers withou
vocational training enter the unskilled labour market and stay ther
(Blossfield, 1994).

The study of the UK in Esping-Andersen’s research reveals a surprising|
similar profile in terms of the distribution of individuals within the Fordist and
post-Fordist ocupations. However, unlike the case of Germany, there is a heg
bias towards unskilled workers in both the Fordist and the post-Fordist hie
archy (Esping-Andersen, 1993; Gershuny, 1993). These unskilled jobs have r
traditionally been a labour market trap, unlike the situation in Germany, as the
have functioned as an entry point to the labour market for young peop
(Kerckhoff, 1996). However, Gershuny (1993) has demonstrated that there
increased career immobility among individuals in Britain. In his view, this is
related to the weakness of the ‘institutional support for the acquisition of forme
qualifications that goes well beyond the standard educational provisions ft
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children and young adults. This support is, to judge from the evidence we ha
considered, lacking in Britain’ (Gershuny, 1993: 169). Thus these entry-leve
jobs are also becoming labour market traps in the UK.

Training opportunities provided by the state

We have seen that the breakdown of the school-to-work transitions in Fran
and the UK (and to a much lower extent in Germany) has led to a larg
increase in training opportunities provided by the state. Although sucl
programmes may delay youth unemployment, the question is whether the
improve young people’s employability and increase their probability of
embarking on a relatively stable employment trajectory. Do training
programmes provide a means of transition or do they lead to further stigm
tization of young participants?

The large volume of econometric and economic research on their effe
tiveness reflects the scale of the French and British programmes in terms
the financial and organizational resources deployed. The German trainir
programmes — owing to the great importance of the dual system — are not
developed, although they were extended in Eastern Germany to deal with t
lack of training opportunitie¥) The major programme introduced by the new
German government, despite its positive impact on the number of young inc
viduals without a training position (29 403 in 1999 compared to 35 675 ir
1998), has not yet been systematically analysed and evaluated (Presse-
Informationdienst der Bundesregierung, 1999a).

The majority of the studies in the UK show a relatively low or even nega
tive impact of YTS in generating secure employment paths for young peopl
(Bradley and Taylor, 1991; Doltast al, 1991; Main and Shelly, 1990; Main,
1992; Dolton, 1993; O’Higgins, 1994; Lindey, 1996; Andrews and Bradley,
1997). This seems to be particularly so in the case of medium-term job stab
ity. It is generally argued that the evaluation of training schemes in the UK he
to be differentiated according to the nature of the schemes. The trainir
schemes based on apprenticeships in private industry tend to have posit
effects, whereas those taking place in the public sector or within the educ
tional system are stigmatized and attract only young people with very poc
prospects As White and McRae (1989) have shown, the relative effectivense
of the first type of programmes has to be further analysed. Individuals who fa
to finish these programmes or who do not embark on an employment traje
tory soon after the first training spell tend to fare very badly in terms o
employment stability. This is partly explained by the dual function of the train:
ing schemes. They are both a relatively cheap screening device for employ:
and a form of stigmatization for those who have not achieved the expects
results.

The French studies show somewhat similar results but emphasize tl
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complexity of drawing conclusions from such results (Werquin, 1997). The
study by Bonnakt al. (1994), which is based on longitudinal data on unem-
ployed people, shows that the ‘youth’ employment programmes and subs
dized jobs have different impacts on the trajectories of young people
depending on educational background, individual employment histories an
the type of programmes they were involved in. Young people employed i
subsidized jobs that combine employment with part-time education have
higher probability of gaining access to stable jobs than those taking part
training schemes. However, this result is dependent on the level of educatic
Training schemes appear to reduce the risk of unemployment as they ra
participants’ qualification levels (Charpast al, 1997). This is due to the

intense job competition in France. Young people leaving the school system &
competing with older cohorts, most of whom have already acquired some for
of work experience. This helps to explain the heavy use of such programm
by those who have recently left the educational system (Werquin, 1997).

The second aspect, described in France as well as the UK, is the high sel
tivity of the training programmes. The better the scheme is, the better tf
young people applying for it are. In this respect, such schemes differ little fror
the selection processes already in place in the labour market. A third aspec
the risk associated with failing to reach the required standards of the trainir
schemes. As in the UK, young people who fail the examinations or drop ot
have a much lower probability of obtaining a first job, irrespective of the
nature of the job (Sollogoub and Ulrich, 1997).

Thus these various studies show that training programmes have differe
impacts that are dependent not only on their content and participants’ emplo
ment history but also, and perhaps mainly, on the tightness of youth labo
markets (White and McRae, 1989; Werquin, 1997). Overall, they do nc
profoundly reshape the matching process between the educational system
the labour markets; rather, they play the dual role of simultaneously screeni
and stigmatizing participants.

The role of short-term jobs

Human capital theorists argue that the development of short-term and/or pa
time jobs should increase the employability of young people by giving then
opportunities to acquire work experience. However, the human capite
approach ignores the existence of specific segments in the labour markets ¢
the different types of jobs on offer in the various segments. These jobs ha
also to be located in specific institutional contexts. A lot of short-term jobs fo
young people in Germany are an integral part of the dual system and shot
therefore lead to stable full-time employment, whereas in France they a
generally subsidized jobs characterized by relatively low transitions to full
time employment!
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Thus the role of short-term jobs in determining access to more stabl
employment is difficult to assess. There are almost no German or British stu
ies of this aspect of labour markets, so we can report only on French studit
Le Goff (1995a, 1995b) has shown, using duration models, that the probab
ity of entering full-time employment is reduced once individuals have experi
enced short-term employment. Thus indirect access to full-time employmel
is riskier than direct access. This is, however, dependent on gender and edu
tional and family background, as well as on industry and size of firm. The
embeddedness of these jobs in certain sectors and labour market segme
may explain these results.

Short-term employment contracts do not assist entry to more stabl
employment in France. This could again be the result of either rationing c
signalling, or of a combination of the two. These findings cannot be applied t
the UK or Germany because of the different nature of such contracts and t
different labour market conditions.

3 EMPLOYMENT REGIMES, YOUTH LABOUR
MARKETS AND TRANSITIONAL LABOUR MARKETS

This chapter has revealed the specificity of young people’s role in employme
regimes, on the one hand, and social exclusion, on the other, and illustrated
problems of ‘learning’ or ‘borrowing’ from ‘best practices’ in other countries.
Section 1 showed that the three countries are characterized by differe
labour market outcomes as well as different institutional settings. The
excluded and marginalized groups are not the same in the three countri
Section 2 showed that youth employment markets in the three countries &
very different. They are differently configured and the principles driving the
various transition processes are by no means the same. The German schoo
work transitions are the most stable ones and are the result of an employer-I
decentralized vocational system (Biichtemahmal, 1994). However, these
good and stable labour market transitions are achieved at the expense of s
matizing those young people who fail to obtain access to the recognized pai
ways into employment. The UK and France, on the other hand, ar
characterized by a lack of coordination between the education and trainir
system and the labour market, which in part explains the high mobility o
young people between the different labour market statuses. The introductic
of transitional statuses such as training scheme places, part-time jobs a
subsidized employment contracts has probably not been as successful
expected. Indeed, we would argue that they have not significantly improve
young people’s labour market situation. Because of the shortage of emplo
ment opportunities for young people, the effects of these transitional status
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have not proved to be markedly different from those of the selection process
already taking place in labour markets; that is, screening, on the one hand, &
stigmatization, on the other. The different research results in France sho
however, that it is not so much the individual experience of marginal employ
ment statuses that is stigmatizing but rather a sequence of such statu
(Balsanet al, 1996).

This specific analysis of youth labour markets in three countries has als
provided food for thought as to how the concept of transitional labour marke
might best be mobilized and applied in specific institutional environments
There are four conclusions that can be derived from this analysis. First, al
most obviously, universal labour market policy prescriptions must be avoide
We have identified differences not only in the extent of the problem of youtl
labour markets but also in the nature of the problem of integration. For e
ample, in Germany it is a small group of young people without formally validate
skills who bear most of the burden of exclusion, but policies borrowed fron
elsewhere, such as expanding the number of low-skilled jobs, might be cou
terproductive in the German context. All policies, even good ones, have cos
identifying the ‘losers’ from a good transition policy does not mean that ther
are any better policies on offer. In the UK, the problem is not so much estal
lishing access to the labour market but how to transform low-paid and ur
stable jobs into the first rungs of a ladder to more stable and higher-pa
employment. However, this is a general problem for the UK labour market an
young people are only one of several groups in the unstable segment of t
labour market. In France, the problem of concentration in low-skilled anc
unstable jobs is more specifically a youth problem and here, therefore, tt
focus needs to be on preventing involvement in state training or wage subsi
schemes and the associated risk of permanent stigmatization. All countri
need transitional labour market policies even if they take different forms an
often address different problems.

The second, related conclusion is that the evaluation of transitional labot
market policies needs to take into account their impact on lifetime trajectorie
and not simply the impact on current employment levels. For example, th
creation of more low-skilled jobs in Germany might alleviate the apparen
problems of social exclusion among unskilled young people in the short tern
but could create more problems of social stigmatization in the longer term
such jobs lead to the erection of further barriers blocking access to jobs th
provide training opportunities. Such outcomes are not inevitable, but the ro
of transitional labour market programmes in stigmatization as well as il
screening and selection neeeds to be recognized and further researched.

Thirdly, the interlocking nature of labour market institutions needs to be
taken into account in the formulation of transitional labour market policies. Thi:
follows from the recognition that the form and the extent of social exclusiol
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differ from country to country and that differentiated policies are therefore
required. However, we would go further and suggest that even transition
labour market policies which appear to be appropriate for a particular count
and a particular labour force category may have unanticipated impacts c
other aspects of a societal system or on other labour force groups unless
interlocking nature of a society’s institutional arrangements are fully taker
into account. Schmid and Schdmann (1994) have argued that transitior
labour market policies need to meet the criteria of institutional congruency. |
Germany, it may be more appropriate to extend the apprenticeship scheme
the adult unemployed than to provide reduced training opportunities for lowe
skilled young people, which might encourage employers to opt out of th
traditional dual labour market system, thereby putting further pressure on tt
successful but costly dual training system in Germany.

Fourthly, policies for reducing social exclusion among particular labout
force categories, such as young people, have to be considered against the o
all pattern of labour market organization and opportunities for all groups. /
good transition for one group might, in part at least, be achieved at the exper
of excluding other groups (for example prime-age women in Germany)
Similarly, policies for alleviating ‘bad transitions’ among young people, for
example in France, could result in a destabilization of internal labour marke!
for prime-age workers of both sexes, with potential consequences for the she
of households without wage earners as older workers are displaced from t
labour market. However, there are also opportunities for groups within th
labour market to recognize a common level of interest and to combine 1
improve the conditions for all marginalized groups. Such an opportunity
existed in the UK with the introduction of the minimum wage, which should
in principle have benefited both prime-age women and young people, the tv
main sources of low-paid labour. However, the decision to set a significantl
lower minimum wage of £3 per hour for young people up to age 22, compare
with the higher rate of £3.60 per hour, opens up once again the possibility al
likelihood of competition and substitution between these two groups. This we
to some extent the objective of a government seeking to safeguard the N
Deal for young people by ensuring that the wages employers had to pay wot
remain low. Thus it was implicitly accepted that the success of the New De:
might be achieved at the expense of other, more highly-paid adult groups
the labour market.

The transitional labour market approach accords with the view that it i
possible to develop and improve labour market institutions in such a way as
generate more employment opportunities and to distribute them more eqt
tably. The extent to which such objectives can be achieved through suppl
side reforms, without the appropriate macro-level conditions, is a matter fc
debate at the heart of Europe’s current employment strategy. However, it
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also clear that, without new forms of labour market organization, favourabl
macroeconomic conditions will not necessarily bring about good transition
into employment and a reduction in social exclusion. Thus the development
better transitional labour markets and favourable demand conditions me
perhaps best be regarded as complements and not competitors in the po
arena. Yet the transitional labour market approach still has to confront tf
issue of how to deal with different interests in the labour market.

It has been argued that the solution to these problems lies in ensuring tt
transitional labour market programmes reflect negotiated or collectivel
agreed systems for the distribution of income and job opportunities (Schmi
1998). However, many of the groups facing social exclusion are no
adequately represented in collective arrangements, even where these exis
national or industry level. Ultimately, therefore, the form taken by transitiona
labour market policies will depend on governments’ judgments as to the po
itical priority to be accorded to the varying groups competing for a scarc
supply of jobs in the labour market and also on the priority they attach t
employment objectives over the potentially conflicting objectives of fair wage
remuneration and prospects for transition into stable and satisfying job
Analyses of transitional labour market policies can point to the areas of mutu
gain as well as to areas of competing interests between labour force grou
They can also identify trade-offs and complementarities between policies «
maximizing the share in employment, on the one hand, and policies intend
to create good employment transitions, on the other. However, the priorities
be attached to these objectives are and will continue to be a matter of politic
decision.

NOTES

1. Itis generally assumed that individuals trying to enter the labour market constitute a vel
heterogeneous population and that work experience has some impact on individual
employability. These two dimensions are commonly associated with distinct employmen
trajectories. Espinasse and Vincens (1997), however, use a simulation to show that j
rationing, even in the case of a homogeneous population with no work experience affectir
employability, can generate a variety of different employment trajectories.

2. ‘There is in France a long tradition of conflictive relations between capital and labour, witt
a few explicit compromises and even less of a consensus. Thus the state has been a key &
in wage and price formation, frequently imposing norms and rules on weak employers’ ass
ciations and reluctant trade unions’ (Boyer, 1994b: 53).

3. ‘De ce fait, le salaire d'un employé tient davantage que par le passé a la nature de I'ent
prise dans laquell il travaille et a son secteur d’activité, qu'a sa compétence et au lie
géographique ou elle s’exerce. Il y a donc accélération d’une orientation, depuis longtem|
évidente: que la salaire dépend davantage des facteurs liés au marché des produits qu’ a c
du travail’ (Brown, 1994: 43).

4. Labour market turnover rate is defined as (new contracts + terminated contracts)/emplo
ment. It is measured continuously over a certain time period. Job flows, on the contrary, a
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defined as the gross change in the number of jobs within an industry or in the economy. Ti
job turnover rate is defined as (gross job gains + gross job loses)/employment and is bas
on a time-discrete measurement (Schettkat, 1996a). Flows of workers are therefo
measured by the labour turnover rate and job flows by the job turnover rate.

5. Dufour and Werquin (1997) use longitudinal data to show that the domestic and employme
thresholds are closely related. It is young individuals in full-time employment who tend tc
leave their families first, independently of the fact that women leave their families earlier.

6. These patterns may be explained by relatively short unemployment spells in Germar
compared to longer training programmes in the UK.

7. These statements have been retrieved from the ERSEP CD-ROM.

8. However, Balsaet al. (1996) show that educational level tends to retain a certain influence
even after five years’ labour market experience.

9. Another trend in the French labour market is the opening up of closed labour markets in lar
firms and organizations in response to the increased number of highly educated people enter
the external labour market. The filling of these positions by young individuals could lead to
profound reshaping of the promotion patterns of low-skilled workers as managerial positions a
filled from outside and for longer periods (because of the relative youth of the new workforce

10. ‘Regional imbalances are most obviously observed between West and East Germany. Wt
in the first half of 1993 in West Germany each applicant could choose between two positior
supplied, in April 1993 two thirds of all East German applicants had not yet found a train
ing position. As of November 1993, some 146 000 applicants in East Germany had bet
offered 84 000 apprenticeship positions in the private sector in 1993. About 50 000 ha
found a position in West Germany and more than 5 000 youths received training in publi
training centres’ (Franz and Soskice, 1995: 212).

11. Apreliminary study by one of the present authors has indeed shown that short-term emplc
ment contracts tend to lead to full-time employment contracts (Detzel, 1998). This can b
explained by the fact that young people in the dual system (which is characterized by go
transition functions to full-time employment) are linked to the labour market through short-
term contracts.
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APPENDIX

Table 4A.1 Public expenditure and participant inflows in labour markagrammes in France

Public expenditures as % of GDP Participants inflows as % of the
labour force
1991 1992 1993 1994 1991 1992 1993 1994
1.  Public employment services 0.13 0.14 0.15 0.16
and administration
2. Labour market training 0.35 0.39 0.45 0.44 5.7 5.6 5.6 5.4
Unemployed adults 0.29 0.32 0.39 0.39 3.8 3.9 40 4.0
Employed adults 0.06 0.06 0.05 0.06 1.9 1.7 1.6 1.4
3. Youth measures 0.23 0.26 0.29 0.27 3.1 3.4 3.1 3.2
Unemployed, disadvantaged 0.09 0.08 0.10 0.08 1.3 1.3 1.3 1.1
Apprenticeship, training 0.14 0.17 0.19 0.18 1.8 2.1 1.9 2.1
4.  Subsidized employment 0.11 0.13 0.20 0.21 1.2 1.8 24 29
Regular employment 0.05 0.04 0.04 0.05 0.4 0.4 0.5 0.8
Self-employment 0.02 0.02 0.02 0.03 0.2 0.2 02 0.3
Direct job creation 0.04 0.07 0.13 0.13 0.6 1.2 1.6 1.8
5.  Measures for disabled 0.06 0.08 0.09 0.08 0.1 0.2 03 04
6. Unemploy. compensation 1.47 1.61 1.73 1.57
7. Early retirement 0.47 0.40 0.39 0.38
TOTAL 2.82 3.00 328 312
Active measures (1-5) 0.89 1.00 1.17 1.17 10.2 11.1 114 11.9
Passive measures (6—7) 1.94 2.01 2.11 1.95

Source: OECD (1996: 207).



143
Table 4A.2 Public expenditure and participant inflows in labour market programmes in Germany

Public expenditures as % of GDP Participants inflows as % of the
labour force

1992 1993 1994 1995 1992 1993 1994 1995

1. Public employment services 0.24 0.25 0.24 0.23

and administration

2. Labour market training 0.65 0.56 0.42 0.38 4.1 1.9 1.8 2.0
Unemployed adults 0.62 053 040 0.38 3.6 1.6 1.7 1.9
Employed adults 0.03 0.03 0.02 - 0.5 0.3 0.1 -

3. Youth measures 0.06 0.07 0.06  0.06 0.6 0.6 0.6 0.7
Unemployed, disadvantaged 0.05 0.06 0.06 0.05 0.4 0.4 0.4 0.4
Apprenticeship, training 0.01 0.01 0.01 0.01 0.2 0.2 0.2 0.2

4.  Subsidized employment 0.51 0.47 0.20 0.21 1.2 11 1.3 1.3
Regular employment 0.07 0.07 0.06  0.07 0.2 0.1 0.1 0.2
Self-employment - - 0.01 0.02 - 0.1 0.1 0.2
Direct job creation 0.43 0.40 0.31 0.31 1.0 1.0 1.1 0.9

5.  Measures for disabled 0.25 0.28 0.26 0.26 0.3 0.2 0.2 0.3

6. Unemploy. compensation 1.48 2.00 2.03 2.08

7. Early retirement 0.47 0.59 0.27 0.06

TOTAL 3.65 4.21 3.66  3.47

Active measures (1-5) 1.69 1.62 1.35 1.33 6.3 3.9 4.0 4.2

Passive measures (6—7) 1.96 2.59 2.31 2.14

Source: OECD (1996: 207).
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Table 4A.3 Public expenditure and participant inflows in labour markagnammes in the UK

Public expenditures as % of GDP Participants inflows as % of the

labour force

1992 1993 1994 1995 1992 1993 1994 1995
1.  Public employment services 0.20 0.22 0.24 0.21
and administration

2. Labour market training 0.15 0.13 0.15 0.13 1.0 1.1 1.3 1.2
Unemployed adults 0.15 0.13 0.14 0.12 0.9 1.1 12 1.2
Employed adults - - 0.01 0.01 - - - 0.1

3. Youth measures 0.17 0.15 0.14 0.13 0.7 0.7 0.8 0.9
Unemployed, disadvantaged - - - - - - - -
Apprenticeship, training 0.17 0.15 0.14 0.13 0.7 0.6 08 0.8

4.  Subsidized employment 0.02 0.04 0.02 0.03 0.2 0.1 0.2 0.3
Regular employment - - - - - - - -
Self-employment 0.02 0.01 0.02 0.01 0.2 0.1 0.1 0.1
Direct job creation - 0.03 - 0.01 - - 0.1 0.2

5.  Measures for disabled 0.02 0.03 0.03 0.03 0.1 0.1 01 0.2

6.  Unemployment compensation 1.41 1.59 1.60 141

7.  Early retirement - - - -

TOTAL 198 215 2.17 1.94

Active measures (1-5) 0.57 0.56 0.57 0.53 1.9 2.0 2.4 2.5

Passive measures (6-7) 1.41 1.59 1.60 1.41

Source: OECD (1996: 207).



Employment systems and transitional labour markets 145

Table 4A.4 Share of employed and unemployed who were inactive one ye
previously, 1992

Share of Share of Share of Share of
employed employed unemployed  unemployed
men (%) women (%) men (%) women (%)
France 4.4 7.2 19 26
Germany
(United) 3.5 6.2 17 18
UK 8.1 12.2 14 26

Source: Rubery et al(1998: 127 and 141).
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Table 4A.5 Activity rates by age groups, gender, educational level, 1996 (per cent)

15-24 25-49 50-64
FT PT  Unempl. Inactiv. FT PT  Unempl. Inactiv. FT PT  Unempl. Inactiv.

Low education

Male W. Germany 33.2 1.9 5.0 59.9 74.5 23 130 10.2 46.4 2.0 8.9 42.7
E. Germany 39.5 0.5 2.6 57.4 65.4 22 205 11.9 25.6 21 104 62.0
France 17.4 3.3 9.4 69.9 77.0 3.8 129 6.3 39.6 33 4.6 52.5
UK 327 136 13.0 40.7 74.7 29 111 11.3 55.6 4.6 6.7 33.1
EC15 28.4 5.6 10.3 55.7 77.8 26 11.0 8.6 49.2 2.8 5.4 42.6

Female W. Germany 235 3.0 3.1 70.4 30.1 227 7.1 40.2 13.8 147 3.9 67.7
E. Germany 27.7 11 2.3 68.9 350 142 181 32.7 8.3 55 10.1 76.1
France 6.8 5.2 7.5 80.6 374 192 133 30.0 20.8 11.3 3.3 64.5
UK 23.6 197 6.9 49.9 304 314 5.0 33.2 241 35.1 2.6 38.3
EC15 17.2 7.7 8.4 66.7 322 16.9 9.1 41.8 17.2 112 2.7 69.0

Medium education

Male W. Germany 62.7 4.0 6.3 27.0 83.3 3.1 5.9 7.7 57.9 1.8 5.8 345
E. Germany 68.4 09 11.8 18.8 83.5 09 103 5.2 44.1 11 113 435
France 33.6 42 101 52.1 86.7 2.6 7.8 29 51.9 35 4.6 40.0
UK 56.1 12.0 113 20.6 85.8 1.9 6.6 5.7 63.5 4.6 6.1 25.7
EC15 41.0 56 105 42.8 84.4 2.7 6.7 6.3 57.8 3.0 5.3 33.9

Female W. Germany 58.1 7.5 438 29.6 432 26.7 4.9 25.1 237 207 4.9 50.8
E. Germany 53.5 75 108 28.1 532 163 1838 11.7 26.3 9.6 15.2 48.9
France 18.1 123 127 56.9 52.0 20.2 10.6 17.2 332 116 4.2 51.0
UK 420 218 7.1 29.1 424 327 4.7 20.3 345 36.8 2.6 26.2
EC15 30.3 104 113 48.0 472 218 8.0 23.0 279 176 4.8 49.7



High education
Male W. Germany 56.6 2.3 7.1

E. Germany 65.4 42 180
France 34.1 6.3 10.8
UK 62.8 96 113
EC15 45.9 8.1 129
Female W. Germany 64.1 7.6 3.9
E. Germany 69.7 114 51
France 36.8 95 124
UK 68.3 12.8 5.7
EC15 447 10.7 145

147

19.7
30.2
21.0
19.9
20.6
33.5
317
37.2
23.0
32.8

Source: European labour force survey, 1996.
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Table 4A.6 Marginal employment by age categories and gender, 1996 (per cent)

1-10 hrs 11-20 hrs 21-30 hrs 31-35 hrs 36-40 hrs 41-50 hrs 51+ hrs

15-24

Male West Germany 3.0 2.1 1.0 5.8 80.8 5.3 2.0
East Germany 0.9 0.4 0.1 15 90.2 4.9 2.0
France 1.3 6.3 4.4 18 72.3 10.3 34
UK 10.4 8.8 4.6 6.4 30.3 28.5 11.0
EC15 6.1 5.0 3.1 3.9 60.5 16.0 5.5

Female  West Germany 4.5 4.6 3.0 4.2 79.6 3.3 0.9
East Germany 1.9 2.8 4.7 1.9 85.1 3.0 0.5
France 4.1 16.1 14.7 4.2 52.8 7.2 0.8
UK 16.6 13.3 7.1 10.3 344 15.4 2.9
EC15 9.7 9.9 7.1 5.6 55.3 10.4 2.1

25-49

Male West Germany 0.8 1.7 1.7 6.9 67.9 10.6 10.4
East Germany 0.3 0.6 0.7 15 81.7 8.0 7.2
France 0.4 2.6 2.2 25 65.6 17.4 9.3
UK 0.5 1.3 2.0 34 274 41.0 24.4
EC15 0.6 18 2.1 35 60.4 19.8 11.8

Female  West Germany 7 18.1 12.8 5.4 49.2 4.2 34
East Germany 2.0 7.5 12.8 55 65.3 3.9 3.1
France 2.6 11.9 12.6 8.7 53.1 8.4 2.8
UK 8.3 18.4 16.1 8.5 26.9 16.6 5.2
EC15 4.8 14.2 13.4 6.8 47.4 9.7 3.7

50-64

Male West Germany 1.0 15 15 6.7 64.0 11.6 13.7
East Germany 0.9 1.4 1.0 2.0 77.4 8.3 9.0
France 0.9 5.3 3.0 2.0 59.1 17.1 12.6
UK 18 3.8 4.0 4.4 29.2 35.1 21.6
EC15 11 2.8 2.9 3.9 55.3 19.9 14.0

Female  West Germany 8.9 20.9 17.0 5.4 37.7 4.9 5.2
East Germany 3.3 8.5 14.4 4.9 60.9 4.3 3.6
France 5.1 14.9 11.4 5.9 48.1 9.6 5.1
UK 12.1 22.6 20.1 7.8 22.3 10.7 45
EC15 7.1 17.2 15.9 6.1 38.1 10.0 5.6

Source: European labour force survey, 1996.
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5. Towards a theory of transitional
labour markets

Gunther Schmid

Sustained economic growth achieved through innovation and investment
a necessary, but not sufficient, condition for resolving the employmen
crisis! Even in those countries that have had success in tackling at lea
mass unemployment, for some groups the thread of exclusionary long-ter
unemployment or flexibility in the form of continuous precarious employ-
ment remains. Increasing inequalities in income distribution or employmer
opportunities are further indications of the inappropriate organization o
work and welfare through the established institutions of labour market regt
lation and social security. The consequences of the new labour market fle
ibility is not only unemployment but also the erosion of social cohesion. Ir
searching for remedies, however, neither Japan nor the USA constitutes
appropriate model for the reorganization of work and welfare in Europe; na
can any single country in the European Union claim to provide a genuinel
European solution which other countries can adopt, as the preceding che
ters have shown. Different traditions and values of the social market ecol
omy in member states have to be reflected in meeting the new challenges
economic, social and political changes. How, then, can labour market flex
bility be established or increased without damaging the need for social sect
ity and justice? Are there any possibilities of organizing social security ir
such a way as actually to increase flexibility and economic efficiency? I
there a labour market model of social cohesion in which individuals enjoy a
much freedom and autonomy in employment as possible without denyin
solidarity in case of income risks that go far beyond the classical situation c
unemployment?

In the attempt to answer these difficult questions, this chapter starts with
critical consideration of the argument that the ‘standard employment relatior
ship’is eroding and with it, therefore, social security depending on it (sectiol
1). Since the empirical evidence is inconclusive, a theoretical model on tf
basis of Herbert Simon’s distinction between ‘employment contracts’ an
‘sales contracts’ is developed in order to speculate in a more informed we
about the future of work. | find reasons for a continuing high interest in

151
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employment contracts, so that visions of an entrepreneurial society based
sales contracts are misleading. However, employment contracts will increa
ingly contain elements derived from sales contracts pushing entrepreneur
risks more and more onto the shoulders of ‘employees’ (section 2). Since tl
cultural and media sector represents in embryo many forms of these hybr
employment relationships, the labour market for artists and journalists is scr
tinized. Although successes and failures of individual strategies to cope wif
the new risks provide important hints for ‘re-engineering’ the modern welfare
state, they cannot be universally applied (section 3). New collective arrang
ments are required in order to allow not only a minority but also the majorit)
of people to take over more employment risks. This leads to the theory of tra
sitional labour markets which conceptualizes the way to institutionalize
broad opportunity set of mobility for both women and men in order to main
tain employability in critical phases over the life cycle (section 4). The
summary concludes with a brief sketch of five transitional labour markets &
an institutionalized solution of flexibility and security (section 5).

1 THE END OF THE ‘STANDARD EMPLOYMENT
RELATIONSHIP’

The employment relationship in European industrial societies has, over tim
taken on a particular configuration that is known as the ‘standard employme
contract’. It contains four elements: first, dependent, full-time and permanel
employment contracts for men as family breadwinners; second, a stakb
system of remuneration based on working time, occupational status and fam
situation; third, a firm-based system of work organization and, in many case
lifelong employment in one and the same firm; and, fourth, a high level o
permanency combined with generous levels of social security in the event
redundancy or early retirement.

The fact that this ideal type of the standard employment relationship corre
sponds only partially and to varying extents to historical reality is anothe
matter? Nevertheless, this model long exerted a decisive influence on th
regulation of employment relationships in manufacturing industry. Since th
beginning of the 1970s, however, the break-up of this standard employme
relationship has gathered momentum, and the current debate on part-tir
work, temporary agency employment, teleworking, marginal part-time jobs
fixed-term employment contracts, pseudo self-employment and the ‘new sel
employed’ or ‘worker entrepreneurs’ sometimes gives the impression that tr
situation has already changed completely. What was previously regarded as
‘atypical employment relationship’is now being seen as the ‘standard emplo
ment relationship’ of the 21st century. Thus the first question that has to k
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answered is: how far has the erosion of the ‘standard employment relatio
ship’ already advanced?

The German case, on which we now concentrate for a moment, is certain
not representative of all OECD countries. However, other studies on contir
gent or ‘atypical’ work find similar patterns for other developed industrial-
ized countries.If the standard employment relationship can be said to cover
first, manual and white-collar workergexcluding trainees, civil servants,
military personnel, the self-employed and family workers) who, se@rad,
employed full-timéthat is, whose normal weekly working time is 36 hours or
more) and who, third, are opermanent contract¢excluding temporary
workers supplied by employment agencies), then, in 1985, 54.4 per cent
employees in the Federal Republic of Germany were in such employmel
relationships; the corresponding figure for 1999 was 50 per cent, precise
half of all employees (Table 5.1). As is to be expected, there is a consideral
difference in this respect between men and women. Despite a slightly dow
ward trend, virtually 60 per cent of male employees are in the standatr
employment relationship, compared with only 40 per cent of women. If civil

Table 5.1 Change of employment relationships in Germany, 1985 to 1999

Women and men 1985 1997 1999 Tendency
1 ‘Standard relationship’ 54.4 51.2 50.0 -
2 Civil servants and soldiers 7.6 45 4.3 -
3 Apprenticeships 5.3 3.7 3.9 —/+
4 Fixed-term contracts 2.9 34 4.8 ++
5 Temporary work 0.1 0.5 0.7 ++
6 Part-time work (> 15 h/week) 8.2 11.3 9.8 +/—
7 Part-time work (< 15 h/week) 2.2 4.2 5.6 ++
8 Self-employed (full-time) 7.4 7.6 7.9 +
9 Self-employed (part-time) 3.4 0.9 15 —/+

10 Participants in LMP 0.4 2.0 1.5 +/—

11 Unemployed 7.9 10.7 10.0 +/-

Total 100 100 100

Broad LF-Participation Rate 68.0 73.0 73.4 +/?

Notes:

1. Participants in labour market measures do not include those who are counted in other ¢
egories of employment relationships, for instance subsidized employees in private enterpris
or participants in temporary public job creation.

2. Employed, unemployed and participants in labour market policy measures as a percentage
the working age population (15-65 years).

Source: Microcensus and own calculations.
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servants and military personnel are also included, two-thirds of all mals
employees can be said to be in standard employment relationships.

Atypical employment relationships have become more numerous and mo
diverse. It should be noted, however, that labour force participation as a wha
has risen. Thus, in absolute terms, the number of ‘standard employment re
tionships’ has remained more or less constant. The oft-repeated refrain of t
‘end of work’ is therefore completely misleading. If the standard employmen
relationship is being eroded, it is the new employment relationships that a
affected rather than the old ones. This is reflected primarily in the increase
part-time employment. The share of part-timers who regularly work more tha
15 hours per week rose from 8.2 per cent in 1985 to 9.8 per cent in 1999. Tt
employment form is becoming particularly widespread among women, almot
a quarter of whom come into this category. However, part-time work i
becoming polarized The number of people in marginal part-time jobs involv-
ing fewer than 15 hours’ work per week is increasing rapidly, although the
precise number of people employed in such jobs in Germany is unknown
Until 1999, these jobs were exempt from social security contributions.

In most EU member states, the share of marginal part-time employees (le
than 20 hours) in the total part-time population has scarcely changed and is
average around two-thirds (Table 5.2). On the other hand, the number of pa
timers whose working times are just under the ‘full-time threshold’ is increas
ing,” while the number of full-timers who actually work shorter hours than the
standard ‘full-time’ week (that is, fewer than 35 hours) is also rising (Table
5.3)8 Consequently, the distinction between ‘full-time’ and ‘part-time’
becomes increasingly blurred.

Thus the erosion of the standard employment relationship is reflected n
only in the increasing diversity of working times but also in the increasinc
variability of employment relationships. The distinction between depender
wage work and self-employment as well as the boundaries between depend
employment and self-employment are becoming increasingly blurred. Th
share of self-employed people in the part-time population has fallen sharp
(particularly among women), while the share of full-time self-employed
(particularly among men) is rising slightly. The decreases are attributabl
mainly to the current structural change in agriculture, while the increases a
taking place largely outside the agricultural sector. There has been a partic
larly sharp increase in the share of self-employed people who themselves he
no employees. However, their status is often unclear and combines eleme
characteristic of a normal dependent employment relationship (tasks subject
directions) with features typical of self-employment (pay related to results, n
social security). In Germany, the term ‘pseudo self-employment’, and in th
UK the term ‘dependent self-employed’ have been coined to denote suc
workers?
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Table 5.2 Employees with ‘part-time’ status according to average actual working time per week, 1985 and 1997 (per cern
EU10/15 DK D F NL UK
1985 1997 1985 1997 1985 1997 1985 1997 1985 1997 1985 1997
<20 61.7 612 595 553 608 688 554 50.7 665 610 682 650
21-30 29.7 29.7 335 327 348 310 309 314 260 214 260 289
> 30 8.6 9.1 7.0 12.0 4.4 0.2 13.7 17.9 7.5 17.6 5.8 6.1
Total 100 100 100 100 100 100 100 100 100 100 100 100

Source: European Labour Force Survey (1985, Table 51); European Labour Force Survey§b90,78).

Table 5.3 Employees with ‘full-time’ status according to average actual working time per week, 1985 and 1997 (per cent)

EU10/15 DK D F NL UK
1985 1997 1985 1997 1985 1997 1985 1997 1985 1997 1985 1997
<35 6.2 8.1 3.4 5.5 1.2 8.2 7.9 7.6 2.6 1.2 9.0 9.1
36-9 25.1 314 4.6 69.4 11.7 38.9 55.8 61.5 15.9 35.4 25.8 21.9
>40 68.8 60.5 92.0 25.1 87.1 52.9 36.3 30.9 81.5 63.3 65.2 69.0
Total 100 100 100 100 100 100 100 100 100 100 100 100

Source:European Labour Force Survey (1985, Table 49); European Labour Force Surveyféb®9076).
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The rise of temporary workers in private employment services is a ne\
phenomenon in Germany (Rudolph and Schrdder, 1997). The number of su
agency workers is low in international comparison but has been growin
recently at rates of up to 20 per cent. This booming area of employment age
is dominated by men (who account for two-thirds of agency workers), bu
increasing numbers of women are becoming involved in this form of employ
ment. According to figures supplied by the Federal Association of Temporar
Employment Agencies in 1998, 575 000 people (flows) were hired as tempc
rary agency workers, corresponding to 253 000 on a daily average, about (
per cent of the economically active populati§rin 1975, only 11 000 were
counted in West Germany. In the Netherlands, increasingly regarded as
trendsetter, 4.6 per cent of all employees work already for temporary emplo
ment agencies These companies are increasingly operating on an interna
tional or, indeed, global basi$The employees of these private employment
services are usually hired on permanent contracts, are paid a fixed salary &
receive the usual social benefits and holiday entitlement. What distinguishe
them in formal terms from workers in standard employment relationships
therefore, is simply the fact that their place of work is not fixed and that the
share some of the risk if demand for work dries up. They are paid a guara
teed wage that is some 15 to 20 per cent lower than ‘regular’ employees
similar positions would earn.

However, many agency workers seem prepared to accept this disadvanta
or else they are in a transitional phase in which such an arrangement acts ¢
sensible and practical bridge to another phase of their lives. They are usua
younger people who want to acquire work experience. Another third us
agency work as a means of getting through a particular period in their live
such as a spell of unemployment. Others have just been through periods
retraining, have left temporary jobs or fall into the ‘difficult to place’ category.
Students may also use agency work as a means of finding jobs. The main ar
of employment for agency workers are in clerical and other office jobs. Marke
niches have recently been identified in more highly-skilled segments of th
labour market: in outplacement, in the organization of rescue companies, f
well-qualified secretaries with foreign language skills and in the IT anc
marketing areas. Approximately one-third of agency workers are eventuall
offered permanent jobs at the client firms of temp agencies; in clerical job:
the figure may be as high as 40 per cent. The trade unions, which initially toc
a very hard line against this form of employment relationship, are now begir
ning to come to terms with 18

Fixed-term full-time employment contracts are to some extent interchangg
able with agency or temporary work. In countries where there are strict rule
governing periods of notice, as in the Netherlands or Spain, employers a
making increased use of fixed-term employment contracts or agency worket
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in those countries where the rules governing dismissals are more liberal,
non-existent, as in Denmark, fixed-term contracts are virtually unknown an
agency work is less widespread (Schémann, Rogowsky and Kruppe, 199¢
The USA seems to be of particular interest, since it is always cited as a moc
for Europe.

Advocates of flexibility might expect clear signs of a severe erosion of the
standard employment relationship. However, the evidence does not meet tl
expectation (Table 5.4). Even though the various occupational categories &
not fully comparable with the reported German data, and although the ‘reg
lar full-time employees’ category in the USA also includes trainees, civil
servants and full-time employees on fixed-term contracts, it cannot be said th
the erosion of the standard employment relationship is further advanced in t
USAthan in Germany; if anything, the data show that the opposite is the cas
However, it cannot be denied that, in the USA as in Germany, the trend
heading away from the standard employment relationship, albeit at a slow
pace than is often assumed. In the USA, the share of temporary agency wo
ers rose from 0.9 per cent of all employed in 1990 and 1.0 per cent in 1997
2.3 per cent in June 1999 (Eberts and Erickcek, 2000).

It is time fora first provisional appraisalhowever the ‘standard employ-
ment relationship’ is defined, it is clear that the boundaries between the val
ous employment statuses have become more fluid. It is becoming increasing
difficult to know what the ‘standard employment relationship’ is and what
employment forms are associated with what opporturatielrisks, both for

Table 5.4 Distribution of employment by work arrangement in the USA,

1997

Arrangement and definition Per cent
Agency temporaries (paid by a temporary-help agency) 1.0
On-call or day labourers (self-indication as such) 1.6
Independent contractors (consultants or freelancers) 6.7
Contract company workers (primarily work for one cliént) 0.6
Other direct-hire temporaries (other fixed-term contracts) 2.6
Other self-employed (other non-independent contractors) 5.1
Regular part-time employees (work fewer than 35 hours per week) 13.6
Regular full-time employees (work 35 hours or more) 68.8
Total 100.0

Note: 1So-called ‘feint self-employment’.

Source: Houseman (1999).
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individuals and society as a whole. On the one hand, atypical employme
forms have less legal protection and provide less social security than the stz
dard employment relationship; on the other hand, they may be primitive forn
of a new standard employment relationship, acting as links between the ©
and the new economy. The erosion of the standard employment relationst
may be a product of an increasing propensity to seek paid work, or it me
merely reflect a persistently bad labour market situation. The trend migt
reverse, or at least slow down, if the labour market situation were to improv:
Since the empirical evidence about the future of work is inconclusive, it i
worthwhile to think about the employment relationship in theoretical terms.

2 ON THE THEORY OF CHANGING EMPLOYMENT
FORMS

The literature of employment protection and social legislation provides a goc
deal of rational arguments for the standard employment relationship. From tr
point of view, the main reasons for the persistence of this contracting form a
the close link between social security and economic activity and the fact th
it is in the interest of employees and employers alike to secure the return
specific investments in the long teffhHowever, since labour and social
legislation is ultimately only a reflection of the balance of interests and powe
we need to dig a bit deeper and to examine carefully why it is that people ent
into employment relationships at all. How is it that a relationship of depen
dency or authority enshrined in an employment relationship is accepted whe
self-determined exchanges between independent individuals could equal
well be regulated by sales contracts? Why is a labour market not organiz
like a commodity market, and what has this to do with the change in employ
ment forms?

1 The distinction between an employment contract and a sales contract
economic theory goes back to early studies published by the Nobel Pri:
winner Herbert A. Simon (1951). The fundamental characteristic of ar
employment contract is that the ‘employee’ accepts that the ‘employer’ exe
cises authority. The employee has a set of potential labour services from whi
the employer selects according to circumstances. In an employment contra
the scope of these labour services is negotiated and laid down and a (speci
price or wage for the (as yet not fully specified) services is set. In a sale
contract, the vendor demands a certain price for a specified product, while t
purchaser promises to pay the price stipulated for the product. The vendor f
no further interest in what the purchaser does with the product, whereas in
employment contract the ‘vendor’ is most definitely interested in what
services the ‘purchaser’ might demand. How is it that the employee is willin
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to submit to the employer’s authority and at the same time make out a blal
cheque that the employer can use to demand whatever services he wisl
(within the limits laid down in the contract)? Why does the employee not se
his or her labour services in the market? Under what circumstances does 1
employer choose a sales contract rather than an employment contract, wh
grants him or her the prerogative of deciding how the labour he or she h:
purchased is to be deployed but takes control over the results more or less
of his or her hands?

Simon’s concern was to model these questions formally within a bounde
rationality framework. In consequence, his model amounts to a very tightl
constrained decision-making model under conditions of uncertainty. Its funde
mental discovery is that an employment contract is rational from the
purchaser’s point of view when the required information as to the nature of tf
desired services will not be available until some point in the future, but re
liable access to it is required immediately. Simon compared this deferment
a decision with the liquidity preference of a capital investor seeking to opti
mize his portfolio. Such an investor ties up only part of his capital in long-tern
investments, in order to reap the benefits of moderate but certain interest rat
the rest of his capital is placed in short-term investments in order for him to k
able to react quickly to fluctuating profit-making opportunities. Conversely,
vendors of labour services are concerned to secure a continuous flow
income, so they surrender their decision-making sovereignty in favour of
guaranteed income, or they trade off unpleasant work, for example, agair
high wages. Furthermore, a dependent employment relationship offers sor
degree of protection against competition for the duration of the coRtract.

2 This finding is certainly not a new one, and has been further develope
and given more differentiated expression in recent contract tHeditye
framework has also to be extended by the possibility of collective bargainin
or standard regulation by the state. In particular, job-specific deffahds
can scarcely be covered by contracts and which, if explicitly incorporated int
contracts, would give rise to high transaction costs indicate that the tw
contractual forms in Simon’s model should be regarded, not as alternative
but rather as the two extremes on a continuum of possible contractual form
Furthermore, collective agreements make it possible to lay down minimur
standards and objectified rule systems, through which wages can be allocal
to jobs rather than to individuals and through which transparent career pat
are established. This not only restricts the objects of negotiation, and the as:
ciated costs, but also protects the weaker party from exploitation and acts a
check on the opportunism of the stronger party. Nevertheless, even Simor
simple model contains parameters and keys that have hitherto been ignorec
the debate on changing employment forms. In particular, very little attentio
has been paid to date to the importance of changes of context for the intere
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Table 5.5 Interests in employment or sales contracts

Interest of ‘employee’in Interest of ‘employer’ in
employment contract employment contract

Income security Authority (‘liquidity preference’)
Exclusion of competition Quick and reliable labour services
Accumulation of experience/knowledge Use of experience/knowledge

and strategies of possible contracting partners. This can be illustrated by
simple ‘interests chart’, supplemented by the most significant findings of insti
tutional theory. The interests in the extreme form of the employment contra
are to be understood simultaneously as disinterests in the extreme form
commercial contract (Table 5.5).

3 Let us consider the individual parameters and ask which of the stre
tegic contextual conditions (technology, market size, uncertainty), that migt
influence the basic decision between employment contracts and sal
contracts, have changed. The intereshaome securitghrough a traditional
dependent employment relationship might have reduced for potential emplo
ees, for example, because they increasingly have access to other source:
income (apart from social security benefits). If this were the case, the intere
in binding long-term employment contracts would decline accordingly.
Unfortunately, comparable data in this area are a scarce comato8iyne
information is provided by the share of income from assets in average dispc
able income by household categories and/or in average annual income; tl
figure can be regarded as a reference value for the dependency on regular e
ings from gainful employment. A corresponding analysis for Germany shows
first, that the share of income from assets in disposable household income dt
not exceed 8 per cent, and is particularly low in the households of manu
workers and the unemployed. Second, the share of income from assets in
reference income varies between 2.1 and 18.1 per cent and, as expected, g
the households of the self-employed and some white-collar and civil serva
households a certain degree of independence from earned income. Third, w
the exception of white-collar households, the share of income from assets fi
in the 1990s, so that — measured in terms of the selected indicators — dep
dency on regular earned wage income rose rather than fell. Thus the evoluti
of the most important parameter, namely income security, suggests that inte
est in employment relationships is as great as ever.

4 The interest in thexclusion of competitiomay be less strong now
among increasing numbers of skilled workers than it was when the labot
supply was relatively homogeneous. Increasing specialization creates a natu
monopoly, as it were, leading to a decline in the advantages of the standz
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employment contract and increasing interest in sales contracts, or at least
the incorporation of certain elements of such contracts into employmer
contracts. Interest in the acquisitionggfecific skills and experience knowl-
edge(and the corresponding interest in their utilization) was the central argu
ment for the emergence and persistence of internal labour markets. As alrec
noted above, more recent studies have revealed a slight tendency towards
erosion of internal labour markets in favour of network labour markets, a
well as a renaissance of occupational labour markets, in which it is not leng
of tenure but experience of a wide range of projects and various forms
cooperation that gives workers the edge in terms of knowledge accumul
tion.12In sum, it would seem that interest in limiting competition and in firm-
specific knowledge is tending to decline, in contrast to interest in security C
income. Nevertheless, the evidence would suggest that this trend applies ol
to certain groups of workers, mainly highly skilled ones, and that we shoul
not be too hasty in generalizing it to all workers. It is reasonable to assun
that the majority of (potential) workers will continue for the foreseeable
future to have a strong interest in excluding competition and accumulatin
specific skills or knowledge derived from experience; however, the secon
condition seems to be less and less linked to permanent jobs with the sa
employer.

5 What constitutes a strategic advantage for (potential) employees
generally a disadvantage for (potential) employers. The weaker the interest
a continuous income flow, the higher the transaction costs involved in fixing
the content and scope of the tasks over which an employer would like to ha
control; the stronger the monopoly, the less certain the delivery of labot
services becomes, either because of inadequate opportunities for control
because of opportunism; and the weaker the interest in job-specific knowled
and experience, the greater the risk of a lack of motivation, unwillingness t
cooperate and exit. In other words, those factors that, for employees, cons
tute positive incentives in favour of sales contracts are regarded by employe
as negative incentives in favour of employment contracts. Consequently, sm
positive incentives in favour of sales contracts can quickly cause employers
turn away from employment contracts (at least of the traditional kind). The
authority or liquidity preferences of potential employers may be reduced, fc
example, by the considerably quicker and cheaper access to informatic
afforded by the digital technology revolution, which may in turn lead to
reduced interest in lengthy or permanent employment contracts. At the sar
time, the technological revolution reduces the half-life of knowledge, so ther
is no longer any guarantee that the services provided by employees will be
the quality that was explicitly or implicitly agreed. Furthermore, informatiza-
tion makes it possible quickly and cheaply to buy in complex labour service
from outside the sphere of the employment contract, that is the firm. Th
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reduction of transport and communications costs encourages virtual organiz
tional forms and ‘fractal’ factories, in which the ties that find expression in
long-term employment contracts lose their significance.

6 Viewed in their totality, these trends — a slightly reduced interest in :
secure income from paid work and, to a somewhat greater extent, in protecti
from competition and in the accumulation of job-specific knowledge, on the
one hand, and reduced uncertainty, a lower level of dependency on spatia
constrained labour services and more rapid, technologically mediated acce
to specific services, on the other — would lead us to expect, first, that sal
contracts will increasingly be preferred to employment contracts, or, secon
that elements of sales contracts will increasingly be incorporated into emplo
ment contracts or, third, that elements of employment contracts will increa:
ingly be built into sales contracts.

In the first case, we would observe an increase in self-employment outsi
agriculture, and particularly in self-employment without dependent employ
ees. From an international comparative perspective, however, it is not possit
to discern a clear, let alone a marked, trend towards self-employidere,
however, and in the following cases, we need to take account of the extent
which strategic power relations, particularly the labour market situation, influ
ence preferences for particular contractual forms. The decision to go sel
employed, for example, may be born simply of the need to escap
unemployment when there is little prospect of obtaining a regular job. On th
other hand, the preference for self-employment, that is for autonomy and ind
pendence from an authority relationship, may be suppressed by the uneq
distribution of income and assets or because of inadequacies in the capi
market?! Recent surveys suggest that the number of people aspiring to se
employment is rising and is greater than the number who actually achieve the
goal??

In the second case, it is to be expected that a higher share of employm
contracts will be fixed-term or that permanent contracts will increasingly
specify and quantify employees’ performance, for example through targe
setting, profit sharing and contributions to costs (of training programmes, fc
example). We would expect to find such contracts particularly in high-leve
service activities, which increasingly depend, on the one hand, on custome
specific services (an argument in favour of sales contracts) and, on the oth
on the ability to react flexibly and reliably to rapidly changing customer
demands (an argument for liquidity preference). The new collective agreeme
on service activities concluded at Debis (the service group at Daimlel
Chrysler in Germany), for example, is designed in this way. Among othe
things, it contains a payment system linked to the market and to performanc
in which individual annual target salaries can vary by up to 60 per cent and a
paid on top of the collectively agreed annual target salary. Furthermore, tt
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individual annual target salary consists of a fixed element (80-90 per cent) al
a variable element (10-20 per cent), with the latter being subdivided into tw
further elements, one determined by individual performance and one by corp
rate results (Debis, 1999).

In the third case, implicit arrangements are to be expected, wheret
contracts for services are tied to a long-lasting partnership which neverthele
allows both contracting parties to select opportunistically other partners if th
circumstances are favourable. The use of sales service to outsource work
self-employed workers would correspond to this model. We can also, on tt
basis of this model, forecast an increase in the supply of workers by tempora
employment services, that is an ingenious combination of sales and emplc
ment contracts. In temporary or agency work, the temporary worker and tt
agency conclude an employment contract, the employer and the agen
conclude a sales contract, and the employer and the employee act as if t
had concluded a fixed-term employment contract. In the case of agency wol
with the sales contract between agency and the employer — in contrast to re
lar sales contracts — the vendor retains an interest in the way in which his prc
uct or services are utilized in order to maintain their value. In consequenc
‘value maintenance clauses’ will be incorporated into contracts. If the
employer, who was seeking to maintain his liquidity by renting products o
services, discovers that the value of the service from the temporary work
meets or even exceeds expectations, the combination of the commerc
contract between the agency and the employer and the fixed-term employm:e
contract between the temporary worker and the agency will be converted in
a standard employment contract between the temporary worker and tl
employer.

7 Of course, labour, social security and tax legislation impinge on the
strategic contextual conditions, colouring individual choices among the thre
alternatives and also differentiating them from country to country (ever
though the contextual conditions remain subject to the same trends). Th
permanent marginal part-time employment relationships would be an interes
ing option for employers if social security and tax legislation offered the
appropriate incentives. It is now well known that this was very much the cas
for a long time in Germany (Dingeldey, 2000). Another example of suct
impingement is the notorious one of pseudo self-employment, alread
discussed above, in which a sales contract is used to avoid the payment
social security contributions and taxes, althougle dactoauthority relation-
ship is maintained (Dietrich, 1999).

Even when changes in contextual conditions might lead us to expect a mc
pronounced trend towards the use of sales contracts or increasing commerc
ization of employment contracts, there are clear limits to such development
Theory would suggest that the strategic interests in employment contracts
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both sides — (potential) employees and (potential) employers — remain as pow
ful as ever. Good reasons can also be adduced to explain why such intere
remain decisive in many sectors of the economy, or may even possibly |
becoming more important. In activities in which service reliability and quality
are achieved only after lengthy processes of professionalization or in whic
close cooperation and precise coordination are required, permanent employm
contracts will be more efficient than sales contracts. Even in those activities
which professionalism is dependent on a willingness to engage in continuol
learning and to transmit knowledge derived from experiéhcempetitive,
uncertain employment relationships are more harmful than w¥eful.
Consequently, professionally institutionalized and secure permanent emplo
ment relationships will continue to be the norm in many occupations in future ¢
well. However, because of rapid technological change or customer-specif
requirements, even these employment relationships will have to incorpora
flexible organizational elements, that is elements derived from sales contract:

Let us take stock once again. Even if it is much too early to announce tf
end of wage work, one trend seems set to gain strength over the long term. 1
significance of dependent wage work involving authority relationships will
decline in favour of employed workers who will have to ‘sell’ their services in
the form of target agreements with related performance pay, or in favour
self-employed who sell their services through sales contracts not just to ol
buyer, that is their ‘employer’, but to a number of different customers or th
same customers with changing demands. In each case, such changes of
sition will go hand in hand with critical transitions in which skills will have to
be enhanced or networks reconstructed, which will take time and may als
cause earnings to be lost. This poses the problem of how people will deal wi
these new freedoms and related uncertainties, which leads us to the next gt
tion: is a new standard employment relationship now taking shape, and wh
institutions are providing support for those attempting to deal successfull
with the new risks?

3 THE LABOUR MARKET FOR ARTISTS AND
JOURNALISTS

The job of the future is not car mechanic, but to be famous once in a lifetime. (And
Warhol)

In the expanding culture and media sector, there is a high probability of finc
ing not only artists but also experts in the art of living who have found way
of coping with high levels of economic or social risk that lie outside the well-
worn tracks of the traditional welfare state. Thus social scientists inquisitiv
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about social innovations that might be transferred to other areas of life migl
find food for thought here. On the other hand, it is highly likely that they will
also stumble across massive unresolved social problems that demand n
institutional solutions. Many of these new jobs are related to persistently lo
pay or a sudden loss of economic or social status. Failure to cope with the n
risks leads to poverty and income inequalities, or at leads tactodepen-
dency and susceptibility to extortion despite formal self-employment. A fina
consequence may be social isolation of the ‘lone combatant’, leading ult
mately to the threat of social exclusion.

It is not unreasonable to suppose that problems similar to those that ha
long been evident in creative and media labour markets will crop up in futur
in other occupations or activities. In particular, we are highly likely to find in
this area hints for broader solutions of re-engineering the modern welfar
state. Thus the question is whether artist and media labour markets provi
sufficient material to flesh out the contours of the ‘fashioned flexibility’ that
could avert the catastrophic consequences of the ‘natural flexibilization’ tc
which much admired cultural critics such as Richard Sennett (1998) hav
given so much publicity. Although this segment of the labour market is (as ye
very small in size, there are, in addition to its high growth rate, important theo
etical arguments in support of the view that it may well provide evidence o
the future of work that is susceptible of generalization.

‘Culture’ may be a more likely institution than the ‘market’ to be regarded
as a ‘prototype of the economic logic’, since an innovative dynamic is an in
herent part of its constitution, leading to constant re-evaluations of existing valu
(Groys, 1999: 15). Furthermore, celebrity — as the quotation from Andy Warhc
at the beginning of this section indicates, albeit exaggeratedly — has an imp
tant guidance function in the creative world. In speculative but thoroughly ser
ous mood, Paul Krugman even forecasts the advent of the ‘celebrity econom
By this he means an economy which, because of the digital information reve
lution, that is the virtually cost-free and instantaneous reproduction of ne\
creations, creativity and innovation can be made to pay off only by being sol
indirectly through advertising media. ‘In short, instead of becoming a knowl-
edge economy, we are becoming a celebrity economy’ (Krugman, 1999: 202
Finally, the cultural sphere is also the prototype par excellence of the ‘co
disease’ (Baumol and Bowen, 1998)vhich is one of the fundamental chal-
lenges for labour market policy in the modern service society.

The Development and Characteristics of the Artist and Media
Labour Market 26

In the recent past, the creative and media industries have experienced the hi
est rates of employment growth, and are likely to continue to do so in future
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In addition, international reports and statistics show that, in virtually all EU
member states, the trend in the creative and media sectors is towards m
self-employment and part-time work (Benhamou, 1996). A substantial share
artists and journalists are self-employédyr combine dependent part-time
work with self-employment, and the majority of this labour market segment i
concentrated in large urban areas.

Creative and media workers are exposed to considerable uncertainty a
risk in employment. In 1995 in Germany, only 45.1 per cent of such worker
were in ‘standard’ employment relationships, and apart from the high share
self-employment they are more prone to fixed-term contracts than in th
economically active population as a whole. A further peculiarity is the above
average level of formal qualifications, on the one hand, and the indetermina
or diversity of the content of those qualifications, on the other. Whereas tf
share of graduates in the economically active population in Germany is on
15 per cent, the share of working artists with university degrees is almost :
per cent. Among women artists, the share of university graduates is eve
higher than among their male counterparts. The tendency towards se
employment rises with educational level.

Work in the creative and media industries is knowledge-intensive, and i
many areas of the cultural sector it is no longer possible to speak of occur
tions in the established sense of the term. Skills are often acquired throu
practical training, whether through spells of work experience or on the jok
and lifelong training is becoming increasingly important. Even within the
established creative occupations, a standard occupational title, such
‘performing artist’, is problematic, since many creative occupations now
involve a combination of different activities. Thus the occupational profile of
many artists is characterized by a diversity of activities. The typical artis
deploys his or her basic musical, dramatic or pictorial abilities in various
areas, sometimes simultaneously, sometimes over the course of his or |
working life. This kind of mobility within the general field of the arts takes
place particularly between adjoining spheres of activity. A musician, for ex
ample, may work as a conductor on a dependent or self-employed basis, &
may combine conducting engagements with teaching or composing.

Over and above occupational mobility, artistic professions require a hig
degree of flexibility in terms of the breadth of activities. These activities are
generally grouped around a core professionalism, frequently the outcome of
specific training course. In many artistic occupations, however, there is no sta
dard course or place of training. Training for actors is not subject to normativ
legislation, and as a result no occupational profile for actors has yet been dra
up. However, it is particularly in the so-called ‘secondary’ cultural occupation:
— upstream and downstream of the artistic process itself — that there are not
any specific vocational training programmes. Thus occupations such
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publisher’s reader or adviser, reader/literary editor to a theatre compan
producer, artists’ agent, critic or presenter are not based on any speci
courses of training or study.

Afurther peculiarity of artist and media labour markets is the relatively low
and uncertain average income. Many creative and media workers in depend:
employment are paid less than employees with comparable formal qualific:
tions. In the case of freelancers, both very high and very low incomes are tyy
cal. One obvious explanation for this is the decline in public subsidies for th
arts. Comparison of the evolution of public spending in this area with the
actual and forecast evolution of the labour market for artists points to
discrepancy that is indicative of the ‘cost disease’ syndrome. The stagnating
the publicly subsidized cultural sector contrasts with the very positive
dynamic in the labour market for artists, which suggests funding and incom
problems.

Consequently, the process of wage formation and risk management are
particular interest in the light of growing income uncertainties. The highel
educational level already referred to above can be interpreted as a key strat
for insuring individuals against income uncertainties, a strategy that does nc
however, always meet with success. Theoretical and empirical studies ha
revealed that market clearing in creative occupations in fact takes place in p:
through a higher than normal level of wage differentiation (Menger anc
Gurgand, 1996). By way of compensation for uncertainties, artists who ar
employed only periodically are paid higher fees than their colleagues i
permanent jobs. However, these mechanisms function only selectively. Labo
markets for artists are characterized by a paradoxical situation: there is
constant oversupply of labour while at the same time there is a permane
shortage of talents or (contingent) specialists. One important reason for this
that demand is uncertain. Since searching for talents is time-consuming, if
particular need arises suddenly because of the dictates of fashion, it is in t
interest of purchasers to be able to draw on as large a pool as possible
(potential) talents. If an opportunity presents itself, the talent that has bee
sought out or the specialist who has already been used may enjoy a monop
for a time, putting them in a position to negotiate monopoly premiums. Labot
markets for artists frequently turn into ‘winner-takes-all' markets, with
winners taking everything and losers going away empty-handed (Frank ar
Cook, 1995). The obverse of such monopoly gains, however, are high loss
because losers have to write off considerable investments as sunk costs. At
very least, all participants in such labour markets have to reckon with consi
erable fluctuations in income.

Thus a rational strategy for artists and media workers is to acquire
monopoly position through specialization or closed networks. Individually,
monopoly can be achieved by adopting niche strategies or by accepting
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many ‘engagements’ as possible — to echo the pithy expression used by arti
The more engagements an artist accepts, the more his or her reputation gro
bringing more offers of engagements in its wake. In this way, a positive feec
back circuit develops, which may lead either to rapid fame (cf. the Warhc
quotation) or to rapid oblivion, since the converse also applies of course: tt
fewer engagements artists are offered, the less experience they acquire,

further their reputation declines and the fewer engagements they are offere

Individualistic strategies are extremely risky and probably only rational fot
exceptional performers. Residual income from active marketing and comme
cialization, supported and protected by (closed) professional networks,
therefore another strategy to deal with volatile income from project-relate
work organization. A good example is the Hollywood labour market, aptly
described in Paul and Kleingartner (1994) and Marsden (2000). Creative wo
often generates income that goes beyond simple box office receipts, notat
through the income from residual obligations, analogous to copyright, an
deriving from further use made of the work: for example, from using a film’s
name or the reputation of a famous orchestra in advertisements for other prc
ucts. For the Screen Actors’ Guild members in 1988, about 45 per cent of tot
income came from residuals, compared with 55 per cent from initial comper
sation. Essential for the Hollywood case is the strong union organizatior
which administers the all-important ‘residual obligations’ which are distrib-
uted on the basis of film credits. The union functions as an information poc
and sanctions opportunism on both sides, the producers (trying to exploit tl
artists and to hide information about profits) and the artists (trying to exac
gerate their individual contribution to the teamwork). In the absence of forme
qualifications, the information network is a very important vehicle for reputa-
tion, and membership of the network is crucial for the spreading and protec
ing of reputation.

Insurance, finally, is another form of (artistic) risk management. Since
many creative and media workers hover between self-employment and wa
dependency, special social security arrangements have developed in so
countries. Two examples will be outlined here. Since 1 January 1983, und
the terms of the Artists’ Social Security Act, self-employed artists and medi
workers in Germany have been integrated as compulsory contributors into t
statutory health, old age and (since January 1995) nursing care insurar
schemeg8 The basic stipulation of the Act is that half of the health and old-
age insurance contributions are paid by the insured. Until 1999, a quarter w
paid by representatives of the arts and culture industries (including arts ent
prises, gallery owners, theatre managements, newspaper book publishe
advertising agencies, record companies and radio stations) and a quarter by
federal state. Since the year 2000, the federal government’s contribution h
been reduced to only 20 per cent, so that the arts and culture industries n
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have to pay a contribution of 4 per cent of their expenditures on fees into tt
artists’ social security fund to make up the other 30 per cent of the whole te
bill. The reason for the reduction in the federal government’s contribution wa
the unexpectedly sharp increase in the number of people insured. For ¢
ample, music schools are increasingly going over to using self-employe
teachers, who are then insured through the artists’ social security fund, ratf
than permanent staff.

Controlling such a moral hazard is increasingly becoming a problem. Th
financing arrangements for the artists’ social security fund constitute a sic
nificant departure from the equivalence principle adopted by the other soci
security agencies. Only after a series of heated arguments did the governm
accept that participation in the management of risk in the artist and med
labour markets was in the public inter&This means that self-employed
artists and media workers are treated as employees in social policy terr
(except for unemployment insurance). In other words, they are treated consi
erably more favourably than other self-employed workers who, should the
wish to join a compulsory insurance scheme, have to pay the full contributior
themselves. However, the real innovation lies in making consumers contribu
to risk management.

Like other dependent employees, artists and media workers on permane
employment contracts enjoy the normal social protection, including unem
ployment insurance. However, in the case of artists whose employment
marginal or irregular, there has to date been no opportunity for building u
entittements to unemployment benefits. In France, on the other hand, an ins
ance scheme for artists has been developed that takes account of the prec
ous situation of this particular occupational group. Income substitutior
benefits enable artists to bridge periods of non-employment (what actors c:
‘resting’); this French system is very heavily subsidized by the general unen
ployment insurance scheme. Studies have also shown that this method of r
management is problematic, since it encourages moral hazard. Since t
system was introduced, both the number of people employed in this segme
of the labour market and the number of short-term engagements and/or te
porary spells of non-employment have increased. It has even been estima
that half of the income of artists in this group is derived from transfet
payments made under the terms of the unemployment insurance schel
(Menger and Gurgand, 1996).

Germany and other countries are still a long way from establishing
scheme like the one that exists in France. Furthermore, experience sugge
that it would be extremely problematic simply to adopt the French scheme |
its entirety. Other ways will have to be found, but discussion of them will be
deferred to a later stage (cf. Chapter 12). In the concluding part of this sectic
we will turn instead to the question of how far the artist and media labou
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markets can be said to offer a glimpse of the future world of work and th
conclusions that can be drawn for labour market policy.

Artist and Media Labour Markets: Harbingers of the Future?

The production structures in the expanding artist and media labour marke
confirm the trend towards network labour markets. Long-established col
porate structures are disappearing and production processes are broken d
into modules and networks. These networks are characterized by flat hie
archies. Teams of professional ‘lone wolves’ are being put together, th
composition of which changes according to the nature of the task in hand, :
that close personal relationships do not develop. On the contrary, the ‘strenc
of weak ties’ is becoming a strategy for success (Granovetter 1973). In so f
as such organizational principles are becoming established, national laba
market and social policies are losing firms and employees as sources of fur
ing but have to shoulder the consequences of virtual entrepreneurship, suck
higher unemployment or discontinuous work histories, that bring with them
correspondingly higher risk of earnings fluctuations.

The functioning of the networks that are now emerging in the artistic an
cultural sphere is supported by high skill levels and willingness to underg
training. Anyone who knows how to make use of these networks will also b
able to sustain their own employability. The stability and permanence of exis
ing employment relationships are based, not solely on acquired rights ai
separation costs that serve as a deterrent to employers, but also on employ
continuing employability. Since many artists and media workers are not il
permanent dependent employment relationships, mobility and the willingnes
to undergo training are crucial for sustaining the market. Payment structures
creative and media labour markets are also specific. The seniority princip
plays only a subordinate role in determining pay levels, and payment by hou
worked or by family or occupational status are also much less important the
in the standard employment relationship; performance-related pay and r
muneration by market value including residual profits are gaining muct
greater prominence.

In artist and media labour markets, the choice of occupation seems to |
motivated increasingly not by a desire to go into any particular profession b
rather by reputation (and, in extreme cases, f&fhEyen the economic logic
of art alluded to at the beginning of this section, namely the constant re
evaluation of values, is increasingly permeating ‘normal’ product markets. Th
demand for novelty and originality seems to be inexhaustible, and customet
quality requirements are helping to drive this process even further forware
Whereas the traditional notion of occupation denoted a specific and conste
(where necessary improving) ability or skill that was exercised within the
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framework of a dependent employment relationship and in an enterprise wi
a clearly defined local market, the new professionalism seems to denote
professional activity that is pursued on a self-employed basis or at least —
the case of employment relationships that are formally dependent — in
manner characterized by greater independence and personal responsibility
changeable markets and with more frequent changes of firm or of teams with
the same firms!

Of course, the striving for recognition results in féfnenly in extreme
cases. Esteem of this kind can be acquired by sharpening occupational ski
However, since this process takes place in competition with other individual
following the same strategy, the outcome is very uncertain, to say the least.
other words, the future of work seems to be linked to objectives and techn
logical conditions that are themselves associated with two new kinds &t risk.
The first of these is what might be termed the ‘reputation risk’, which arise
because the social esteem is not subject to fixed rules but is heavily depend
on fashion (constant re-evaluation of values) or other contingent factors. Tt
second is a higher risk of income fluctuations, which arises because compe
tion is increasing and markets are becoming more changeable. It is true tt
‘fame’ is often associated with considerable gains, in accordance with th
‘winner-takes-all’ principle. Conversely, however, it may also be associate
with considerable losses occasioned by fruitless investment. Attention is
scarce resource (Franck, 1998), so that the ‘fame game’ often turns into a ze
sum game: the attention one artist gains will be the loss of attention for anoth
artist. At the very least, considerable fluctuations in income have to be recl
oned with. Moreover, the ‘winner-takes-all’ principle may lead to the aban-
donment of vocational training or even of occupations with secure income
because the horizon is constantly shimmering with new opportunities the
seem to offer a quicker route to fame and fortune. If this principle gains great
prominence, then — as Robert Frank and Philip Cook (1995) have shown
there is a high probability that the associated incentive structures will lea
economically, to considerable waste of resources and, socially, to great
inequality. The ‘celebrity economy’ that Paul Krugman (rightly) speculated
about also has its costs.

Certainly, it would be an exaggeration to conclude that the future of th
labour market lies only in the artist and media labour markets. Taken i
conjunction with the trend outlined above, however, it does not seem too bo
to suggest that the jobs of the future will increasingly take on some of the che
acteristics of jobs in the arts and media. They are likely to involve more sel
determination and competition, to be more fluid in terms of the nature an
scope of the employment relationship and more project or team-oriented, to |
increasingly integrated into networks and less into firms and to entail a va
iety of different tasks whose very diversity over the course of the working life
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will encourage lifelong learning. On the other hand, however, earnings wil
fluctuate and be combined with other sources of income or unpaid do-i
yourself work.

In two important respects, the characteristics of artist and media labot
markets are not representative of the jobs of the future, or certainly should n
be. Reputation as a control mechanism breaks down, or should be restrict
in those activities in which work quality must meet objectifiable functional
standards. In the case of dentists, heart surgeons, engineers or educators
name just a few examples), who may indeed have a reputation but are in-
ality nothing but quacks or unable to keep pace with the development of prt
fessional standards, inadequacies in the relevant professionalism would cau
serious and irreparable damaj&ince professionalism is also dependent on
a willingness constantly to update one’s knowledge and skill and on the tran
mission to team workers of knowledge derived from experience, competitiv
and uncertain employment relationships in professional labour markets a
more damaging than useful. For this reason, a high share of occupations v
in future continue to be carried on within the framework of institutionalized
employment relationships that are secured over the long term. Thus our inve
tigation of the artist and media labour markets confirms the findings of ou
theoretical deliberations on the strategic advantages and disadvantages
employment contracts and sales contracts. What are the implications of this {
labour market policy?

Implications for Labour Market Policy

Artist and media labour markets show how the ‘cost disease’ that afflicts th
service sector can be cured, at least in some service activities, by tappi
unused productivity potential. In core areas of these labour markets, the ne
logic of labour utilization clearly contrasts with the Taylorist principles
governing traditional work organization in manufacturing. Management of the
functional transformation of capacity for work into labour services is increas
ingly being devolved to workers themselves; that is, it is being internalized. A
a result, reserves of productivity are being tapped through the implementatic
of three principles: first, increased self-control of workers, that is increasin
self-responsibility even in formally heteronomous structdPesgcond,
increased self-promotion, that is the strategic marketing by individual worker
of their own human capital; third, self-rationalization and a blurring of the
boundaries between private life and work, to the point where it is difficult tc
distinguish the two (Vo3 and Pongratz, 1998).

These trends have ambivalent consequences. On the one hand, they set
creative and innovative forces and the potential for rationalization alread
alluded to, leading to greater independence and personal responsibility. On 1
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other hand, they bring about increasing isolation, new inequalities or perm:
nent self-exploitation, an increased risk of a loss of social status and tf
erosion of solidarity as success and performance norms take on the charac
of ideology. In order to cushion or prevent these negative consequences, n
arrangements for the collective representation of interests are required, as
new institutional arrangements designed to enhance solidarity.

Undoubtedly, successful individual risk-management strategies also exis
As we have shown, educational levels and the willingness to undergo trainir
are higher than average in the creative and media industries and are becon
increasingly important. However, this strategy is clearly not sufficient in itself.
Our empirical analysis of low average earnings and high wage dispersic
suggests that there is a high risk of fluctuating earnings in this sector. This ri
was mitigated to some extent in Germany by the 1983 Artists’ Social Securit
Act, which was in its time an almost revolutionary innovation. Since then
however, there have been no further developments of any substance. It is t
that self-employed artists and journalists have been placed on an equal footi
with salaried employees with respect to social insurance, yet this insuran
system does not provide adequate protection. Artists continue to bear co
siderable residual risks. There has not to date been any opportunity for t
self-employed to claim unemployment insurance and to take advantage
the associated employment promotion measures. It would be worth conside
ing, therefore, whether artists and media workers, as well as the ‘new se
employed’ in similar situations, could be given access to an (extendec
employment insurance scheme. By analogy with the contributions currentl
made to the artists’ social insurance fund, this would mean that honoraria f
works contracts (a kind of sales contract), for example, would become liabl
for contributions. This would also help the growing number of young aca
demics for whom a succession of works contracts has now become almost
normal route into the profession.

Network structures, which are a key element, both socially and professiol
ally, in the functioning of artistic and cultural labour markets, play an impor-
tant role in risk reduction. These networks provide support during the critice
transitions between individual sequences of discontinuous employment. W
know too little about their function in equalizing earnings risks, but we assum
they play an important role and might well provide some interesting illustra
tions of innovative approaches to risk management. The Hollywood labot
market can be interpreted as the renaissance of the occupational labour ma
(Marsden, 2000) regulating and protecting reputation in professional labot
markets where qualifications can hardly be formalized. Such networks als
seem important in administering the residual incomes from service-produ
chains (Schmid, 2000), residual engagements, royalties, copyrights and otf
fringe benefits. Finally, private artists’ agencies, alongside stage, TV and filr
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actors’ unions, play a central role in organizing these network labour market
Since such networks tend to close against outsiders, new forms of segmer
tion will arise. Thus there is also a role to be played by state institutions, &
already established public artists’ agencies show. The coexistence of prive
and public placement agencies, or the public—private mix of placemer
services that characterizes the artistic and cultural labour market, will in futur
play a greater role in other subsegments of the employment system as well

High unemployment that still prevails in many EU member states, or cumt
lating precarious employment relationships, seem to be merely a concentrat
reflection of the unresolved problems related to the future of work touche
upon here. The final section of this chapter will address the question of ho
labour market policy might help to meet these new challenges more effe
tively. What institutional arrangements might be capable of regulating th
uncertainties and risks increasingly associated with the new employment r
lationships in such a way that they do not lead to new forms of social exclt
sion? Is there a new form of solidarity that guarantees greater mobility ar
freedom of choice while at the same time meeting the undoubted need f
financial and contractual certainty? How might we heed the insistent warninc
of cultural critics and channel the risks inherent in labour market flexibil-
ization in more productive directions? How can the apparently contradictor
demands for flexibility and social security be reconciled? The final sectior
will attempt to answer these questions.

4 PRINCIPLES AND FORMS OF TRANSITIONAL
LABOUR MARKETS

One conclusion can be drawn from the analysis to date: full employment in tt
sense of ‘life-long, full-time employment for all’ is no longer a realistic goal.
Indeed, any attempts to achieve such a goal would be to embrace a backwe
looking Utopia based on a model of the family in which the man was the sol
breadwinner and the woman an unpaid domestic worker and occasior
secondary earner. What would constitute a realistic objective and a forwar
looking Utopia, however, would be a notion of full employment that gave
everyone — men and women alike — the opportunity to find forms of employ
ment that varied to suit the particular situation and aspirations during their lif
course3®

Thus defined, full employment would be possible but only under two
conditions. First, monetary, financial and wages policy must be better coord
nated in order to stimulate sustainable, that is qualitative, economic growt
Second, labour market and social policy must be more thoroughly reforme
than hitherto in order to guarantee everybody an appropriate share in earr



Towards a theory of transitional labour markets 175

income and the social esteem associated with it. To put it crudely: withot
growth, everything will come to nothing, but growth is not everything. A situ-
ation in which, in accordance with the Pareto principle, there are only winnel
and no losers is highly improbable. The evolution of social market economie
has always been characterized by institutional arrangements that gave losel
fair chance of a share in national wealth and to become winners themselv
(Schmid and Schémann, 1994: 50). Economic and social innovations have
go hand in hand. Simply to rely on growth will lead to the exclusion of many
members of society, and merely to call for a redistribution of work is not suffi
cient. Only by implementing a dual strategy can ‘social integration’, that i
universal participation in the economy and society, be ensured.

One possible misunderstanding must be cleared up from the outset. T
demand for a redistribution of work is not based on the assumption that we &
running out of work. True, the notion of technologically-driven unemployment
has enjoyed periodic spells of social acceptability ever since the introductic
of steam power. However, it has never withstood close scrutiny. The dema
for a redistribution of work is derived rather from the judgment that the currer
distribution of employment opportunities, and in particular the high anc
unevenly distributed risk of unemployment or volatile labour income, is nof
only economically unreasonable but also unfair and no longer chimes wit
contemporary notions of a society free of discrimination. The question of hov
such a redistribution of work might be organized without affecting economi
efficiency and consigning many people to lengthy periods of unemploymer
will now be addressed.

The Goal of Full Employment Redefined

Changed economic conditions and social structures, together with the assc
ated changes in values, make the goal of full employment as formulated |
Lord Beveridge in 1944 seem outmoded. Today, the idea of creating perm
nent, full-time jobs for all (at that time, of course, male) heads of householc
that is jobs requiring eight hours’ work a day, five or six days a week, 48 to 5
weeks a year over a working life lasting 45 to 50 years, would be not onl
unrealistic but also backward-looking. It would be more in keeping with the
spirit of the times to make the boundaries between paid work and other mee
ingful activities more fluid, and it would not be utopian to set our sights in the
long term on the ‘flexible 30-hour week’ as a target value for the time devote
to paid work by men and women alikeEven today, a 32-hour week would
equate to the level of productivity required to produce the current natione
income if all those who wanted to work were in employment.

Under today’s conditions, however, average weekly working time can n
longer be fixed; rather — in accordance with the cybernetic notion of ‘flowing
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equilibrium’ — it has to be variable in length. The ‘flexible 30-hour week’
would equate to an average working time over the life course, from whicl
there could be divergences according to the phase of the life course, econor
need and individual preference. In other words, the forms of working-time
reduction will have to adapt to changing preferences during the individual lif
course as well as to the new operational requirements of the economy. T
universal, standardized reduction in weekly working time is an increasingl
improbable, if not actually declining, mod®lSignificant divergences from
the ‘flowing equilibrium’ of the 30-hour week for life course or economic
reasons are denoted by the tdramsitional employmentr, in the event of
temporary unemploymentransitional unemploymentvhile the institutional
arrangements by which such transitions are instituted, regulated and promot
are denoted by the tertransitional labour markets

There are good reasons for accelerating the rate of reduction in actual wo
ing time rather than slowing it down. Some of these reasons are environme
tal: work mediated through the market is generally more damaging to th
environment than non-market work, such as that involved in many care ¢
educational activities. Others have more to do with fairness: at least some
the paid overtime regularly worked by ‘insiders’ could be converted into job:s
for ‘outsiders’. Yet others have to do with equality of opportunities for men
and women: if men were to take on more of the (unpaid) domestic work, the
their (frequently more highly educated) wives would have more time fol
higher-status jobs.

However, there are also good reasons for leaving questions of working tin
to social policy decisions. This is because working-time preferences al
culturally diverse, and the decision to opt for more free time (and consequent
more time for do-it-yourself work) is dependent on, among other things, th
state of economic prosperity already achieved (cf. also the fourth section |
Chapter 2). What is important about the redefined notion of full employmen
is less the trend towards a further reduction in actual working time than th
greater diversity of employment relationships and the opportunities for choo:
ing freely between them. Thus transitional labour market theory is not depel
dent on the paradigm of the ‘flexible 30-hour week’; it would also be valid if
a national economy were to align itself to the ‘flexible 35-hour week’ or ever
to the ‘flexible 40-hour week’. Ultimately, the essence of the argument can b
reduced to the notion that the employment level rises (and hence unemplc
ment falls) if the range of potential employment relationships is extended. Tt
institutionalization of transitional labour markets is one hitherto neglected wa
of extending that range.

A way to illustrate the consequences of the proposed new concept of fu
employment is to look at the frequency distribution of working times by
gender when they follow particular patterns or ‘regimes’. Figure 5.1 depict
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three ideal-typical working-time regimes that can be compared with ree
patterns of distribution in actual employment systems (Figure’$.2).

1 Thetraditional working-time regimés characterized by a highly stan-
dardized pattern of working time for men and a completely unstandardize
one for women. Virtually all male jobs involve a fixed number of hours’ work
that equates to the historically contingent standard of ‘full-time employment’
while there is a virtual absence of ‘atypical’ employment relationships abov
or below that standard. The jobs taken by women in their capacity as occ
sional secondary earners, on the other hand, are not standardized at all; in tt
case, the expectation is that frequency declines continuously as working tin
rises. The current structure of working-time distribution among men in Franc
corresponds almost exactly to this ideal type. The full-employment standard
France has long been stable at 39 hours, while male distribution structures
Germany® and Denmark! come very close to this standard. As far as women
are concerned, the (actual) pattern of distribution in the Netherlands and U
largely corresponds to the expectations of this ideal type. However, the oth
distribution patterns reveal a completely ‘untypical’ structure among men i
UK, which acts as a sort of counter-pattern, as it were, to the (expected) fem:
distribution, with frequencies rising as weekly working time rises. The obvi-
ous explanation lies in the fact that working time in the neoliberal regime it
England is scarcely regulated at all. Women in France and Denmark, who
working time, like that of men, has a maximum of 39 or (in Denmark) 37
hours, also confound the expectations of the traditional pattern.

2 In thedual working-time regimeweekly working times among men
cluster around a historically contingent ‘full-time standard’, as in the tradi-
tional regime, with some men adjusting to the female pattern of convention:
part-time work. The majority of women are in a standardized form of part-time
employment, which means that their average working time goes up to abo
20 hours, that is about half of the ‘standard’ working time; some women adju
to the men’s pattern. The Netherlands comes closest to this ideal type, and
distribution patterns of women in France and Germany have elements of tr
regime, in so far as the peaks equate roughly to traditional part-time jobs.

3 In theflexibly coordinated working-time regimehich, in its ideal-
typical form would correspond to the principles of transitional labour markets
both men’s and women’s jobs would cluster around the 30-hour week, fc
example, but working times above and below this level would occur witt
declining frequency, so that the distribution structure would resemble a norm
distribution and be gender-neutral. Few would work below 15 hours, bu
some, as in the other regimes, would work more than 40 hours at some time
their life course. Even if none of the countries under investigation here (or ar
other, come to that) currently has a distribution structure of this kind, some ¢
the elements of such a distribution structure can already be discerned, albei
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varying degrees, in all countries. This applies in particular to the Unitec
Kingdom, the Netherlands and Denmark (also, incidentally, the most succes
ful countries in employment policy terms; cf. Chapter 2), as well as to wome
in Germany and France.

One further observation has important implications for the transitiona
labour market argument. In the area of the knowledge or information societ
actual and preferred patterns of working-time distribution — controlled for
wage preferences — seem to drift apart. The typical pattern that emerges fr
this is that, in the lower half of the intermediate working-time segment, particu
larly between 15 and 33 hours, workers express a preference for longer hot
than are contractually stipulated. On the other hand, in the upper half of tt
intermediate working-time segment, between 34 and 40 hours, that is, whe
transitional labour market theory locates the steady state or equilibrium poir
workers express a preference for shorter working hours (Europea
Commission, 1995). Also more recent surveys on actual and desired (regul:
working times in EU member states suggest that the range of the preferr
steady state is moving further downwards. The majority of those surveye
would in future prefer standard working times between 30 and 35 hours, :
well as opportunities for varying working time by agreement without
adversely affecting job security (Atkinsehal, 1999).

The reasons for the discrepancies between actual and preferred worki
time lie especially in the increasing preferences to combine family or individ
ual non-market work with gainful employment. The new concept of full
employment, therefore, has explicitly to take into account equality of oppor
tunity in labour markets for men and women. It has to extend the notion ¢
work to include non-market activities that are, nevertheless, productive o
either the individual or the wider social level. In consequence, the new ful
employment norm is to be understood as a point of equilibrium around whic
the majority of employment relationships cluster. This ‘steady state’ might lie
in the near future at around 30 hours per week, although in theory it could |
higher or lower. At the same time, however, there are many other employme
relationships with considerably lower working times, which are usually
combined with other productive activities, as well as others with considerabl
longer working times, which make full use of phases of high individual marke
productivity. However, these divergences from the new ‘standard working
time’ are time-limited transitions. The risks associated with undertaking suc
transitions can be offset by institutionalizing transitional labour markets.

In essence, transitional labour markets are forums for the negotiation
agreement of variable employment relationships. As such they contra
sharply with the paradigm of the ‘standard employment contract’ which lef
little room for varieties adjusted to local circumstances or changing individue
needs through the life cycle. What justifies the talk of such a new paradigm
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Short-time Working as a Model for Transitional Labour Markets

I would like to usher in the transitional labour market ‘paradigm’ with a persona
anecdote. During an interview in the 1970s, the manager of an employme
office in what was then still a rural region of Baden-Wirttemberg explained th
principle of the short-time allowance to me in the following terms:

The people here accept a temporary cut in working time with only partial wage
compensation as a legitimate form of adjustment to cyclical drops in demand. The
prefer this form of adjustment to layoffs or dismissals for part of the workforce, anc
they use their free time to work on their smallholdings, in their gardens or on thei
houses. They even feel exasperated if the period of short-time working does n
coincide with the workload on their small farms, and they regard short-time work
ing almost as a right. For their part, employers are able to retain skilled workers ar
can count on their employees to be especially loyal and ready for work whe
required.

It is immediately understandable that a socially legitimated and econom
cally efficient institution such as short-time working will be associated with &
level of employment that is higher (and an unemployment level that is lowel
than it would be in the absence of such an arrangement, which spreads cy:
cal risks more evenly between employers and employees. The example of t
short-time allowance (Mosley and Kruppe, 1996) contains three furthe
lessons that could well be applied more widely.

First, labour markets are constantly exposed to shocks to which firms ar
their employees have to adjust. These shocks may be external ones: matr
changes, technological change, labour migrations, birth cycles and so ¢
However, they may also be internally generated: catastrophic manageme
errors on the employer’s side or, on the employees’ side, health catastropt
or life crises, such as one of a married (two earners) couple commuting
another region, divorce, chronic illness, a sudden aversion to one’s occupati
or the arrival of a first child. One characteristic of modern service societies |
‘burnout’; that is, psychological exhaustion and diminished efficiency result-
ing from overwork or prolonged exposure to stress, particularly in pressurize
service occupations. People working in education and in the caring professio
and, in my view, politicians as well, seem to be particularly susceptible t
burnout. Victims of burnout may be forced to change occupation, or at least
take time out, and bridges have to be created in order to enable them to do
Thus one fundamental characteristic of the information and communicatio
society is the increasing incidence of self-produced ‘internal’ or ‘manufac:
tured risks**2 Although practicable remedies or compensations are availabl
for the ‘external risks’, the existing set of labour market and social policy
instruments still takes little account of such internal risks.
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Such internal risks are the cause of discontinuous employment trajectori
and, increasingly, of unemployment as well. What is involved here usually i
short periods of unemployment that act as a ‘bridge’ in the event of a planne
change of job, a return to education or a change of occupation or fami
circumstances. In certain cases, such periods of unemployment may also
longer, for example when they constitute a phase of preparation prior to (earl
retirement or a withdrawal into family activities. Such endogenous spells ¢
unemployment differ from traditional unemployment in so far as they are no
closely related to traditional causes of unemployment such as cyclical ups a
downs or technological change. They may even lead to better working conc
tions or higher salaries; however, they may also (especially for women and f
the few men taking over family responsibilities) be the starting point of &
social and economic downward spiral. Thus in addition to frictional, structura
and cyclical unemployment, a new and separate type of unemployment
emerging, denoted by the term ‘transitional unemployment’, for which new
solutions are required.

The second lesson to be drawn from our little anecdote is that labot
markets are not product markets but social instituttdi@onsequently, their
capacity to adjust to internal or external shocks through variations in wages
limited. What is more, the greater the need for adjustment, the less likely it
that the required adjustment can be achieved solely by means of wage fle
bility. One only has to think, for example, of the process of transition in
Eastern Germany which, in the absence of any social buffering for the m:
jority of the population, would have led to catastroffh&imilarly critical,
though not quite so dramatic transitional processes still await us with th
completion of European monetary union. To leave adjustment solely to th
markets would be to permanently damage many individuals or groups. |
particular, the notion of fairness restricts the capacity of wages to effect tf
adjustment required. Social status, solidarity and basic rights prohibit wage
from following the ups and downs of the markets and falling below a certail
threshold.

However, it is not only a sense of justice but also a readiness to cooper:
and retrain that is encouraged through due consideration of differences
performance and security of income. Moreover, stable wage structures requ
firms to demonstrate a constant willingness to innovate; if such innovation |
successful, the increased ability to pay is not immediately swallowed up b
wage demands. In this way, a risk community can develop that is both social
just and economically efficient. Thus labour markets require not only socie
legitimated institutions to manage adjustment to internal or external shock
The structural limitation on the capacity of wages to effect the adjustmer
required also follows from the fact that wages fulfil a multiplicity of
functions?®
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Third, the anecdote teaches us that planned or even unplanned or enfor
spells of unemployment should not necessarily be a negative experienc
Provided the appropriate precautions are in place, the time freed by unel
ployment can be used for activities of the person’s own choosing, which me
contribute to personal development, encourage do-it-yourself work or help 1
improve individuals’ productive capacities in preparation for a return to regu
lar work. In the ‘golden age of manufacturing industry’, it was agriculture,
small-scale artisanal trades or the extended family that provided, as it wel
natural institutional buffers and a social space for productive but not marke
determined activities. These ‘natural’ buffers are either long gone or in th
process of disappearing. New, ‘artificial’ or socially constructed buffers mus
be created in order to cushion the internal and external risks to which tr
labour market is exposed.

However paradoxical it might soundew institutional arrangements are
required to regulate discontinuous employment trajectofiesther words,
and to retain the metaphor used in the anecdote, we rfaadtianal equiva-
lent for the ‘hinterland’ that, during the transition from the agrarian to the
industrial society, helped many people to bridge periods of economic unce
tainty and risk. Thus, at the turn of the 19th century, for example, cows, goa
and pigs, which formed part of the subsistence economy of many familie:
were a common sight on the streets of Manhattan (Smuts, 1971). During ti
1930s, the French unemployment rate was never more than 6 per cent des
the Great Depression and sluggish economy afterwards. Gazier (199
connected this fact with the strong rural roots retained by French workers wi
went back into their families in the agricultural zones. In the first two decade
after the Second World War, this subsistence economy was still an importa
additional source of income in rural regions of Germany. In industrial towns
it was workers’ housing estates, with their allotments, that provided some ¢
this ‘hinterland’46

Such subsistence economies actually seem to be going through someth
of a renaissance at the moment. By way of example, | would like to quote &
extract from a report from France that is certainly representative of mos
European countries. On 3 September 19@7Mondepublished an article on
‘The cancer of employment in Andelys’, a small town on the Seine.

The allotments flourished for a time after the Second World War, but by the 1970
they had almost disappeared. They are now flourishing again. Since 1990, the
modest enclaves have been mushrooming and their owners are far from being j
pensioners. ‘A lot of unemployed workers have really made their allotments ai
instrument of economic survival,” said Francis, a hairdresser in the centre of th
small town. He has been running a salon in the Place Nicolas Poussin for 15 yea
and his customers often talk to him in confidence. ‘It's much worse today than i
used to be. Almost everybody’s affected by it.” His customers talk of the ‘pressure
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at work ... where everybody has the feeling that ‘everything might collapse
overnight’. And he added bluntly: ‘I see a lot of people without a livelihood, and my
custom is declining. More and more people are getting their friends to cut thei
hair.’

However, this state of affairs must be regarded as a retrograde step |
developed market economies, one to which people have resorted out of sh
necessityt’ These newly revived allotments are not the functional equivalen
of the ‘hinterland’ that | would like to support. We know that the functional
equivalent of the ‘hinterland’ of the Industrial Revolution was the develop-
ment of social security systems. However, what is the institutional solutiol
best suited to the risks of the information society? What needs to be done
not to recreate a subsistence economy of the past but rather to establish a |
ing, modern solution. Such a solution will certainly involve a further develop-
ment of tried and tested social security instruments, but it must b
complemented by innovative elements.

Such innovations, transitional labour markets indeed, will have to concer
trate on three aspects. The first is the development of institutional solutior
that accord greater financial recognition to social useful activities that are n
rewarded in the market place (particularly childcare and care of the elderly
The second is the establishment of a mode of work organization that allov
more scope for freely chosen activities, either ones that are intrinsically be
eficial, such as sporting, musical or artistic activities, or entrepreneurial activ
ities that create additional sources of income. The third is the creation ¢
additional sources of income independent of paid employment, such as sha
holdings, other forms of holdings in companies or real estate.

The Need for Transitional Labour Markets

As has already been suggested on various occasions, differentiation a
discontinuity of employment trajectories are the fundamental characteristic
that will increasingly shape the labour market of the future. These characteri
tics are also consistent with new findings in psychology and sociology, accor
ing to which it can no longer be assumed that the pattern of individual live
will be socially or biologically predetermined (Erikson, 1979). Rather, we will
have to be prepared for ‘contingent’, that is chaotically determined, life event
Coping with such contingent events will require the acquisition of skills tha
have to be permanently renewed and an infrastructure on which individua
can count if required. By analogy with the theory of life transitions in psychol-
ogy (Schlossberg, 1984), labour market transitions can be regarded as ‘critic
events’ that bring with them both risks and opportunities. This is why life
event histories have become so important in empirical labour market resear
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as a means of ascertaining the conditions required for the successful mana
ment of such critical events as the school/work transition, a change ¢
employer or of occupation, a change from one working-time regime to anothe
(for family reasons, for example) or retiremét.

However, such critical transitions are also, so to speak, doors closir
behind us while there is still considerable uncertainty as to the doors that mig
open up for us in future. Thus each critical labour market transition brings witl
it a high risk of social exclusion. ‘Social exclusion’, in the strict sense of the
term, does not necessarily refer solely to the fact of being disadvantaged in t
labour market or even being unemployed. It denotes in particular the persor
reaction of those who, in the face of all the difficulties that can pile up during
a critical transition, withdraw discouraged from the labour market. The prob
ability of such a reaction rises as the period of time spent out of worl
increases. Ultimately, discouraged workers might end up even not as part
the ‘reserve army of labour’ of which Karl Marx spoke. They may become
‘disposable’ or even ‘superfluous’, people who are no longer needed in s
ciety. And there is hardly anything that can cause greater damage to perso
identity and self-confidence than being disposable or superfluous. The dama
caused by such a process of exclusion is all the greater the fewer ‘alternati
roles’ (such as ‘housewife’, ‘house-husband’ or ‘pensioner’) society offers
This is the reason why social exclusion is most fraught with danger for youn
people, because they have scarcely had an opportunity to prove their capa
ities. Moreover, social exclusion in one sphere, in this case the labour mark
often gives rise to processes of exclusion in other spheres, in cultural life, f
example, in access to a reasonable level of prosperity or in the politic:
arena®

Success in coping with discontinuous employment trajectories depends ¢
several factors. Psychological research on transitions highlights three
particular: first, the way in which individuals perceive sudden radical change
second, individual characteristics and abilities; and third, the social enviror
ment. In the case of the first factor, that is individuals’ perception of sudde
change, psychological research shows that what is decisive is whether t
uncertainty generated by the shock is regarded as permanent or as an event
can be overcome by drawing on their own self-confidence and the suppc
they can expect from others. The greater the certainty that things will improv
in the foreseeable future, the easier it is to mobilize individual resources. If, c
the other hand, the situation is perceived as a ‘never-ending nightmare’, tl
ability to resist can become paralysed, making it much more difficult for indi-
viduals to accept the need for change. The decisive factor in coping with cris
is the attitude that it is all part of life’s rich tapestry and may even be an oppo
tunity. This in turn generates the kind of optimism and confidence that ca
‘move mountains’.
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While it is true that such optimism and confidence cannot be institutional
ized, it is, nevertheless, worth inquiring into the conditions that encourag
such optimism and confidence. Strengthening the personal resources on wh
individuals can drawgmpowermeit through lifelong learning for example,
would be one such condition; the provision ghaterial infrastructurdan the
form of competent information services, for example, would be another; th
establishment of @rocedural infrastructureby providing support for local
networks, for example, would be a third; and the creation of a reliipé
infrastructurethrough the introduction of new civil rights, for example, would
be a fourth condition. Finally, it is not only tangible resources, such as mor
etary assets, capital, property and land, but also free time that is critical
important for the accumulation of the resources required to cope with critic
transitions. ‘Ample time for all’may well be the slogan for the coming millen-
nium; time was, after all, a luxury that was once available only to the ‘leisur
classes®?

5 SUMMARY AND CONCLUSIONS

We can now sum up. The end of the ‘standard employment relationship’ |
frequently advanced as a proven fact. On closer examination, however,
becomes clear that the majority of employment contracts still consist of perm:
nent, dependent, full-time employment relationships. True, such employme
relationships are on the decline, because new contracts are increasingly bec
ing more variable; at the same time, however, the propensity to work is als
increasing because more and more women now want to be economically inc
pendent. Flexibilization seems to be a better description of the current evol
tion than the talk about the erosion of the standard employment relationshi
Since the precise nature of this flexibilization is still unclear, we have bee
trying to shed light through a theoretical model that distinguishes between sal
contracts, and employment contracts provided further clues for future develo
ment. Both forms of contract have characteristic advantages and disadvantac
The choice of contract type depends on how concerned the contracting part
are, on the one hand, with security of income, restriction of competition an
skill formation and, on the other hand, with freely available labour service:
(‘liquidity”), reliable performance and experience knowledge that cannot b
purchased in the market. Changes in basic conditions may lead to a decline
interest in standard employment contracts in favour of sales contracts, or to t
emergence of hybrid forms that combine elements of the two contract type
This would explain the increase in flexible employment relationships.
However, discussion of this model reveals that ‘employees’ and ‘employers
will continue to have a strong interest in permanent employment contracts, b
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that such contracts will increasingly contain elements derived from sale
contracts, such as agreed targets or cost and profit sharing.

What form might the ‘standard employment relationship’ take in future? In
order to answer this question, we have been casting a more searching eye ¢
those segments of the labour market in which early forms of the labot
markets of the future may already be developing. We suspected that su
forward-looking employment relationships are already present in embryo i
the labour market for artists and journalists. At the same time, however, the
labour markets reveal the limits of those bold visions in which wage worker
cease to exist and are replaced by ‘worker entrepreneurs’ whose only prodt
is their own labour. These labour markets have long contained features tt
can no longer be located simply in the grey area between self-employment a
dependent employment. We are dealing here with separate forms of econon
activity which are precarious only because the associated risks are very dif
cult to manage successfully. Nevertheless, it would appear that such emplc
ment relationships are increasingly being preferred to dependent wage wor

The ways in which individuals and society manage the risks inherent i
such employment relationships provided some ideas that could be appli
more generally: Maintaining and enhancing employability through continuou:
training, multiple employment relationships (‘engagements’), profit sharing
basic income security through negative income taxes and broadening the f
base of social security contributions to all kinds of income are such elemen
to be considered in re-engineering the modern welfare state. However, mc
people are not able to cope alone with the increasing risks related to flexib
labour markets. We identified the need for collectively organized and negot
ated arrangements to cope with critical transitions between various forms |
productive activities during the life cycle, especially those transitions relate
to family work. This led us to consider possibilities to establish a broader st
of opportunities for mobility related to critical transitions typical during an
average life course.

‘Internal’, home-made risks in particular are increasing in labour markets
It is in the critical phases of the adult working life that the risk of unemploy-
ment, loss of income or even social exclusion is particularly high. In order t
support individuals in their attempts to cope with these transitions, reliabl
bridges are required that provide properly institutionalized, that is calculabl
and socially legitimated, options for negotiating in the critical phases. Five
labour market transitions that should be promoted through enduring bridge
into and out of employment can be systematically identified: (1) transition:
between education/training and employment; (2) transitions between part-tin
and full-time dependent employment, or between dependent employment a
self-employment, or combinations of the two; (3) transitions between (usuall
unpaid) private or family-based activities and paid work; (4) transitions
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Figure 5.3 The transitional labour markets framework

between unemployment and employment; and (5) transitions between perioc
incapacity for work and employment, as well as flexible transitions from work
into retirement (Figure 5.3).

The theory of transitional labour markets draws attention to the fact that a
labour market flows are interacting and can occur in both directions (see Cha
ter 8). Transitional labour market theory indicates that these interdependenci
in the design of the new labour market policy should be taken into accour
Further, it points to the risks of social exclusion associated with critical tran
sitions and to starting points for attempts to cope successfully with thes
unavoidable crises. The institutionalization of ‘transitional labour markets’
establishes stable ‘bridges’ linking all forms of productive activity and facili-
tating movement in one direction or the other: paid work with variable employ
ment relationships or working times, lifelong learning, unpaid family or
do-it-yourself work, other recognized forms of social work, such as voluntan
work or neighbourhood schemes, as well as time for creative leisure (sabbz
cals), during which new abilities can be tested without any requirement to
successful. The institutions of labour market policy should be designed in sut
a way as to create incentives for the transition between these various forms
productive work, to make possible combinations of various forms of work an
to provide social protection for the ensuing risks. The more options for trar
sitions are institutionalized, the more employment opportunities could be creat
and a significant contribution to the reduction of unemployment could be
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made. Further consideration of these thoughts, together with examples fro
EU member states, will be the object of the final chapter in this volume.)

NOTES

1.

10.

11.

12.

| am very grateful for comments by Bernard Gazier, Jacqueline O’Reilly and Donald Storrie
and for the translation by Andrew Wilson; remaining errors and weaknesses are m
responsibility.

In reality, this ideal type was characteristic, for instance, of Germany (and even then only «
Western Germany) for only about three decades after the Second World War. For a histo
cal survey, see Bertram (2000) who points out that at no time since 1950 have more than
per cent of children up to the age of 15 in the USA or in Germany grown up in the conven
tional family model.

For discussion of the erosion of the ‘standard employment relationship’ and internation:
comparative evidence (although scattered) see Delsen (1995), Felstead and Jewson (19
Mangan (2000), Rubery (1998), Télos (1999).

See also Blossfeld and Hakim (1997) and O’Reilly and Fagan (1998) for a comparativ
perspective.

According to the official statistics, there were 2.15 million in 1998 (5 per cent of the
economically active population), while specialist studies put the figure at 5.6 million, a
figure reached in part by the inclusion of second jobs (Buch, 1999). Thus, before the Germ:
national accounts were revised in April 1999, the number of people in marginal part-tim
jobs was considerably underestimated; following the revision, the number of economicall
active individuals rose by 2 million, almost 6 per cent of the 34 million economically active
people identified in 1997. In consequence, and again because of the adjustment of t
German statistics to the European system of national accounts, productivity increase p
economically active person fell from 2.7 to 1.9 (1998) — a figure with significant implica-
tions for pay policy, for example.

Since 1999, employers have to pay a flat-rate contribution of 12 per cent to the statuto
pension insurance scheme and a 10 per cent contribution to the health insurance schem
these jobs are regular; employees holding such jobs, however, are only entitled to health a
pension insurance if they contribute in addition 7.5 per cent of their wages into the respe
tive insurance funds.

Germany is an inexplicable exception in this respect.

In the European Union (EU 15) in 1997, 4.8 per cent of men with ‘full-time status’ actually
worked between 21 and 35 hours per week only (7.4 per cent in Germany); the figure f
women was 11.4 per cent (10 per cent in Germany). The reasons for this have not been cl
ified in detail, but the main factors are likely to include cyclical short-time working and the
temporary absence of employees on parental or training leave.

The number of ‘pseudo self-employed’ in Germany is estimated at between 179 000 ar
431000, or between 0.5 and 1.1 per cent of the economically active population (cf
Hoffmann and Walwei, 1998; Buch, 1999; Dietrich, 1999).

More than half of them were working in the engineering and electrical industries. Of the
agency workers registered in the first six months of 1998, 27 per cent were unskilled work
ers or had not declared their occupations, 20 per cent were fitters and mechanics or simi
and 11.1 per cent were in organizational, administrative and clerical occupations.

UK (3.7 per cent), USA (2.3 per cent), France (2.2 per cent) and Belgium (1.6 per cent) we
other countries with relatively extensive use of temporary work; on the other hand, thi
employment relationship is not yet widely distributed in the Scandinavian countries: Norwa)
(0.7 per cent), Finland (0.5 per cent), Sweden (0.3 per cent) and Denmark (0.3 per cent); ¢
KI8s (2000) and Weltverband Zeitarbeit (CIETT) (1999).

For example, Manpower, Adecco and Randstad; Adecco, with 3 000 branches in 49 cou
tries, employs 300 000 workers.
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23.

24.
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26.

27.

28.

29.
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In June 1999, at a time when preparations were being made in Germany for EXPO, a ma
international exhibition where agency work is particularly prevalent, the Hanover branch o
the engineering workers’ union IG Metall, after a hard-fought battle that lasted a year
concluded a collective agreement on behalf of six trade unions affiliated to the German TU
that provided for new hourly wage rates of between 13.84 and 25.08 DM. Under the tern
of the collective agreement, Adecco undertakes to give preference in recruitment to the lon
term unemployed and to give priority to insurable employment relationships and to training
programmes, particularly in the area of unskilled activities.

Cf. the surveys in Blichtemann (1993), Biichtemann and Walwei (1996). For a summary
arguments and empirical evidence about the impact of employment protection regulation ¢
employment, cf. Bertolat al.(2000).

We should not allow ourselves to be blinded by formal regulations: even in employmer
relationships subject to little formal regulation, there is in practice a multiplicity of implicit
contracts that give dependent employees a monopoly position.

Cf. in particular Williamsoet al. (1975) and Williamson (1985).

Sociological/institutional labour market theory denotes these demands with the term ‘jo
specificity’ (Doeringer and Piore, 1971: 15ff), while the institutionalist economic school
uses the term ‘idiosyncratic tasks’ (Williamsenal. 1975: 256ff). We take the term ‘job-
specific demands’ to denote both specific, non-standardizable skills or knowledge derive
from experience and the capacity for job-specific cooperation.

Issues around the structure, dynamic and distribution of income are extremely comple
and the data situation is very unsatisfactory. Moreover, we know of no differentiatec
analysis of the link between income portfolios and labour market behaviour or employ
ment forms. In consequence, the following observations are to be regarded as extreme
provisional.

Cf. Gazier in this volume.

Cf. Meager and Bates in this volume.

Statutory regulations may also make it difficult to become self-employed. Thus the Germe
legislation regulating the conduct of craft traddarfdwerksordnunyg for example, restricts
access to certain occupations.

Arecent survey conducted in the EU member states (plus Norway) found that 25 per cent
those surveyed wanted to become self-employed in the near future (Atkinabi999);

the self-employment rate (the self-employed population outside agriculture as a percenta
of the population of working age) is about 9 per cent in the EU (Schémann, Kruppe an
Oschmiansky, 1998: 38).

This means context-specific, local knowledge, frequently also referred to in theoretical wril
ings as ‘tacit knowledge’, that cannot be standardized and therefore cannot (and should n
be marketed.

This is why the insights of efficiency wage theory should not be thrown overboard; cf.
among others, Akerloff and Yellen (1986).

The first edition of this book appeared in 1966. This would seem to confirm this positior
that the culture economy rather than the urban economy had a decisive influence on t
development of Baumol's theory of costs disease.

This and the following sections are distilled from an essay co-authored with Carroll Haak
cf. Haak and Schmid (2001).

According to the German microcensus, 35 per cent of artists and journalistselfere
employedin 1995, a considerably higher share than the general average of 9 per cer
Women have been the main beneficiaries of the positive growth, and may even account f
38 per cent of the self-employed.

Those engaged in artistic or media work as dependent employees are not affected by
Artists’ Social Security Act.

The Artists’ Social Security Bill was hotly disputed, and another product of the SPD/FDF
coalition that lost power in 1982; without the active support of celebrities in the world of the
arts (including Gunter Grass), the Bill would not have become law. When it came to powe
the CDU/FDP coalition was careful not to disrupt the compromise that had been reache
with such difficulty.
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This is not to deny the great importance of ‘calling’, natural talent or intrinsic motivations
in creative professions.

The notion that average tenure changed little during the last decades is, therefore, not con
dicting this argument.

To adapt Stephen Hawkins’ words freely, fame is when more people know oneself than o
knows other people.

Without the old risks, such as the obsolescence of skills, the distortion of demographic stru
tures or cyclical economic risks, disappearing.

Reputation may have the effect of creating a monopoly, that is erecting barriers to entr
restricting competition and reducing the pressure for continuing learning; with the passag
of time, it can give rise to alarming incompetence even among professionals who started ¢
competent.

Control through self-control is known to be particularly effective, as Elias’s theory of civi-
lization (1976) impressively demonstrates.

See Chapters 1, 7 and 8.

By way of a reminder: in 1856, the 70-hour week was introduced in the German printin
industry; in 1900, the trade unions were fighting for the 60-hour week; in 1950, the averag
length of the working week was 48 hours, in 1980, 40 hours and in 1993, 38 hours. Betwe
1983 and 1995, the average number of hours worked in the European Union (EU1:
declined by just over 1.5 hours, from around 40 a week to 38.5. There are signs, howevi
that the overall historical trend of weekly working time reduction is slowing down and being
replaced by increasing variability of working time (European Commission, 1996: 77-87).
Cf., among other publications, the report by a French committee on the future of work el
titled ‘Work in 20 years’ time’ (Boissonat, 1995). The French experiences on the basis of
universal weekly working time reduction contradict only at first glance this argument. The
implementation of the ‘35-hour week’ stipulated by the two Aubry laws in fact shows a
rather flexible adjustment of the firms, and — even more important in our context — a stimu
lation of local negotiations to adjust for the specific needs of firms and individuals.

For Germany, France and the UK see Figure 10.1 in this volume.

The bimodal and the recent trimodal distribution in Germany is a specific characteristic c
the corporatist system that has introduced the (flexible) 35-hour week in some collectiv
bargaining areas, notably the engineering industry, and the 38-hour week particularly in tt
public sector.

With their working time maximum at 37 hours, however, Danish men are considerabl
below the ‘standard working time’.

Cf. the sociologists Ulrich Beck (1986) and Anthony Giddens (1996).

Cf., among others, Solow (1990); Schmid and Schomann (1994).

To illustrate the size of the ‘social buffer’ provided by active labour market policy in East
Germany: at the height of the employment crises in 1991, 1.9 million persons were in labot
market measures, about 23 per cent of the active labour force. Without it, the unemployme
rate would have been 35 per cent instead of ‘only’ 12 per cent officially reported (Schmic
and Wiebe 1999: 381).

Malcom Sawyer’s (1993) fundamental considerations on the function of prices in market
can be extended to wages. Sawyer distinguishes five functions: the allocative, the condu
tive, the positional, the strategic and the financial functions of prices or of wages; a sixt
function can be added referring to incentives for cooperation.

An interesting historical account of how people at the beginning of capitalism dealt witt
unemployment through risk spreading is provided by Piore (1987).

The ‘agricultural hinterland’ as a buffer providing some degree of social security migh
rightly be judged differently in the case of the so-called ‘transition economies’ (for example
Genov, 2000). The relatively low level of unemployment in some of these countries in trans
formation is attributable, among other things, to the fact that many unemployed people
usually older men, retire to three or four hectares of land that they have acquired in tf
course of privatization and grow products on it for their own consumption. True, they
continue to look for jobs, but with little prospect of success, and they do not usually cour
as unemployed.
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48. Cf. Mayer (1997), Schémann (1996); Blossfeld and Rohwer (1995).

49. On questions of ‘social exclusion’ or ‘social inclusion’, cf., among others, Kronauer (1997)
Morris (1994) and Silver (1994).

50. Cf. Veblen (1971), who coined the term ‘leisure class’ and whose work remains as illumi
nating as it ever was.
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6. Transitional labour markets:
from positive analysis to policy
proposals

Bernard Gazier

At first glance, the idea of systematically organizing the negotiated manag
ment of transitions in and around the labour market is a patently obvious on
It would appear to be a Pareto-improving process: there are transitions, go
or bad, in the labour market and the general policy prescription arising out ¢
transitional labour market (TLM) theory is that the whole network of transi-
tions available to the workforce at large should be extended and improved.

However, there are costs involved of course, and this raises basic questic
about efficiency. Direct evaluation is not necessarily appropriate given th
present state of the TLM debate. TLM is more an approach than a specif
programme, more a procedural tool than a policy device. Before any dire
evaluations can be carried out, country-specific applications will have to b
formulated and implementédThe purpose of this chapter is to prepare the
ground for the evaluation process by assessing the scope and potential
TLMs as a regulatory idea and to discuss the ways in which TLMs may affe
labour market functioning and performance in developed countries.

The TLM approach focuses on the development of relatively new object
of negotiation and coordination, namely legally structured rights to mobility.
Two main criticisms are currently levelled against the TLM approach. First, i
is suggested that TLMs may be ineffective and/or too costly coordinatin
devices: it is often said that almost all conceivable kinds of transitions hav
been tried in the labour market (either by firms or as part of state-led labo
market programmes) and any attempt to extend them must be left to prive
actors since they might otherwise be perceived as an unjustified extension
collective intervention. The second criticism is that TLMs may lead to the
development of a second-class labour market, with dead-end, low-paid jobs

Obviously, these two criticisms are based on two very different approaches
the functioning of the labour market. The first stresses the market process, whi
must, it is argued, be left as free as possible, while the other is based on-
segmentation approach and emphasizes the considerable differences
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constraints and opportunities in the various segments of the labour market. It
not the purpose of this chapter to discuss such a fundamental divide as tl
between market homogeneity and heterogeneity. Our starting point, rather, w
be the particular nature of the labour market, characterized by Solow as a ‘soc
institution’ (Solow, 1991). We will adopt both points of view in turn, leaving

open the question of whether they might complement or contradict each othe

A useful framework for our task is provided by the notion of ‘remediable-
ness’ developed by Oliver Williamson in the context of transaction cost:
analysis (Williamson, 1996). In any discussion of the deficiencies and failure
of complex arrangements involving markets, organizations and institution:
the practicable aim is not to present first-best or even second-best options |
rather to assess whether some workable alternative (reform) might reme
some of the deficiencies, thereby providing a net gain. Here we set out the ce
for TLMs by examining how they might help to solve or mitigate certain
familiar labour market adjustment problems and at the same time seeking
identify any possible shortcomings.

Accordingly, the main methodological choice made in this chapter is tc
strike a balance between abstraction, on the one hand, and excessively nar
or specific issues, on the other. We begin by briefly gathering some simp
stylized facts on current labour market arrangements and functioning, befo
setting these broad facts and trends alongside the TLM perspective. For a m
detailed description and assessment of labour market performance in dev
oped countries, the reader is referred to the first part of the present volume

In sections 1 and 2 we outline, for both approaches, the possible contrib
tion of TLMs to labour market regulation. Section 3 examines some of th
problems of complexity, incentives and control that would arise if the active
management of labour market transitions were to be put forward as a workat
reform?

1 TLMS AND THE LABOUR MARKET:
FROM COMMAND VARIABLES TO
EMPLOYMENT REGIMES

For the sake of simplicity, it is expedient to identify three categories of vari
ables that interact in labour market adjustments: prices (relative and absolt
wage levels), quantities (that is, number of persons employed or of job:
numbers of hours worked) and quality (individual skill levels, skill require-
ments and opportunities and job attractiveness). Adjustments can be e
mainly to private actors but always involve some public intervention (basi
education, labour law, unemployment insurance, minimum wages and so of

Two different sets of basic stylized facts will be gathered and organize
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here. The first relates to the major and persistent difficulties arising fron
adjustment processes and variables in the labour market. The second relate
the various forms of path-dependent adjustment processes that emerged
different countries during the 1980s and the 1990s. A first approach to TLM
is then proposed, which locates them in the context of constrained and pa
dependent labour market adjustments.

Stylized Facts Set 1: Adjustment Variables that are Difficult to Manage

The prices—quantities—qualities triptych generates a considerable number
labour market variablesEor example, in order to balance supply and demand.
changes might occur in overall wage levels (through nominal wages, inflatio
or monetary adjustments such as devaluation) and/or in wage dispersion (a
result of different bargaining outcomes in different sectors, firms or labou
market groups, increased premiums, the elimination of some categories of j
slots, the introduction of a minimum wage and so on). Quantities on the supp
and the demand side can be affected by, for example, creating public-sec
jobs, encouraging or discouraging certain categories of workers, or introdu
ing a legal limit on daily or weekly working time. Finally, training policies are
one obvious way of affecting the quality of workers. Furthermore, there i
some possible substitution between these variables. For example, raising
skill level of the workforce while leaving wage levels unchanged can — ir
theory — be equivalent to lowering real wafes.

However, it is well known that, for many different reasons, these variable
are neither very flexible nor very effective. Leaving aside normative issues
wages are a variable whose movements are restricted by the various functic
they fulfil: remunerating work, encouraging and rewarding performance
establishing hierarchical distinctions, financing social security, giving shape t
career structures, and so ®ti.wages are adjusted for one reason or another,
adjustments in other functions may be disrupted. Thus tampering with wag
is always a tricky matter. Employment subsidies, although not ineffective, ar
now notorious for the deadweight effects they induce. As for quantities, fe\
people now advocate the expansion of public-sector employniuitcies
aimed at reducing the number of people in the labour market (‘parking
schemes, large-scale early retirement programmes, grants to encourage im
grants to return to their country of origin, and so on) have serious drawback
They lead to the growth of ‘passive’ expenditures, with production losses. |
early retirement policies are combined with the hiring of young workers, the:
may to some extent be the functional equivalent of wage adjustment and tral
ing policies. However, there is international evidence that the trade-off betwee
early retirement and youth unemployment is not working. In any case, in yea
to come, the prospect of an ageing workforce and the need to fund ever larg
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numbers of pensioners will make it necessary to have more, not fewer, old
workers active in the labour market. It also seems quite costly to place dire
constraints on the hours worked (as with statutory limits on weekly working
time). Finally, as regards quality and training measures, their impact o
employment levels is difficult to measure and seems diffuse and gradual.

The variety of labour adjustment devices deployed in firms, including jok
rotation, shift work, overtime, extra pay, delayed or accelerated promotion:
recruitments and lay-offs, seem largely to overcome these limitations
However, these practices depend on a variety of different employment status
and levels of job security: a complicated picture emerges here, connected tt
set of legal prohibitions and rules and to the various institutions and convel
tions that structure the labour market. It would be very difficult to disentangle
the market failures, the interventions intended to remedy them and the poli
failures that lead in turn to further compensatory measures. Operating with
greater or lesser degree of coherence, these sets of rules and institutions
intended to protect workers as well as to allow or encourage certain behaviou
there is always a problem when one rule has to be changed, because it is |
of a balanced system in which each rule compensates or reinforces the othe

Thus the ‘command variables’ in the labour market may be seen as inte
twined variables, with a significant change in one leading to major comper
sating reactions. Traditional allusions to ‘wage stickiness’ emphasize th
social role of wages and the key influence of workers’and unions’ perceptior
in that area. It must be added that, from an explicitly normative point of view
there are limits to wage adjustment. However, it does seem justifiable to spe
of a more general ‘variable stickiness’ in the labour market, owing to the
number and variety of points at issue, rules and institutions that contribute
its regulation. This is probably why Ehrenberg (1994), in his comparative
overview of the functioning of labour markets in North America and Europe
presents a sceptical analysis of the alleged need for convergence through
harmonization of labour standards and the introduction of greater flexibility
He observes that the continuing processes of integration allow national spe
ficities to remain and that there are no irresistible or desirable pressur
towards the convergence of labour market standards. He stresses the poss
perverse effects of certain forms of flexibility, such as migration or increase
mobility resulting from reduced job security.

However, various overall adjustments do take place in the labour market
Do these adjustments follow certain specific national patterns?

Stylized Facts Set 2: ‘Employment Regimes’ in the 1980s

The ‘employment regime’ hypothesis furthers the previous observations b
giving a content to national specificities in labour market adjustments. In it
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minimalist version, it follows on Solow’s analysis of wage paths (Solow,
1991). A broader and more ambitious version would draw on the work o
Gunther Schmid (Schmid, 1994), which introduces institutional networks
together with efficiency and equity standards and seek to characterize a
explain employment and wage paths in the context of productive systems.

We will assume that the notion of an ‘employment and employment poli
cies regime’ combines various forms of labour force mobility with a dominan
mode of wage setting and wage adjustment (cf. Gazier, 1998). What is mes
by this notion is actually quite simple. Given the various forms of institutiona
structuration and intervention mentioned above, average and relative wag
may ‘stick’ at various levels. The extent to which they fluctuate will depend
on the possible interaction between other regulatory and adaptive mechanis
that will produce relatively consistent ranges of variation of a greater or less
magnitude.

If this hypothesis is applied to the evolution of the developed countrie
during the 1980s, some rather stable patterns emdige.well-known polar
cases give some idea of the diversity of employment regimes during th
period. At one extreme is the USA, which tended to favour wage adjustmen
— wage flexibility — and intervened only ex post on incomes through EITC
(earned income tax credit), a complex mechanism designed to supplement |
very low wages earned by the ‘working poor’. At the other extreme is the pre
1993 Swedish model, which sought to minimize the extent and role of wag
differential adjustments as far as possible in order to develop an ambitious a
expensive ‘ex ante’ employment policy based on the development of publi
jobs, inter-firm mobility grants and massive subsidies intended to encourag
the recruitment of specific disadvantaged graups.

Two other countries are quite close to each of the two extremes but al
tend to implement mainly training policies. Germany is close to the Swedis
model and proactive in its employment policies, having developed an integr:
tive form of education and training policy, notably through the celebrated due
system of apprenticeship. In the United Kingdom, on the other hand, th
Conservative governments from 1979 onwards sought to establish wage fle
ibility while stressing the importance of education and training and help fo
young people.

Finally, there are several countries in what might be termed ‘intermediate
positions between the two poles represented by the USA and Sweden, in whi
the employment regime is less obviously polarized and the main target of ¢
post interventions is not wage differentials. Policy in Belgium and the
Netherlands tends to focus on influencing the volume of jobs by acting o
working hours, seeking to develop part-time work and introducing sucl
measures as early retirement schemes and employment subsidies. France
Canada are also in this intermediate group. The French are making notal
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efforts in continuing educatichbut have also intervened on a massive scale
in order to influence job volumes by encouraging young people to delay the
first entry into the labour market and making extensive use of early retiremel
schemes. In Canada, the minimum wage is much higher than it is in the US
and unemployment benefits are more generous. Moreover, Canadian expen
ture on the public employment services is biased towards active measures ¢
is comparable in this respect only to that in Sweden and Germany.

The Japanese trajectory is located somewhere between the German ex ¢
qualification adjustments and the French ex post ones. The constant interr
mobility in large Japanese firms is intended to produce renewal within th
company without resort to the external labour market.

Stylized facts set 2 (continued): the Exploration of New Adjustments
during the 1990s

This elementary comparative distribution has undergone considerable chan
since the beginning of the 1990s. These changes first affected the ‘integrativ
European models, that is to say those of Germany and Sweden.

Let us start with the Swedish case. When the country entered the EU a
became subject to international pressure to balance its budget, Sweden co
no longer boost employment levels by increasing public-sector employment «
use devaluation as an adjustment mechanism. (Sweden used to devalue per
ically in order to reconcile wage fluctuations with the demands of world
competition.) As a result, there was a sharp increase in unemployment
around the European average, a development that was sometimes interpre
as signalling the end of the Swedish model. Expenditure on unemployme
benefit has increased massively. The Swedish have, however, increased exf
diture on active employment policies, investing heavily in training for the
unemployed. Thus Sweden is moving towards an intermediate position an
since the productive system and the education system are only weakly linke
such an evolution calls into question the ex ante adjustments. In the evel
Sweden'’s efforts and redeployments in the late 1990s produced remarkal
results. By 1999, the unemployment rate, after six years at between 8 and 9
cent, had fallen to 6.4 per cent. At the beginning of the 21st century, th
Swedish model is developing a stronger training focus and looking to becon
fashionably lean.

In Germany, the favourable prospects faded away after unification
However, it would be misleading to focus solely on the problems arising ou
of that momentous but unique event, for two reasons. The first has to do wi
the dynamics of a fundamental institution, namely apprenticeship. Géhin ar
Méhaut (1993) studied the adaptive capacities of the German dual system &
compared them with the intensive use in France of continuing education ar
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training. They observed two symmetrical shifts or processes of reorientatio
brought about largely by the pressures and the challenges of mass unempl
ment and the need to accelerate labour force adaptation. The French gen
education system had traditionally produced a labour force with good bas
skills that was adaptable because workers were able to rely on firms’ comm
ment to training or retraining and because these skills were officially rec
ognized. This prevented the system from leading to careers based
non-transferable skills limited to a single firm. At the same time, in Germany
the existence of trade unions representing homogeneous groups of work
with high levels of occupational skills had encouraged the development c
codetermination and collegiality. However, this also restricted the promotiol
prospects of those categories excluded from the process, namely the unskill
Here attempts to develop functional flexibility had to depend on expanding th
general education component of the apprenticeship system and on greater
mobility within firms. The changes of the 1990s were to result in a kind of
swap. Germany now needs to place greater emphasis on general training
to introduce more systematic retraining for the unskilled elements of its labot
force, while France is endeavouring to develop an apprenticeship system.
France, progress is slow and apprenticeships are still stigmatized as low-le\
training. In Germany, the changes are not easy to implement because they g
rise to disputes between the different levels of the occupational categorie
since their identities and trajectories are based on initial tratfing.

The second element that has to be considered is the comparative evolut
of industrial relations in both countries (Lallement, 1996, 1999). Let us look
firstly at the well-known French weaknesses. These include the developir
tendency towards decentralization and the rise in the number of compal
agreements in a context where wage earners are at a disadvantage in term
the balance of power. Mention can also be made of the fragmented trade un
movement, excessive state involvement and, in many cases, anomy in indt
trial relations. However, the German collective bargaining system has als
reached its limits and been decentralized to some extent. It is widely circun
vented in the new Lander, so much so in fact that regional fragmentation
becoming an important concern in both Eastern Germany and Weste
Germany. From this point of view, innovations such as the negotiations o
working hours, which are often commented on, if not praised, seem heter
geneous and far from generalizable.

For Sweden and, later, Germany, the turn of the century brought good ne\
with a return to growth in Europe and a clear drop in unemployment figures
In both countries, the long-established model had been disrupted. The
adapted, slowly, by introducing a new emphasis on previously less used
neglected adjustment variables.

The French employment revival since 1998 (the unemployment rate
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persistently around 12 per cent, was less than 10 per cent in May 2000 and
trend is expected to continue) is largely attributable to economic growth, bt
was fostered also by the state-led drive to reduce weekly working time, b
measures to reduce the cost of low-skill work and by large-scale subsidies f
part-time work. The UK, which has been quite successful since the mid-1990
has introduced both a minimum wage and specific ‘active’ labour market poli
cies, with the jobseeker’s allowance and the New Deal giving opportunities t
the young unemployed and putting pressure on them to seek employme
However, these developments, which combine training and concerns aba
employability, have been accompanied by growing polarization and inequa
ity.

The USA, finally, seems to have been an unqualified success story durir
the 1990s, reaching very low levels of unemployment through rapid an
sustained growth and exploiting the job creation potential of the ‘new ecor
omy’. Very high levels of income inequality are persistent. Recent research h
identified the existence of ‘high-performance work systems’in manufacturing
with more autonomy and opportunities for participation being given to front-
line workers, although it remains to be seen how far they will spread over tt
economy as a whole (see Appelbaeinal, 2000).

The success of the Netherlands in the late 1990s offers an alternative w:
Against a background of cuts in its welfare system and a general policy ¢
wage moderation, the country’s ‘employment and employment policy regime
seems stable, with its main planks still income sharing and a massive exte
sion of part-time work (in 1995, it accounted for 35 per cent of total employ-
ment and no less than 65 per cent of women’s employment). Some rece
comparative work on national employment performance and adjustmet
patterns (cf. Auer, 2000) shows that other ways are being explored. In the
small open country success story, the Netherlands are not isolated and do
represent the only possible adjustment pattern. Despite enormous differenc
Ireland, Austria and Denmark, for example, all achieved considerable redu
tions in their unemployment rates during the 1990s, often as a result of neg
tiated wage moderation policies and strong social protection.

Thus the 1990s did not see the end of strong societal specialization b
rather the end of simple adjustment patterns based on a single dominant sph
of adjustment. A brief overview of this kind leaves some scope for proposin
other combinations of the variables and other policy options for manageme
in and around the labour market.

TLM as a Systematization of New Labour Market Adjustments

At least four arguments can be advanced for introducing TLMs as a practic
ble set of alternatives or supplements to current employment and employme
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policy regimes. One of their main guiding principles is to limit adjustments
brought about by widening wage differentials because they lead to increasil
social inequality, among other things. Negotiating on ‘transitions’ within a
structured framework can foster better and faster labour market adjustmer
through various mechanisms.

The first of these is preventive flexibility. Once implemented, TLMs would
consist essentially of a set of negotiated mobility rights, which could be
extended or deferred by the social partners and policy makers in accordar
with the changing needs of the labour market. The classic example, whic
currently exists in isolation, is the dual apprenticeship system in German
which, among its other virtues, allows the social partners to create more trai
ing places during slumps. In this way, it plays a modest anticyclical role
However, if such a system remains isolated, there are risks of crowding out,
spillover, or bad quality training providing little more than ‘parking schemes’.
The idea of TLMs is to develop a broader set of transitions and to put in pla
various forms of cofinanced cooperation between a broader range of partne
TLM decisions can be easily adapted to different labour market context:
When a large number of jobs is being created in the private sector, the need
such ‘bridging’ activities will decrease and the social partners can agree |
reduce the number of places or to concentrate on specified social needs. Tl
the implementation of mobility rights introduces or strengthens negotiated ar
preventive controls of labour market imbalances.

The second mechanism is improved interplay between the three categories
adjustment variables, mainly at local level. It has been observed that the emplc
ment regimes mentioned above follow diverse adjustment patterns, each emp
sizing a preferred set of variables. If wage differentials are the preferre
adjustment mechanism, there is no need, within certain limits and in a specifi
context, to develop homogeneous or ambitious training policies. On the oth
hand, if the preferred option is to create a huge number of public-sector jobs a
to establish inter-firm mobility rights (the Swedish approach during the 1980s
the same conclusion holds, again within certain limits and in a specified conte
but there is also little use of wage differentials. It may be argued that the pre
sures of the 1990s increased the need for adaptation in the labour force and
the challenge now is to combine quantity and quality adjustments more effe
tively within a socially acceptable wages policy. The fact that TLMs would,
ideally, be developed largely as local bargaining processes means that they cc
well make a valuable contribution in this regard. ‘Local’ here means firm,
sectoral or regional level, that is levels at which the actors involved may mol
easily identify needs and possible cofunders, as well as the potential supply &
demand. TLM rights would depend, to a very significant extent, on natione
transfers (especially from the funds devoted to public employment policies
which can be decentralized and remitted to local agencies and local partner
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So TLMs can be presented as better coordinating devices, with the potential
achieve bargained solutions. Traditional public employment policies, on th
other hand, are unilaterally managed, while firms’ employment policies
depend on the goodwill and financial resources of individual employers.

The third mechanism is the introduction of important endogenizing
processes (externalities and financing feedbacks). TLMs could also be a set
incentives for all actors involved in the labour market — firms and institutions
as well as individuals. It is often argued that ‘making work pay’, together witf
the ‘activation’ of labour market policies, are the essential slogans of toda:
However, such incentives are aimed solely at the labour force. While recos
nizing that in some cases there is a clear need to stimulate individual initiative
towards work, the TLM approach pinpoints the need to provide incentives fc
firms as well as for collective actors and organizations in the labour marke
As regards firms, the main question is the externalities arising from thei
employment decisions: demand failures, exclusion costs, human capital loss
and underinvestment, and excessive or insufficient mobility. TLMs may b
viewed as a way to make explicit the costs and rewards of labour market d
cisions on a broader basis. The same holds for employment agencies: wt
some ‘active’ expenditures make it possible to save on ‘passive’ outlays, it |
important that those funding both activities benefit from the savings, since th
‘active’ measures could be more easily and efficiently developed in a conte;
where their positive implications (falling unemployment) can be quickly and
practically perceived.

The fourth mechanism is the plasticity of TLMs. This plasticity means tha
they can be adapted to different adjustment paths and different challenges.
course, TLMs are of particular relevance in the European context of unen
ployment. They can be interpreted as flexible work sharing, affecting th
whole working life. But they are more generally designed for combating polar
ization in the labour market and its outcomes such as bad careers and
persistent poverty of the ‘working poor’. The TLM approach does not rely or
a single policy agenda. Rather, each nation or region can adopt its own sets
transitions and its own set of institutions and bargaining arrangement
Clearly, in countries such as Germany or Sweden, where unions are strong &
well organized, TLMs may rely mainly on collective agreements. In othel
countries, such as France, where the unions are fragmented and weak, diff
ent partners, such as the state, non-profit federations or networks or muni
palities, could take the lead.

Ultimately, at least two different types of TLM could gradually emerge.
The first would be one that sought to anticipate or combat the undesirab
effects of adjustment processes and to systematize the training effort.
essence, this would be an update of the Anglo-Saxon model. The secor
highly structured and negotiated, would seek to increase the ‘ex ante’ scope
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action. It would extend the German model and become, in its various guise
the continental European model. All in all, in contrast to the pressures th
characterized the 1990s, there could be a return to preliminary consultatio
and early interventions.

To sum up in Williamsonian terms: in the labour market and in employmen
relationships, various transaction costs are incurred, which give rise to signif
cant externalities, whether static or dynamic. These include turnover cost
placement costs, income maintenance costs and the cost of combating exc
sion. This leads typically to hybrid arrangements, intermediate betwee
markets and hierarchies. TLMs could be part of these arrangements. Th
originality lies in the fact that they have the potential to make explicit anc
generalize certain transactions and processes that are implicitly present but
fully taken into account in conventional labour market arrangements, name
mobility options and lifelong career management.

2 TLMS AND LABOUR MARKET SEGMENTATION

One of the most frequent arguments against TLMs has its roots in labot
market segmentation. Since the labour markets of developed countries ¢
segmented, disadvantaged workers are trapped either in unstable and low-
jobs in the lower segment or in mass unemployment. Under these conditior
it is argued, developing TLMs as a policy tool for combating unemploymen
and poverty would be illusory: simply multiplying the ‘transitions’ between
standard employment, socially useful activities such as training, voluntar
work and, especially, part-time work, would lead to second-class arrangemer
for disadvantaged workers and losers.

More specifically, the common fear is that two more or less separat
networks of transition opportunities could appear. The first one would be fo
core workers and would provide ‘good transitions’, well-designed training
programmes and childcare opportunities that would allow participants t
maintain a good level of income and social protection and good labour mark
status. The second, on the other hand, would be for peripheral worker
income would be lower, the programmes would have less legitimacy an
participants would have less commitment to regular work. Under thes
circumstances, TLMs would be a way of hiding and maybe even rationalizin
a triple and ugly reality: rotation among dead-end and low-paying part-tim
jobs in the most successful case, the ‘active’ combination of some incorr
maintenance and more or less enforced work as an intermediate case and
the worst scenario, sorting devices pointing losers towards exit options such
retirement, last resort minimum income or discouragement.

In other words, TLMs would make a virtue of a necessity by building
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bridges between privately paid work, public income maintenance programmie
and publicly subsidized, socially useful activities. Despite their work-sharing
effects, they would merely spread the persisting job scarcity among alreac
disadvantaged sections of the labour force. They would amount, it is argue
to a rationalization of rationing, with the channelling effects of public policy
and the differentiated treatment of the secondary labour force serving mere
to reinforce the existing segmentation.

In order to provide a basis for discussing this important reservation whict
if left unchallenged, could generate considerable scepticism as to the cent
function and potential of TLMs, we will present two further sets of stylized
facts as a prelude to introducing the TLM perspective.

Stylized Facts Set 1: Endogenous Labour Market Heterogeneity and the
development of Internal Labour Markets during the 1960s and 1970s

The literature on segmented labour markets being very rich, and the top
hotly debated in labour economics, no attempt will be made here to summ
rize the whole debate, even less to propose a unified point of view. Afte
briefly outlining some of the basic characteristics of the dual/segmentatio
approach and some of the paths along which it has developed since its beg
nings, we will focus on employment integration, starting with the ‘sponta-
neous’ integration produced by the functioning of the primary and secondat
segments, before going on to introduce public policies into the argument. Th
section draws heavily on Doeringer and Piore’s seminal work (Doeringer an
Piore, 1971).

The classic basic presentation of dual labour market theory refers to tt
American situation at the end of the 1960s and starts with the concept of tl
internal labour market (ILM), which is defined as ‘an administrative unit, suct
as a manufacturing plant, within which the pricing and the allocation of labo
is governed by a set of administrative rules and procedures’ (ibid.: 1-2). It i
then customary to identify two different kinds of external labour market: the
primary market (or segment), structured by firms with internal labour markets
and the secondary market (or segment), in which firms without internal labot
markets operate.

Furthermore, Doeringer and Piore noted that internal labour markets a
also of two different kinds: the majority are plant or enterprise ILMs, as
described above, but some are craft or occupational ILMs, organized aroul
the local union.

The differences between the ways in which primary and secondary labol
markets function are clearly revealed by an examination of admission ar
promotion procedures. To enter an ILM, workers have to be recruited at
limited number of low hierarchical levels, called ‘ports of entry’. Promotion is
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governed by impersonal rules, often seniority, so workers move upwards
‘mobility clusters’. In a secondary labour market, on the other hand, entry ca
occur at any level, and the scarce promotion opportunities do not obey a strt
tured pattern.

The distinction between primary and secondary labour markets is mirrore
in the distinction between two groups of workers: ‘primary workers’ who are
strongly committed to regular work and hold ‘good jobs’, and ‘secondary
workers’ who are less attached to regular work habits and accustomed
unstable, low-paid jobs. A final contrast emerges here between the vast maj
ity of protected, often unionized, workers with good-quality jobs and a minor
ity of disadvantaged groups with ‘bad jobs’.

The initial typology of 1971 remained to be tested empirically and firmly
grounded in theory. However, it met with considerable success and we
frequently used and reinterpreted. On the empirical level, numerous studies
many different countries sought to verify the heterogeneity of the labou
market, on a local, regional or national basis, and to apply the
primary/secondary duality. Some of the principal findings of these studies wil
be briefly outlined here. Firstly, it was found that the labour market could b
more realistically split into four segments, with Doeringer and Piore’s primary
and secondary segments sandwiched between the ‘irregular economy’ at 1
bottom and, at the top, a ‘primary—superior’ segment for executives, in whic
promotion is conditioned by external mobility. Secondly, a number of nationa
variations were identified, with some countries having primary segment firm
simultaneously managing a periphery of disadvantaged and less protect
workers, while others corresponded more closely to the initial descriptiol
based on the American situation. Thirdly, there was a shift from the observ:
tion and discussion of strongly discontinuous situations to more continuou
though still polarized, situations. Fourthly, and finally, the good job/bad jok
dichotomy was observed in all countries, with some workers being trapped |
the latter.

Against this background, what can be said about integration into and excl
sion from the labour market? Clearly, the internal labour market is both a
integrative and exclusionary device. It is integrative because it recruits
considerable number of workers at relatively lowly ports of entry and provide
them with on-the-job training and promotion ladders. On the other hand, it |
also exclusionary, whether directly, as when secondary workers are rejectec
the ports of entry (because they are considered unreliable or ‘outsiders’)
indirectly, as when those secondary workers who are admitted are unable
adapt quickly to work practices and constraints within the firm, or when poten
tial candidates from the secondary labour force are discouraged from applyi
for jobs in the primary segment.

The integration/exclusion process can also be seen at work in the second
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‘queue’. Thus people without a work history, such as newly arrived immi-
grants or married women looking for jobs after bringing up a family, begin by
taking the least well protected and lowest paid jobs and then seek to progre
within the secondary segment to relatively more stable jobs even if the
remain low-paid and without promotion and training prospects.

However, this is only the optimistic side of the coin. The dynamics of
employment and mobility cause job opportunities and employee behaviol
and expectations to interact in vicious circles. The stable jobs may be ration
and secondary workers, having acquired unstable habits in their family ar
social environments and seen their behaviour confirmed in their work situe
tion, are unable to find and keep a stable job and may remain trapped in uns
ble jobs. In order to become integrated into the more stable segment, su
groups would have to be offered new opportunities and to unlearn the habi
acquired in the secondary segment.

Thus social integration in a dual labour market emerges as a rather compl
process, linked to the social structure and other institutions such as welfa
policy and unions, including mobility inside the secondary segment as well
access to the primary segment.

In short, and despite some caveats, the most important lesson to be deri
from the dual labour market approach is that the job security provided b
ILMs should be extended and generalized through a range of programmes &
in-depth reform of the labour market.

Stylized Facts Set 2: Internal Labour Markets under Pressure during
the 1980s and 1990s

Formulated in the rather optimistic period of the 1960s and early 1970s, labo
market segmentation theory emphasized the persistence of poverty and &
jobs in the midst of prosperity. When mass employment appeared, especia
in Europe, such an approach appeared well suited to analysing the situati
and its consequences. Some observers even proposed the term ‘dualizatior
characterize the problems arising from the coexistence of high-income grou
and the socially excluded.

However, things are not that simple and there are pronounced differenc
between ‘dualism’ and ‘dualization’. ‘Dualism’ refers to the structuring power
of ILMs and primary markets. The more recent developments characterized |
the term ‘dualization’ are connected to a complex picture dominated by th
growing pressures exerted by external markets and the consequent contrac
and reshaping of internal labour markets. Moreover, mass unemployment w
not predicted by the initial dual approach. The only expected consequence f
unemployment was high structural/frictional unemployment in the secondar
market, where turnover is high. It was even suggested in some studies that
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secondary market functioned in a way akin to a competitive market, relying o
wage flexibility for adjustments and thereby avoiding mass unemployment.

Even if there is broad agreement on the weakening of primary worker:
employment prospects, the corresponding stylized facts come in a number
very different versions. In what follows, we will draw on three well-developed
national analyses: Peter Cappelli's for the USA, Jill Rubery’s for the UK anc
that of Freyssinet (and others) for Frafte.

Cappelli's2 main thesis is a simple one. He adheres to the standard repr
sentation outlined above, denoting ILMs with the term ‘internalized employ-
ment systems’ and accepting that they insulate some workers from the exter
labour market. He presents three main characteristics of such systems: we
organization (allowing low-level recruitment and promotion by seniority), job
security (jobs for life for managers, and temporary lay-offs and recalls fo
production workers) and wages largely unrelated to company performance.

During the 1980s, according to Cappelli, ‘several important development
combined to create an environment that substantially reduced the benef
derived from internalized employment systems. The most important of thes
were changes that increased the burdens of fixed costs’ (Cappelli 199
566-7). These changes included increased competition, changing prodt
markets, which made fixed costs vulnerable and led to the development
cross-functional teams, external sourcing and subcontracting and made
more risky to develop skills and competences inside organizations, and ne
management techniques that linked executives’ compensation to shareholc
value and created ‘profit centres’, thereby giving rise to a preference fc
contingent workers, contingent pay and contracting out. At the same tim
these new management techniques directly affected production worker
employment relationships, reducing the role of middle management, empov
ering employees (giving them more responsibility but less direct control an
increasing the pressures on them) and paving the way for a continuol
restructuring of core competences. The last area of change was linked tc
form of ‘social learning’: union and government pressure to internalize
declined, stock markets reacted positively to ‘downsizing’ and one of the
main thrusts of public policy was to create incentives to unravel internalize
arrangements.

In work organization, Cappelli pinpoints greater autonomy for productior
workers and, with the tendency to broaden skill requirements for a given jol
the shrinking of promotion opportunities and a reduced commitment to trai
low-skill workers. At the same time, employment security was declining.
Downsizing was affecting not only newcomers but also the traditional benefi
ciaries of the system, such as white-collar staff and senior manual workers. J
tenure was also declinifg,at least for the less educated and older workers,
while contracting out and temporary employment agencies developed. Finall
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wages were affected by trends towards greater sensitivity to market perfc
mance. As a result, inequality in the workplace increased to the benefit
professional and managerial staff, returns to seniority collapsed and the va
able, performance-related component of pay increased as a share of total

The analysis proposed by Jill Rubery (1994) and extended by Grimsha
and Rubery (1998) adopts another approach. She prefers to emphasize
numerous conflictive aspects of what she calls the ‘internalizing process’, th:
is the permanent interaction between internal and external dynamics and t
fundamental heterogeneity of firms operating in different segments, in produ
markets as well as in factor markets.

The main tenet of such an analysis is that job security and earnings/prom
tion guarantees always depend on changing conditions in the external labc
market. If in a given area there are no opportunities in the external labol
market for a certain segment of the workforce employed by certain firms
employers can stabilize and even motivate workers with low-cost policies
they do not need to offer full employment security, high pay or even man
promotion opportunities. They may do so on occasions, however, dependil
on union pressure and the availability of financial resources, for example.

Thus the diagnosis becomes less simple: different countries and differe
sectors may experience different internalizing and externalizing pressures
different times. In the case of the UK, Jill Rubery identifies a long-lasting
‘destructuring’ process, now affected by a ‘reinstitutionalization process’
whose significance remains to be seen.

For France, Freyssinet's (1982) analysis focused on the evolution in the la
1970s of the employment policies of large firms with correspondingly exten
sive internal labour markets. Freyssinet identified a number of trends, amor
which was the development of diversified employment policies within an inte
grated framework. These policies made it possible to segment employees ir
subgroups and led to an increased variety of employment and compensat
practices, following a general trend of decentralizing business decisior
making units. So the evidence shows the erosion of previous solidarities al
guarantees, even for the remaining ‘core’ workers who came under increas
pressure, with the protections previously acquired being more or less circur
vented by the differentiating process.

This analysis was later confirmed by other studies, including the presel
author’'s book on human resources strategies and their changing prioriti
(Gazier, 1993) and an important empirical study by Galtier (1996). This latte
may be seen as a confirmation of the previous analyses. In her analysis of |
employment practices of a large sample of French firms, Galtier showed the
in addition to those firms that had retained a traditional stabilized workforce
on the one hand, and the traditionally unstable sector, on the other, there v
a third group of firms that were adopting weaker stabilization practices whil
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at the same time investing heavily in training for a skilled workforce. Such :
combination, which the various earlier versions of ILM theory did not antici-
pate, is interesting because it is an indication of persistent attempts to restri
ture and flexibilize skilled workers in the internal labour matkathere may

be a link here with the extensive regulatory framework in France, which wa
widely accepted during the 1960s and the 1970s but has been under grow
pressure from employers ever sifée.

There are two possible and complementary explanations of the differenc
between countries and analyses. First, the studies cited depend on differ
methodological choices, and build different perspectives on different period:
However, the differences in the stylized facts can also be easily attributed
basic differences in national versions of the earlier ‘internalizing process’: th
erosion of the classic ILM in the USA, the destructuring of ‘professional
markets’ combined with a process of ‘re-institutionalization’ in the UK
(Grimshaw and Rubery 1998: 202) and the emergence of a ‘stratified’ intern:
model in France.

Having identified and explained the differences, we can now highlight the
essential point, namely the strong consensus among these authors as to
increased importance of external aspects of the labour market. For Rubery, 1
significance of the external labour market is a permanent (albeit sometime
hidden) phenomenon, while for Cappelli and other authors it is now dominan
The internal ‘organizational’ determinants of employment systems still exist
but they must be permanently weighed against external pressures and opy.
tunities, either because it was always so, as Rubery suggests, or because
so now, as Cappelli and others conclude. In short, one author emphasiz
external conditions for methodological reasons, while others do the same fro
a historical point of view.

In consequence, all these authors directly or indirectly reject the so-calle
‘core/periphery model’ that is well established in Europe and according t
which firms today manage two different groups of workers: a core of perme
nent insiders, for whom functional flexibility is the adjustment mechanism,
and a periphery of unstable employees, for whom numerical flexibility is the
adjustment mechanism. They show that insiders are no longer protected, e\
if they remain stabilized. And using a provocative and perhaps metaphoric
formulation, Grimshaw and Rubery (1998) speak of an external labour mark
‘embedded’ in the internal labour market (ibid.: 217).

The main result of these arguments is simple: the job security traditionall
provided by ILMs is no longer the reference point. It may remain so for civil
servants, but, for the bulk of workers, segmentation of the workforce is no
more an option for employers, combined with subcontracting and contingel
work, than the result of a stable division of the labour market. Insiders ar
permanently under threat from external comparisons.
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However, such a situation does not help to create a new norm that wou
determine what constitutes a ‘good’ job. Misleading it may have been, bt
‘traditional’ ILM job security was a social focus point, and it has not been
replaced.

TLMs: Reforming the Labour Market and Facilitating Integration

How could TLMs affect both internal employment systems and externa
labour markets? On the face of it, their influence would extend mainly tc
behaviour and income outside firms, and it was for this reason that some dot
arose about their ability to combat the segmented mobility and exclusio
patterns of existing labour markets. Managing TLMs in isolation would, it was
argued, lead merely to the development of ‘closed loops’ for unemployed ar
disadvantaged workers, albeit with a few exceptions.

However, this is not true of all elementary TLMs, established either by
firms or by public policies. We can point first to new versions of the internal
labour market that attempt to combine a certain degree of flexibility with
workforce stabilization. The so-called ‘Volkswagen model’ could be seen a
one of thesd® It was created by a specific agreement concluded in 199:
between the German car maker and IG Metall, the engineering workers’ unio
The core of the agreement is a reduction of weekly working time, which i
normally distributed over four working days, with the possibility of variations.
VW agreed to call a halt to redundancies during the term of the agreement
exchange for a 20 per cent wage reduction (additional measures limited tl
wage loss to employees to 16 per cent) and some time flexibility. We can poir
secondly, to phased early retirement schemes as another example of an ir
grating mechanism, even though they may be difficult to implement and ar
not accepted by all the workers affected by them.

However, there are two more general reasons why TLMs as a whole cou
affect ‘insiders’ and function as new institutions influencing and changing
employers’ strategies. Firstly, they would, once established, be part of a ne
local bargaining process, involving unions, insiders and new partners such
local authorities and non-profit-making organizations. Collective bargaining
on new forms of career, with periods of retraining and reorientation, is toda
a necessity, and all workers are expected periodically to update their comr
tences and even to change occupation. TLMs provide structured opportuniti
to do so. Secondly, considered in the round, from the perspective of state
well as company employment policy, TLMs could expand the range of oppot
tunities available to workers facing critical events in their life: having children,
looking for a new job or training place, going part-time, and so on.

In principle, therefore, TLMs could give more choice and more power tc
workers, to ‘insiders’ as well as to ‘outsiders’, and especially the latter
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because not only would they be offered more opportunities but ‘insiders
would also be likely to be more mobile rather than sticking to one job and the
now limited job security. In the absence of a single agreed analysis of segme
tation, one way of examining more precisely the potential of TLMs is to
consider successively the varying perspectives, outlined above, on the curre
destabilization of ILMs and the main problems they highlight.

We start with the destabilization of traditional ILMs as analysed by
Cappelli with reference to the USA. He highlighted the growing difficulties
affecting the integration and training process of low-skilled workers and th
concomitant risk of producing large groups of demotivated workers. He ider
tified four contradictions.

1. How can teamwork be developed, with firm-specific skills requiring train-
ing and being hard to replace, at a time when the overall commitment t
the firm is weakening?

2. If the traditional ‘job ladders’ are collapsing, how can newcomers be inte
grated into teamwork?

3. How can a decline in commitment to individual employers be reconcilec
with increasing commitment to occupations? The contradiction is particu
larly evident in the increasing demand for training from workers and the
decline in employer-provided training.

4. How can declining employment commitment be reconciled with increas
ing long-term pressure on performance? Possible solutions include tea
empowerment (with peer pressure), short-term ‘projects’ and a nev
culture of risk taking for young workers. However, these are short-tern
solutions, or limited to certain groups.

TLMs may provide some answers to these dilemmas. Firstly, they could fost
new teamwork and limit skills shortages because TLMs would provide :
mechanism for cofunding some of the training and integration costs even
workers are less attached to individual firms. TLMs could be a way of subs
dizing on-the-job training and, through the incentives they provide, persuac
ing reluctant firms to reconsider their restrictive attitudes towards low-skillec
newcomers.

Secondly, by increasing mobility opportunities in the external labour
market, TLMs could help to limit the problems arising from the integration of
low-skilled workers into the internal labour market, with its dearth of promo-
tion opportunities. Furthermore, they could also mitigate the problem of mor
highly skilled workers crowding out the less advantaged, while some sociall
useful activities could be tailored to disadvantaged groups.

Thirdly, if people are more individualistic and less attached to a specifi
firm than to their occupation, TLMs may help by creating sources of joint
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funding for training programmes and training leave. The local network
arrangements alluded to above could help to solve the contradiction by provi
ing a forum for bargaining that would enable training to be combined witt
external mobility. In so-called ‘industrial districts’ (cf. Gazier, 1993), there has
long been a collective training policy and a highly mobile workforce moving
between the large number of small, specialist firms operating within the
confines of a given area. TLMs could be seen as a way of expanding su
arrangements beyond narrow product specialization by introducing othe
sources of funding and expanding career opportunities.

Fourthly, TLMs are not intended to address directly the final contradictior
between decreasing employee commitment and the increasing long-term pr
sure on performance. This issue has more to do with the problem of power a
control inside organizations. However, TLMs could help to establish a nev
culture of risk taking inside firms and in the labour market: not the curren
individualized risk, with winners and losers trapped in their failures, but ¢
socialized risk. TLMs would encourage self-employment and career initiative
while at the same providing a real safety net and laying the foundations for
culture of permanent adaptation.

Finally, it is interesting to note that Capelli, at the end of his article (1995
594), mentions the old-fashioned craft unions as they developed in the US
as a relevant adjustment tool. They operated in a way very similar to ILM:s
and indeed there existed, as we saw, ‘craft ILMs’. Such organizations wel
able to provide greater security in situations where attachment to individus
employers was weak or non-existent. Today, this seems to be the case ag:
and some human resource managers and commentators see in craft uni
the future of unions in highly developed countries. However, they have no\
to be developed for jobs and workers that are integrated into sophisticat:
and diversified firms, and it is unclear whether they can be adapted to me
such a challenge. However this may be, there is no doubting the compl
mentarity between this argument and the TLM approach. TLMs could hel
such unions to develop; furthermore, they open up new areas of coordinati
and bargaining, thereby introducing different actors and creating region:
mobility incentives.

We turn now to Rubery’s main thesis, namely that there are in ou
economies ‘internalizing’ processes that are heterogeneous, reversible a
dependent on the restricted capacity of employers’ strategies for adaptation
changing internal and external conditions. Thus the emphasis here shifts aw
from a supposed social contract to changing balances of power and to the e»
tence of trapped groups, whether inside or outside firms. It can be argued th
in such a context, TLMs could fulfil two main functions. Since they depenc
essentially on institutional changes affecting external as well as internal labo
markets, they could, firstly, provide the impetus for the breaking down o
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segmentation among disadvantaged groups and, secondly, help to reinterr
ize the workforce on a broader basis.

Among the various disadvantaged groups, Rubery highlights one particul:
group, namely those apparent ‘insiders’ who are exploited, trapped in low
quality, low-paid jobs, without promotion prospects or training opportunities,
in which they remain because the only alternative is unemployment. In the
case, the role of TLMs would be, first, to encourage human resource manag
in low-paying firms to adopt a longer-term perspective by alleviating some o
the financial constraints on training provision and opening up mobility oppor
tunities. They could also help to keep the labour market tight, thereby limitin
the pressure of the ‘reserve army’ and making it more difficult to exploit &
segmented and disadvantaged labour force. Of course, employer opportuni
must be considered here: employers may simply take the subsidies and go
offering low-quality jobs to second-class workers. However, once in place
TLMs would be part of a bargaining process and it would be possible, again
a background of falling unemployment, to establish certain standards. Th
leads us to the second role of TLMs whose very existence could help to restc
some power to employees, the unemployed and unions.

As far as the process of reinternalization is concerned, the implementatic
of TLMs could affect the whole process of integration in the labour market
From Rubery’s perspective, there is no single previous model, even thoug
low-skill ports of entry into internal labour markets clearly led to career path:
combining integration and exploitation and are now increasingly less rewart
ing. Furthermore, the integration of some groups can be realized at tf
expense of others. By seeking to effect a shift in existing public employmer
policies, TLMs could combine centralized initiatives and funding with decen-
tralized initiatives, funding and implementation. They would have to be linkec
to minimum income guarantees and to employment subsidies, but their impl
mentation at local level would vary in accordance with the actors involved
their preferences and local conditions. Thus they fit neatly with two importan
characteristics of current labour market adjustments: the pressure to dece
tralize and the strong influence of dynamic externalities. This last term i
intended to denote the collective needs and opportunities arising from tt
permanent adaptation and retraining of the labour force that are not taken ir
account by individual employers or by pricing adjustments. Since workers
mobility decisions are conditional on actual mobility levels among other
workers, TLMs could help to solve a problem much akin to a prisoner’
dilemma.

The main institutional effect of TLMs would be to create local networks for
the local management of labour market mobility, notably by creating linkage
between part-time jobs and training or other socially useful activities. A
suggested above, they would operate like labour markets in industrial district
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where a number of independent and flexible specialist firms collectively funt
training and high-skill workers go from firm to firm, creating subcontracting
units during downturns and rejoining the main firms during upturns. Howevel
TLMs would not be dependent on a specific productive specialization, and i
this respect would be more flexible than ‘districts’: depending on needs, the
can adopt different structures and priorities.

Such networks could provide a new basis for the ‘internalization’ process
We noted above the possible limitations of the employment security provide
by classic ILMs: in many cases, they provided only a weak and narrow bas
for promotion, training and staff allocation, even if employers were willing to
offer such career opportunities and had at their disposal the financial resourc
to put them in place. This brings us close to the ‘craft’ or ‘occupational’ ILM,
but without the strongly specialized and union-dominated aspects. Here aga
comparison with existing arrangements highlights the flexible and integrativ
way in which TLMs could operate once in place.

These same arguments can be applied to segmentation in France, and
pecially those firms that once operated in the primary sector and now pla
‘insiders’ under increasing pressures. By giving more opportunities to bot
insiders and outsiders, TLMs could help to reduce the pressure while makir
it easier for employees to adapt to increased training and flexibility require
ments. However, there is an obvious problem here, namely the risk of r
inforced segmentation arising out of the interplay of public employment policie
and firms’ strategies. One well-known perverse effect of large-scale state inte
ventions in France (and in other European countries) is the creation of a sub
dized secondary labour market for temporary and low-paid occupations th
hold out little hope of integration into the primary sector. The challenge i
compounded when account is taken of the fact that public policies, in antic
pation of firms’ reactions, act as a sorting device, ranking the unemployed |
terms of their perceived employability and channelling them into different
programmes with segmented outcomes. The most employable are given acc
to good-quality placement and training programmes and may be successful
embarking upon normal, albeit delayed, careers. The less employable are |
on benefits and diverted away from the labour market (early retiremen
disability allowance and so on). The intermediate category are accepted or
short-term job experience programmes but often suffer from the ‘revolving
door’ effect, moving from temporary jobs into training, then back to tempor-
ary employment, via occasional spells of unemployment.

It is not our purpose here to discuss the shortcomings of public employme
policies, whether in general or with reference to France in particular (for mor
evaluations and discussion, see Schenial, 1996; Barbier and Gautié, 1998;
De Koning and Mosley, 2001). Rather, it seems more valuable briefly to exan
ine TLMs as a possible means of fostering greater equity and efficiency |
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public employment policies. These policies are not automatically condemne
to becoming unjust and inefficient. Even if they are no panacea, and have
be evaluated and integrated with other policies, widely accepted analys
have identified at least three general factors required for positive outcome
These are the existence of, first, an extensive infrastructure of employme
services and expert agencies; second, long-term dialogue between the so
partners; and third, a range of opportunities in or around the labour marke
TLMs could be one way of fulfilling these conditions: once in place, they
would constitute precisely such a range of opportunities in and around tt
labour market, be the result of bargaining and be dependent on the pub
(and private) employment service infrastructure. TLMs are intended as
means of reforming the labour market with a view to introducing a jointly
funded and negotiated element into public employment policy that might hel
to rehomogenize the labour market.

They would also introduce another element into general employment pol
cies that would supplement established ‘passive’ and ‘active’ prografimes.
In addition to the income maintenance insurance component and employakb
ity insurance, TLMs introduce a largely preventive ‘mobility’ insurance giving
mobility rights to insiders and outsiders.

To sum up, it is inaccurate to present TLMs simply as a way of tamperin
with or reorganizing the job queue. Such a characterization would cast the
as nothing more than an expansion of the existing set of public employme
policies in a zero-sum game where what is gained by some groups is lost
others. They are intended to bring about the reform and reorganization
public employment policies by providing integration incentives for firms and
labour market institutions as well as for individuals.

In this section we have departed somewhat from a strictly Williamsonial
point of view by introducing additional distribution issues. Over and above
transaction costs and externalities, the question of who bears the costs and v
is able to transfer their cost burden to other categories emerged as a key is¢
Some costs may be considerable and end up not being minimized if sor
groups are able to shift them onto others. Then the costs of integrating t
unemployed and ‘exploited’ secondary workers came under the spotligh
TLMs emerged here as a device for shifting the balance of power, either t
lowering the barriers to integration or by expanding the range of choices ava
able to workers, whether in employment or not.

So far we have made the case in favour of TLMs in a context of homc
geneous (section 1) or heterogeneous (section 2) labour market adjustmer
It may be concluded, provisionally, that the development of TLMs can be
seen as a conceivable reform of the present state of affairs in develop
countries, plagued as they are by high unemployment or by strong and pol:
ized inequalities in their labour markets. We have now to examine mor
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directly the possible problems stemming from the implementation of TLMs
How feasible are TLMs in practice and what would their distributive impact
be?

3 INCENTIVES AND COORDINATION IN THE LABOUR
MARKET: THE TLM CONTRIBUTION

As specified by O. Williamson, the ‘remediableness’ test for a policy inter-
vention is whether ‘(1) an alternative can be described that (2) can &
implemented with (3) expected net gains’ (1996: 210). Williamson goes ol
to set down the conditions for a legitimate public intervention: it is necess
ary that ‘(i) the public sector is better informed about externalities, (ii) the
requisite collective action is easier to orchestrate through the public sect
(possibly by fiat), and/or (iii) the social net benefit calculus differs from the
private in sufficient degree to warrant a different result’ (ibid.: 241). As
numerous authors have remarked, such a clear-cut analysis is of coul
difficult to develop, because it would be necessary to identify and measul
the transaction costs and externalities involved. This is especially true «
labour markets and TLMs. The important externalities arising in laboul
markets have already been alluded to above, in particular the benefits ste
ming from a homogeneous, adaptable and skilled workforce and the soci
losses resulting from long-term unemployment. It is not difficult to draw up
a list of the main transaction costs that arise in the same markets: job a
worker search, screening, placement, matching, as well as integration co:
and so on. However, from the dynamic perspective of transitions, the list |
somewhat longer and also includes skill losses, recruitment errors ar
career reorientation.

Williamson rightly puts the emphasis on the practical challenges of imple
mentation, which demand at least plausible answers, and on the likely n
gains for society. As a consequence, when costs and responsibilities cannot
easily identified, and when the optimal combination cannot be found, he adv
cates reversible arrangements.

We will not try here to draw up a complete inventory of the externalities
and transaction costs involved, nor to measure them. However, we will app
a somewhat similar and pragmatic methodology to TLMs. In this third sectior
therefore, we will begin by briefly locating the TLM approach within the
wider set of policy interventions affecting the labour market. We will then go
on to deal with the implementation of TLMs and the three main problems |
raises: complexity, incentives and control. We end with a discussion of tw
complementary views on TLMs: TLMs as a learning process and TLMs as
political process and part of a new social contract.
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TLMs as Embedded, Flexible Risk-sharing Arrangements in a Changing
Labour Market

TLMs may be conceived of as ‘mobility insurance’, supplementing anc
combining with other risk-spreading or risk-mitigating devices in the labout
market. When it comes to protecting against the various risks of income lo:
in the labour market, institutions such as unemployment insurance or min
mum wages are ‘second-best tools’ for sharing labour income losse
Determinedly radical first-best policies include Meade and Weitzman'’s well
known work-sharing proposal8.

Without entering here into the debate on the virtues and drawbacks
different approaches to labour market reform, it is interesting to note that tr
TLM approach actually occupies the middle ground. TLMs would not really
be ‘futures’ markets, directly insuring workers against income variations; no
are they reforms directed at firms with a view to securing a permanently hig
level of labour demand. However, they do seek to influence firms’ and work
ers’ behaviour in a preventive way, by regulating working time over the whol
life cycle. In this sense, they go beyond traditional interventions: both those
such as the minimum wage and the legal structuring of the employment rel
tionship, that have an impact on firms’ internal workings and those, such ¢
unemployment insurance, whose impact is felt outside firms.

The contribution of TLMs emerges more clearly when considered again:
the background of today’s changing labour markets, which are tending t
become increasingly risk. As a result, neither unemployment insurance,
minimum wages nor social insurance protection, with their positive anc
perverse effects, are adequate instruments for dealing with the new situatic
The distribution of mobility rights (through vouchers, for example) and the
diversification of employment and other opportunities that would flow from
the development of TLMs are ways of sharing the risks. Other aspects
TLMs are more preventive, providing more and better training opportunities
improved career guidance and more appropriate family arrangements.

Against this background, we can briefly bring together here the two stranc
of the argument in favour of the TLM approach outlined separately in the
previous two sections. TLMs can be viewed as a strategy for reducing segme
tation (cf. section 2 above) with a view to increasing or restoring competitiol
in the labour market (cf. section 1 above) and thereby increasing efficiency
well as equity. They have the potential to achieve these objectives becal
they would encourage neither hire and fire policies nor pure wage flexibility
Rather, they are designed to cope with the complexity of the new, networl
type transactions now developing in today’s labour markets. They take fu
account of the incipient sequentiality of labour markets: individual career:
now tend to be more discontinuous, constructed as they are out of sequen
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of projects interspersed with periodic spells of retraining and reorientation. |
such a context, employability depends more on the quality and diversity c
individual work histories, on reputation, social capital and on adaptability thal
on traditional skills and qualifications. The changing nature of the employ
ment relationship presents a challenge because it relies simultaneously on tr
and mobility.

Viewed in the context of our initial ‘triptych’, it can be seen that TLMs
would function as submarkets for temporary employment and other activitie:
offering specific combinations of prices, quantities and qualities for negoti
ated transitional slots. Because they would be collectively organized an
introduce new sources of funding and new positions and guarantees, th
would supplement the established stabilizing devices found in internal c
occupational labour markets. And because they would rely on individua
choices and offer tailor-made career paths, they would foster individue
initiatives and projects.

This said, however, it must be noted that TLMs, despite their broad scop
would be only partial and ‘embedded’ devices. They could not exist in isola
tion from other policy interventions affecting the level and distribution of risks
in the labour market, particularly job creation and overall economic growth
They must also be considered in conjunction with current reforms of labot
law and the employment relationship that seek to extend the basis of wor
related rights (for a European perspective, see Rogowski and Schmid, 19¢
Supiot, 1999).

Thus TLMs are labour market reforms that create new markets or develc
existing ones within the current framework of labour market institutions anc
industrial relations (even though they may contribute to their evolution: se
below). TLMs could be created by the social partners, could involve privat
entrepreneurs (notably in training and placement activities) and could &
subsidized and/or regulated by governments. From a pragmatic perspecti
therefore, they are flexible tools, located midway between private and sta
intervention. It may be added that TLMs mark a shift away from unilatera
state intervention towards a mix of private (profit-making and non-profit-
making) and public interactions.

Complexity, Incentives and Control

The implementation of TLMs raises at least two challeR§&ke first is their

complexity. If income security is the main concern, it has already been note
that labour market constraints and outcomes are becoming increasingly mul
dimensional. Some of the key issues for individuals are skill developmen
self-discovery among young workers seeking to specialize, reorientation, tt
balance between private and family life and career development and the soc



222 Theoretical and normative developments

policy components; for firms, they include continuous adaptation of
the workforce, the management of effort and organizational choices. Tht
very different situations arise for different people at different times and i
would be difficult to assess the legitimacy, success or failure of TLM
arrangements if choices and evaluations refer to multidimensional an
changing criteria. This first problem leads to a second, even mor
intractable one, namely the incentives and control problem. Classice
agency problems raise their heads here, particularly moral hazard ai
adverse selection. Will TLMs subsidize idleness among the workforce o
choosiness among firms (moral hazard) and will the heterogeneity of labot
market actors impede the development of a workable system of mobilit
insurance (adverse selection)?

It is often argued that the main target is to build incentives for individu-
als trapped in discouragement or dependency and that the correspondi
motto should be ‘making work pay’. Our contention is that such incentive:
may be useful and even necessary, but we have also to consider the inc
tives for firms and labour market institutions to provide real opportunities
for workers and the unemployed. Thus the proposed slogan is ‘making tra
sitions pay’. This said, how can the dual challenge of complexity and incer
tives be met?

The first point to be made is that the local nature of the transitional marke
being advocated here can be seen as an aid in the management of comple:
When people know each other, it is easier to make complex choices and
adapt policy tools to changing situations. Complex transitions are alreac
fairly well managed by large firms putting in place labour pools and caree
development paths for their employees. Local actors have an information
advantage when the stabilizing process shifts away from traditional intern:
markets. This is the fundamental argument in favour of local negotiations o
TLMs, and leads to the idea of a local diversity of transitional arrangement
Arrangements may also differ from country to country in accordance wit
national situations.

However, in order to encourage local negotiations involving a range o
different actors (and specific transaction costs as well), two conditions need
be met. The first concerns the public partners, who must have some room f
manoeuvre in deciding on the share of budget they can allocate to speci
transitions. The second concerns the issues at stake in the bargaining proc
which must be consistent enough to involve local actors. Thus the idea here
to base the bargaining on a rich diversity of choices, not on separate decisic
on training, placement or leave arrangements, and to provide a significa
budget to be allocated collectively.

TLMs imply local bargaining and decisions taken by the social partners o
a wide set of labour market policy measures in order to select the portfolio ¢
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measures best suited to local needs and preferences on both the supply anc
demand side. Thus the TLM approach is simultaneously local and globalize
but how can agency problems, which may affect all those involved, be avoide
or mitigated? The solution may lie in a number of partial answers, botl
substantive and procedural. We consider, first, four general arguments befc
introducing the theme of criteria and evaluation. We conclude by summing u
the incentives available for the three main categories of actors: employel
workers and labour market organizations and institutions.

The overall incentive and control structure

Firstly, afree choicdor those seeking to put together a transition portfolio and
competitioramong agencies (either public or a mix of public and private) may
ensure that the opportunities on offer are defined in response to social deme
and with an emphasis on cost minimization.

Secondlycofinancingoffers another solution to moral hazard problems, as
well as leverage for developing transitions. As the example of apprenticesh
shows, cofinancing by firms and apprentices, who temporarily accept low pe
in exchange for training, may help to solve such problems. Both partners ha
an interest in achieving a good transition because they are paying for it. Tl
same argument applies to tripartite arrangements involving older worker
their original employers and new part-time employers put in place to fun
semi-retirement programmes with a half-time job funded by a non-profit.
making organization or local authorities. Top-up or matching grants (a long
established tool of labour market policy) are an essential feature of the TLI
approach.

Thirdly, the objects of the bargaining process seguentialpositions,
which are to be periodically re-examined. Once again, we are close to tt
notion of non-irreversibility advocated by Oliver Williamson.

Fourthly, the possible transition set would be as equal as possible for eve
worker: TLMs arestructured and nationwidéghts, not particular arrange-
ments for certain groups, whether favourable or otherwise. This implies
public transfer policy, in order to compensate disadvantaged regions or loc
areas. Thus a corrective and redistributive intervention is needed from gover
ment.

Criteria and evaluation

There is no simple criterion or universally accepted set of criteria for evalua
ing transition needs and transition performances in the labour market, for tf
reason alluded to above, namely the multidimensional nature of both nee
and outcomes. This difficulty is compounded by the problems stemming fror
the challenges inherent in the long-term evaluation of labour market:
Assessment of the actual effects of certain transitions is anything but easy a



224 Theoretical and normative developments

sometimes requires lengthy periods of observation. Thus it may take time
identify ‘bad’ transitions. However, the general concerns of the TLM approacl
are with long-term self-sufficiency and independence in normal full-time jobs

So the answer may be twofold. In procedural terms, the idea would be
develop independent local employment observatories charged with the task
identifying ‘good’ transitions and good practices. In substantive terms, multi
dimensional criteria could be developed, together with benchmarking pra
tices (cf. Schmid, 1994; Tronti, 1998).

A rather interesting recent development should be mentioned and briefl
discussed here. A synthetic criterion is now available to public actors and loc
employment services, namely the long-term capacity of an individual to ear
his or her living and escape poverty through work. Such a criterion is one ¢
the numerous definitions of employabilfEmployability may be conceived
and operationalized, for example, as the probability of being employed (durin
a specified period) multiplied by the probable length of working time and the
expected hourly earnings. In this sense, it reflects earning capacity, that is t
ability to extract meaningful earnings from the labour market.

Another interesting definition of employability is that based on profiing.
Developed in the USA during the 1990s, profiling consists of ranking the
unemployed as they enter unemployment by their probability of coming of
unemployment benefits before their entitlement expires. The ranking is bas
on a statistical model that includes personal as well as contextual character
tics and produces a continuum of individuals ranging from the least to the mo
employable. The least advantaged are then referred, in order of priority, to tl
placement and training services of public employment agencies. These age
cies use their own experience and knowledge to draw up an individualize
programme for each client.

As implemented here, profiling is a rationalizing, rationing and coordinat-
ing mechanism. It has a rationalizing function because it serves to identif
those most in need and avoids creaming and the definition of target groups
the basis of less general criteria. It is also a rationing tool, because those ab
a certain cut-off point are not considered and benefit only from the genere
basic assistance for the unemployed. The available cost—benefit evaluatic
show that profiling pays for itself by shortening the time spent on unemploy
ment benefit.

However, extending the tool beyond the US unemployment insuranc
context is still a topic of debate, especially in the European context of hig
unemployment. Some of the reservations expressed are cultural or political
nature, since the unidimensional ranking of the unemployed runs counter to t
culture of equality among citizens. Another important argument, however, i
statistical and operational in nature. When the odds on re-employment are Ic
and more or less the same for huge numbers of people, it may be misleadinc
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rely too heavily on a single early identification tool. Under such circum-
stances, periodical evaluation of the relative position of various unemploye
populations in a process combining statistical appraisal and expert asse
ments may be a more suitable tool.

Profiling also functions as a coordinating mechanism, because it encou
ages inter-agency cooperation. When training, placement and subsidizir
institutions operate in isolation, for historical or management reasons, the
may serve different clienteles and find it difficult to identify the priority
groups. A common definition of employability and shared concerns may hel,
to establish priorities.

It can be argued that, from the public point of view, various definitions of
employability may become a focal point for establishing the priorities anc
evaluating the performance of active labour market policies and TLMs.

The Incentives and Control Set for each Category of Labour
Market Actors

Since the overall objective is to improve individuals’ long-term capacity to
secure their income and manage their careers, the incentive and control me
anisms for employees could consist of a set of rights and related obligatior
including the right to be trained and retrained, the right to paid leave in certal
circumstances and the right to select from a range of opportunities whe
unemployed. The countervailing obligation is to choose a sequence of tran:
tions and to undertake adaptation when needed. In order to avoid unilatel
pressure on individuals, it may be necessary to establish users’ committees ¢
to involve them in the definition and control of the opportunity sets.

As regards labour market institutions, the main incentive, over and abov
the competition mentioned above, could be the implementation of systemat
financial feedbacks (cf. section 1): if costly active measures succeed in redu
ing the burden of unemployment insurance, the active and passive fundir
arrangements will have to be linked in order to foster the long-term efficienc
of such policies.

Finally, firms may also be persuaded to put in place long-term arrange
ments for the development of a high-quality workforce. This can be done, nc
by securing lifelong employment relationships, but by ensuring that firms fee
the long-term consequences of some of their decisions. For example, tt
would be the case with a bonus/malus scheme for unemployment insuran
(experience rating). The insider workforce could also be given greater contr
over the flexibilizing process, with overtime being offset by additional time
off and wage premia paid through a regularizing fund. At most, firms could b
persuaded to conclude local agreements on training and re-employment opp
tunities through the introduction of spending targets and/or tax breaks.
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TLM as a Learning and Political Process

Finally, adopting a (moderate) evolutionary perspective, we will attempt tc
locate TLMs in the context of developments currently affecting contemporar
labour markets. It seems clear that labour markets are not conducive to colle
tive learning. Labour market innovations are few and, while different models
such as the Swedish one, have been developed, successes in one country ¢
difficult to replicate in other countries. Another striking example is early
retirement. This labour market policy option has been strongly criticized fo
being too expensive and irreversible and for distorting firms’ behaviour. In th
general context of an ageing labour force, early retirement may also produ
considerable inequalities, since it causes different age groups to be trea
differently, and inefficiencies, because it amounts to a waste of labou
Nevertheless, a number of countries are proceeding with huge programm
and others are considering introducing them. There is a general tendency
labour markets towards ‘overshooting’. Firms facing increased uncertainty ¢
to the quantity and quality of their future labour requirements may react b
taking the ‘precaution principle’ (cf. Petit, 1999) to extremes, recruiting only
highly skilled and adaptable workers while trying to obtain the widest possi
ble range of short-term flexibility options. Once again, segmentation process
are at work here, further reinforced by the overall uncertainty and some of tt
labour market policies adopted by the state.

Of course a segmentation dynamic exists in all labour markets, and may |
more or less durable, more or less damaging and more or less socially acce
able. TLMs could provide an opportunity to examine and negotiate on th
social control of occupational trajectories, not only the opportunity for some
workers to be integrated into an internal labour market but also, and mo
generally, the career path of every individual worker. The gender dimension
a key example here. TLMs could make it possible for men's and women’
careers to be considered and regulated in conjunction and could be used
introduce greater gender equality into the labour market. TLMs are not, c
course, a substitute for a policy directly aimed at narrowing the gap betwee
men and women in the labour market. However, they could usefully supple
ment such a policy.

Thus the specific approach to learning to be derived from transitiona
markets is one based on networks and local negotiations. However, th
approach goes beyond mere adaptation to local needs. It encourages rein
nalization on a wider scale because it sets in train a more systematic proce
it is designed to capture externalities to a much greater extent and to promc
a more homogeneous labour market.

The learning process includes TLM failures. As we have already seen, t
transaction costs associated with specific transitions are not easy to ident
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and measure and the relative share of externalities may appear only afte
process of trial and error. There is plenty of scope for inadequate provision
transitional arrangements, as well as for gradual learning. The TLM approac
takes as its starting point firms’ new concerns in respect of mobility and th
blurring of the boundaries between employment and other activities. Th
development of TLMs works with the grain of these trends and may lead t
revelation of the preferences of labour market actors and of responsibilities f
labour market externalities. This brings us back once again to the need f
benchmarking and the exchange of good practices.

This learning process focuses on the intended and unintended econon
and social consequences of transitions and on the collective control of thel
Thus TLMs may be presented as an essential part of a new social contract.

There is also a political dimension to the development of TLMs. The
expected long-term result is less inequality in an adaptable labour marke
From a TLM perspective, labour market homogeneity could be presented as
collective good. The choices may lead to the withdrawal of some public subs
dies for favoured groups and to the introduction of selective assistance f
other, less advantaged groups: in other words, to positive discriminatior
However, the possible distributional impacts of TLMs remain a topic for
further exploration.

The implicit expectations of both workers and employers were traditionally
organized around stable career prospects within firms, and collective arrang
ments were structured accordingly. Within internal labour markets, the
management of stable and homogeneous careers for employees with differ
levels of productivity and commitment functioned as an implicit subsidizing
process. Such a balancing act is becoming increasingly difficult to sustain,
we saw in the first two sections of this chapter. The objective of the TLM
approach is to identify a new and enlarged basis for workforce stabilization i
order to minimize the increasing distance between highly-skilled and lower
skilled workers. TLMs could be the functional equivalent of the old social
guarantees based on internal labour markets and may act as new prope
rights. However, these rights, given to individuals, are essentially collective.

The TLM response to the problems of managing an ageing workforc
should also be given prominence. The current tendency in labour markets is
reject older workers, for reasons of declining individual productivity and
adaptability. The TLM approach here is to encourage negotiated arrangeme!
combining subsidies with organizational adaptation. In this way, it would be
possible to keep such groups in ‘soft’ positions and/or in half-time?fo®sch
collective arrangements have already been put in place, either within firms
within networks of firms, but to date only on a limited scale. Such arrange
ments link up with our earlier observations on employability. Employability is
meaningless if it is not related to a specified economic and institutiong
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context: this leads to the idea of collective employability and the socia
construction of employability.

Thus TLMs can be understood as a means of combining the individualiz
ing tendencies in our societies with collective solidarities.

4 CONCLUSION

The main objective of this chapter was to forge closer and more explicit link
between positive analysis of the functioning of labour markets and the polic
proposals derived from the TLM approach. This goal was achieved in thre
steps. We began by considering interactions in the context of a more or le
homogeneous market before proceeding to a lengthy discussion of segmer
tion dynamics. We concluded with a discussion of some of the issues raised
the possible implementation of TLMs.

The main finding from the first two sections is that the TLM approach
offers a range of possible reforms which, if implemented, would facilitate
labour market adjustments and make them less unequal and more efficient.

TLMs would foster continuity of employment and earnings through the
negotiation of flexible arrangements. They emerged in section 1 as a new c
ordinating tool, capable of reducing certain transaction costs and offerin
more coherent incentives to firms and collective actors alike. They would b
able to capture externalities, whether static or dynamic, mainly by systema
cally expanding and enlarging local bargaining processes. Thus it was argu
that the flexible and reversible work sharing they offer would create nev
opportunities for the ex ante regulation of the labour market.

In the light of the segmentation dynamic affecting labour markets (se
section 2), the potential of TLMs as a rehomogenizing tool was discusse
The risk of producing bad transitions and reinforcing segmentation wa
considered. The segregational bias of some existing public employme
policies may be attributable to the fact that they are implemented in isole
tion and on a limited scale. By extending the choices available to les
advantaged groups in the labour force and influencing firms’ behaviou
both internally and in the external environment, TLMs may prevent the
exploitation of some segments and lower barriers to the integration of low
skill workers.

However, these virtues are not unmixed blessings, as was shown in secti
3, devoted to incentives and controls. If TLMs represent the emergence of
new commodity in the labour market, it must be acknowledged that they al
only the beginning of a complex learning and political process. They must
seen as a set of promising but still evolving coordinating mechanisms ar
policy tools for use in changing and polarized labour markets.
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NOTES

10.

11.

12.

13.

14.

15.

For a useful discussion on the various issues at stake and the methodologies of labour mal
policy evaluation, see Schméd al. (1996).

This chapter is largely a synthesis of three papers presented at the 1998 and 1999 Be
conferences of the TRANSLAM programme. The author thanks the programme participant:
and especially Jill Rubery and Giinther Schmid, for useful comments. He remains, howeve
responsible for any possible mistakes and omissions.

For an overview covering the North American trading zone (ALENA) as well as the
European Union, see Ehrenberg (1994).

A good concrete example is given by K. Abraham and S. Houseman in Blank (1994): th
adjustment speeds of employment to demand in the manufacturing sector in Europe and 1
USA differ substantially (Europe being much slower), but are equalized when allowance i
made for adjustments in hours worked and short-time working.

We cannot present or discuss wage rigidity theories here (efficiency wages, implic
contracts, insiders/outsiders). They differ widely in their causal orientation and policy
prescriptions, but all focus on the built-in mechanisms that limit market wage adjustments
However, it should be noted that enormous differences persist amongst countries, at the ti
of the century, in the size of the public sector. For example, Denmark, a small open eco
omy, seems able to reconcile a huge public sector (30 per cent of total employment) with
rather good overall employment performance.

Cf. Gazier (1998). The main indicators are the interdecile ratio for wages, the unemployme
level and the expenditure level on active and passive labour market policies.

Such subsidies compensate for productivity deficiencies but leave the existing limited (ege
itarian) wage differential unchanged. The role of these compensating subsidies is tt
complete opposite of that of some UK subsidies during the same period, which wer
intended to encourage wage cuts. For more details, see €rali€1994).

An elementary statistical comparison may be helpful here: in 1993 further training expend
ture per employee was 3944FF in France, 2365FF in Germany and 1470FF in Belgiul
(FORCE report, Eurostat). The 1999 OEEBployment OutlookOECD, 1999) gives an
overview of developments in 24 developed countries in the 1990s based on several differe
comparative studies. It examines participation rates and training volumes, and gives a rar
ing for both. France is first for volume and fifth for participation; Germany is 10th for
volume and 16th for participation. The USA is in a median position (12th on both scores)
the UK is 6th for volumes and 3rd for participation; Italy is 23rd for volume and 21st for
participation and Belgium 20th and 17th. Interestingly enough, Sweden is 18th for volum
and 2nd for participation, suggesting that for most of the 1990s continuous training here w:
more a social policy than a labour market policy tool.

For a complementary analysis of the future of the ‘high-skill equilibrium’in Germany, see
Culpepper (1999).

These selected references and national cases remain subjective to some extent. A rel:
general overview is proposed by Marsden (1996), while another useful reference for tf
United States is Appelbaum and Batt (1994). A recent study of the German case is sur
marized in Baden and Schmid (1998).

Our references are taken from Cappelli (1995). See also his more detailed collective boc
Capelli (1996).

Capelli himself notes that hard general evidence on shortening job tenure and diminishil
job security is difficult to find in the USA (as elsewhere). In any event, decreasing job secur
ity may cause incumbents to remain in their jobs, thereby offsetting the tendency towarc
shorter job tenure.

The French automotive sector, which once offered generous stabilization policies, provide
in the late 1990s a spectacular illustration of these tendencies. Cf. Gorgeu and Matthi
(1998).

Arecent study by Beffet al.(1999) puts forward a converging typology and identifies three
forms of the employment relationship that were emerging at the end of the 1990s. The fir
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is the classic internal labour market, adapted to incorporate functional flexibility; the secon
is a (dominant) secondary market, unstable and poorly qualified, and the third is a ne
‘professional’ labour market for highly skilled workers.

16. Cf. Thoemmes and Labit (1995) and Rosducher (1997).

17. For more details, see Schreidal.(1999) and G. Schmid'’s last chapter in the present book.

18. Cf. Schmidet al. (1999) for a discussion of the connection between TLMs and
passive/active labour market policies.

19. For a recent synthesis and discussion, see Puttetrahi(1998).

20. For a general discussion of this question, see also Gazier (1999b).

21. For a discussion of these two challenges starting from a ‘local justice’ point of view, se
Gazier (2000).

22. A general appraisal and more detailed discussion of employability can be found in Gazi
(1999c).

23. For more details, see Eberts (1999).

24. For other TLM arrangements within firms, including working-time accounts and premium
funds, see Rogowski and Schmid (1997).
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7. The legal regulation of transitional
labour markets

Ton Wilthagen and Ralf Rogowskt

This chapter investigates the relationship between transitional labour marke
(TLMs) and legal regulation. The legal regulation of policies generally ha:
two functions. Firstly, it marks out boundaries for policy making, boundaries
derived from general normative principles and basic individual rights.
Secondly, it provides opportunities for developing policies aimed at flexibiliz-
ing institutional structures. This second function requires law to reflect on it
own limitations and to strike a balance between concerns derived from ests
lished legal structures and those arising out of new legal demands.

A major aspect of the first function of law is to protect individuals from the
negative effects of markets. Law does so by conferring rights. In labour law the
are employment rights and other measures protecting workers. TLMs can be bt
hampered and promoted by labour law measures. Without security, workers w
be reluctant and lack the motivation to engage in transitions, as they will fear th
changing status will bear significant risks and might become a change for tf
worse. These risks include the loss of a job (or a loss of employment in gener
a deterioration of the terms of employment (in particular a decrease in income
in future incomes such as pensions), diminished career opportunities, exclusi
from the workplace or from other important spheres of life, interference witt
social responsibilities and activities beyond the realm of work and an invasion
privacy and civic autonomy as a result of dependency on social benefit
Confronted with such prospects, people tend to stick to the status quo.

However, there is also the risk of long-term unemployment and other form
and causes of exclusion from the labour market. Indeed, at the centre of t
concept of the TLM lies a political concern with the structural unemploymen
that plagues modern society. In its focus on transitory states between gain
employment and productive, non-market activities, the TLM concept is
policy-oriented. It is conceived as a vehicle, instrument or method for fightin
high structural unemployment or, more optimistically, obtaining full employ-
ment in terms of flexible, though substantial and enduring, labour marke
participation for all (Schmid, ‘Towards a Theory of Transitional Labour
Markets’, in this volume).
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By conferring rights and establishing legal structures, law imposes certal
boundaries on TLMs. It defines the scope and form of transitions. However,
also provides opportunities to explore new forms of transitions. Thus in som
cases legal protection prevents workers from making transitions involving
change of employment status, while in others legal provisions trigger an
warrant transitions. It depends to a large extent on the form of legal protectic
— social security as well as job and employment protection — that legal syster
offer workers. Indeed, a legal system that is optimally geared to a TLN
requires from most national employment systems substantial reforms of legi
lation and other legal regulation.

The chapter is divided into two parts. First, three legal boundaries are ide
tified: legal complexity, regulation thresholds and the costs of transitions an
transactions related to law. Second, we discuss the legal opportunities f
TLMs, with particular reference to deregulation policies, to legislation anc
other forms of regulation of part-time work and paid leave, to the concept c
flexicurity, to training policies, to transition agencies and, finally, to the possi:
bility of constitutionalizing rights to transitional employment at the European
level.

1 LEGAL BOUNDARIES FOR TRANSITIONAL LABOUR
MARKET POLICIES

Legal boundaries for labour market policies derive from the nature an
purpose of law. We can identify internal factors that either limit the capacity
of legal regulation, such as legal complexity and the detection threshold,
that relate to normative criteria of legal regulation, such as the discriminatio
and evaluation thresholds. In addition, there are various costs that occur a
result of legal regulations.

Legal Complexity

In accordance with recent sociological systems theory, we conceive tt
modern society as consisting of function systems governed by distinct cod
and programmes. The modern society is rapidly becoming a world society,

which demarcations by national boundaries are losing their significance. Th
also holds true for the world legal system, in which regional normative order
like the law of the European Union, in conjunction with international law, are
gaining in importance (on the world legal system, see Teubner, 199¢
Luhmann, 1993, in particular pp. 571-86). The legal system, like other func
tion systems, is differentiated into subsystems. These include legal fields su
as contract law, company law, administrative law, social security law, tax lav
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and labour law. In addition, modern law is characterized by a diversity of lege
sources located ‘below’ the legislation adopted at nation state level. The:
sources include collective agreements and customary law as well as stand
setting, informal agreements and norms created by private bodies.

Each function system and its subsystems require autonomy to fulfil the
societal function. Furthermore, each legal subsystem develops its speci
internal model of the external world and evolves along trajectories dominate
by self-created norms and principles. The result is an enormous increase
complexity in the modern society at the level of the function system and of it
subsystems.

Like other social systems, modern labour law is characterized by the net
to reduce self-generated complexity. However, in comparison to other leg
subsystems, labour law has to cope with particular problems of extern
complexity related to its regulatory object, namely industrial relations anc
employment relations in companies (see Rogowski and Wilthagen, 1994).
addition, the normative premises and institutional orders of labour law tend t
clash with other legal subsystems and orders. This can be demonstrated w
respect to traditional labour law, whose specific normative perspective i
centred upon the rights of employees and of trade unions. These labour |
regulations have a tendency to clash with other normative legal premises,
particular when the social and industrial basis on which employment right
and collective bargaining rests ceases to exist (see Supiot, 1999). For exam|
workers’ rights to educational, parental or unpaid leave can clash with soci
security laws that link entitlements to continuous work careers. Another exan
ple is pension rights that are lost if a worker switches jobs or moves acro
sectors and branches of business and industry. Furthermore, informal compe
or workplace codes can also obstruct legal rights to leave or to work part-tim
as availability to work full-time is often considered a prerequisite for promo-
tion.

A legal design attuned to TLMs has to take account of the different anima
ing principles that underpin the various legal subsystems. The modern leg
system is increasingly confronted with problems caused by its self-generat:
complexity and there have been many attempts to tackle the problem of lec
complexity. One prominent strategy for reducing complexity is deregulation
However, deregulation is path-dependent. Its goals are shaped by natior
legal, industrial relations and political systems and accordingly vary widely
among countries (Rogowski and Schmid, 1998). Furthermore, deregulation
ineffective or detrimental if it is not perceived as a solution within the various
legal subsystems.

Thus a policy that seeks successfully to regulate TLMs must embark on
strategy of coordination of legal subsystems that acknowledges each orde
major presuppositions. This approach combines the reduction of leg:
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complexity with flexibilization policies that support parallel trajectories in
different subsystems. Such reduction of legal complexity becomes a form
reflexive deregulation when it recognizes the limits of deregulation and leave
scope for reregulation (see below, under ‘Reflexive Deregulation’).

Regulation Thresholds

Any policy of regulation and/or deregulation has to reckon with regulatior
thresholds. The concept of thresholds can serve as a method of analysing le
boundaries. A regulation threshold describes the capacity of the legal subs)
tem to determine its scale of legality. Three types of thresholds can be disti
guished: the detection threshold, the discrimination threshold and th
evaluation threshold.

The detectionthreshold refers to those aspects of the social object tha
require regulation; it distinguishes between relevant and irrelevant issue
Some issues are simply not (yet) taken up by the legal system. Alegal desi
for TLMs has to tackle the detection threshold by indicating the legal rele
vance of unregulated or insufficiently regulated areas. For example, in labol
law the legal (de jure) or contractual dependency of one person (employee)
another person (employer) is a decisive criterion, whereas the actual (de fac
dependency is relevant only in cases of doubt about the legal relationship, f
example when there is no written employment contract. This means that tl
situation of persons who are quasi-self-employed, that is strongly depende
on one client (often the former employer, particularly in cases when a job |
outsourced and the former jobholder is rehired as a formally self-employe
person), is largely neglected in law (see also van der Heijden, 1997).

Thediscriminationthreshold concerns differences in the description of the
social object that may justify qualitative differences in regulation; it distin-
guishes between the same — that deserves equal treatment — and the diffe
— that allows unequal treatment. A particular problem is created by lege
thresholds that exclude certain employees or non-employees from social bel
fits or social security schemésFurthermore, in quite a few countries
(Germany and the Netherlands, for example) social protection and emplo
ment laws have traditionally been based on the male breadwinner model. Tt
kind of bias does create a barrier for transitional labour markets as it create:
distinction between insiders and outsiders. Moreover, legal complexity will b
increased if, in line with a TLM strategy, socially excluded groups begin tc
(re-)enter the labour market. In the case of interruption of employment ther
are concerns with the continuation of social protectidowever, there is also
the issue of reverse discrimination. New rights and opportunities can unde
mine existing benefits and thus lead to new discrimination against thos
protected by previous regulation.
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The evaluationthreshold relates to the rights granted to individuals and to
the principles that underlie legal structures; it distinguishes between the leg
and the illegal. This threshold is highly relevant to TLMs. In most cases, th
existing system of rights and institutions provides the framework for new
regulation. In addition, there are specific rules derived from non-statutor
collective agreements and custom and practice at firm level that limit arbitrar
choices. For example, an employer might deny certain career opportunities
an employee who has been on leave, contending that he or she has not sht
sufficient commitment and loyalty to the company. In most current lega
orders, it is difficult to argue that such a decision is ‘illegal’.

Legal Transition Costs

The legal regulation of TLMs can present a barrier to transitions by raising th
costs of transitions for the worker and/or the employer or by failing to lowe
the costs of transitions and transactions where deemed appropriate.

In general, the costs of labour market transitions as defined in the TLN
model are comparable to mobility costs, as discussed by Ehrenberg and Srr
(1997: 652). These costs are monetary, psychological and legal in nature. Tt
can be labelled transition cost#/orkers that engage in transitions are threat-
ened with the loss of employee benefits, such as pensions and health ins
ance, or access to the ‘inside track’ for future promotions. They might eve
risk the loss of their job. For employers, transition costs consist of 10ss ¢
productivity, loss of income, lost investments in firm-specific training and
extra hiring and training costs for replacements. From an economic point
view, transitions are only likely to take place once the benefits of a transitio
are higher than the costs incurred. In that case it is optimal for the employ
and the employer to transact or to reach an agreement on the trahsition.

A specific type of costs that might prevent the transition from taking place
are so-calledransaction costsTransaction costs are associated with the cost
of acquiring information about exchanges; in fact, any exchange, includin
those in the labour market, has a ‘price’. Transaction costs theory suggests t
at times it can pay to use the market as a coordination mechanism, while
others it is less expensive to use hierarchical organizations such as firms
coordinate actions (Williamson, 1994). A firm represents a set of long-tern
contracts between owners of labour and entrepreneurs which, once the
contracts have been established, no longer responds to price signals. Inste
the employee transfers certain user rights over his labour resource to the en
preneur. Long-term/standard employment contracts reduce transaction co
because they relieve employers of spot-market exchanges: that is, repeate
having to hire and fire employees to perform single tasks. A standard emplo
ment contract, which is to a certain extent ‘unspecified’ in respect of the tas}
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to be performed and working conditions (this is where the concept of hiel
archy comes in), could, in this way, be cheaper and more efficient. In the ca
of transitions, transaction costs are information production costs.

Managing transitions within a company or in the labour market as a whol
causes specific transaction costs. In general, these costs comprise informat
production costs, drafting costs, communication costs, negotiation cost
agency costs, litigation costs, enforcement costs and costs of opportunis
behaviour. Legal transition costs occur both before and after an agreement
concluded. Typical post-agreement costs are those caused by the maladaj
tion and adjustment that arise when contract execution is misaligned as a res
of gaps, errors, omissions and unanticipated disturbances. Furthermore, th
are costs stemming from new legal requirements that actually seek to stim
late transitions. For employers, customized employment contracts and inc
vidual fiscal and social security arrangements increase administrative cos
particularly in relation to US-style contractualim.voucher system or the
introduction of default terms, which will be discussed in the next section o
this chapter, are possible solutions to this problem.

Finally, even if the legal intention is to reduce transition costs, the law i
limited in this respect. Some costs or barriers for workers are related f
employers’ internal human resource management policies, for example tho
on promotion and career opportunities within the company. In these areas, la
at present can have little if any effect on the employer’s prerogative. In othe
areas, the legal norms tend to be too general, since they rely on notions st
as ‘the reasonable employer’ or ‘good faith’ and their implementation depenc
on the interpretation by case law or collective agreement. Other instrumen
and strategies, such as education or informal agreements with trade unions
works councils, are often more appropriate than the law.

2 LEGAL OPPORTUNITIES FOR TRANSITIONAL
LABOUR MARKETS

In applying general principles, law not only establishes boundaries for polic
making but also creates opportunities and steers politics into pursuing certe
avenues. Established legal principles, such as discrimination or proportione
ity, can be used to rethink existing policies, start policy making in new field:
and/or design innovative regulatory strategies. Furthermore, the law’s stru
tural coupling to the political system is a continuous source of irritations the
set in motion both legal and political dynamics.

Our purpose in the following is to discuss examples of legal opportunities fc
designing TLM regulations that are the result of legal innovations. These oppc
tunities mirror to some e