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Introduction

The. future dévelopment of the iertiary sector is one

~of the four themes in the work programme established at the

1977 Tripartite Conference on Growth, Stability and Employment.

This subject derives its importance from the expanding
role played by the tertiary sector in the past twenty years
in the economic growth of Member countries, and from the
employment and social potentlal it .could represent in their
future development.

In'thisucontext,.examihation of the prospects of the
tertiary sector is difficult. The problem is being considered
at Community level for the first time. Existing ideas are

_often vague; there are fewer statistics or comparative analyses

than in other sectors. The term"tertiary sector" itself is
variously defined and is interpreted subjectively.

The enclosed working paper aims to identify the main
problems. This document summarizes its analysis amnd suggests
a series of subjects for preliminary discussion in the
Standing Committee on Employment. '

’ TheAQppblemv

The concept of a "tertiary sector" is useful to describe
those economic activities whose purpose.is neither to exploit
natural resources nor to manufacture goods, but to provide
services. This includes commerce, banks and insursance, other

. market services and non-market services (principelly educatlcn.

health, defence and administration).(*) Many tertiary jobs are.
carried-out in ‘the secondary sectar, but these could not be
included in the quantitative part of the analysis.

./

In nailisnal accounts, transport s-¢ -~romurizsiions are not included

“im the teritdary sector. Thev gre L2 incl.2zé8 in the data given in

Phe ol ache® ddenrants. Neveri sy z-=, *hese activities are ctlosely
~Inlca 1o ihe tertiary sector. Their potential in the creation of -
Sups should also be taken into account in future work.
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three mainjeleméntS':

. ‘;abour supnly

Analysis of the Térti"a.rﬁ* s_ér;%tcr?

Employment in thls Hbﬁerageﬁeaus cckleculon has 6rawn

- consgiderably ‘in the past twenty five years. The present.

situvation ra¢ses the guestion of fne sector's mealum»term

‘cantrlbublon to job creqtlan.

In view of this, the Commission is -concerned with'

. the tradsition’ ef the ﬁcpalatﬁan of. worklnn'age from
a stationary to a growing. n&sse (equlvaleﬁu to. about .
-oné million personm & year) thet is Likely to ccnﬂlnue
cuntil about 1985. This is due to .demographic-  factors
such as the arrlval,on the labour market of larger -
new genera+1ons,' :

- 1abaur demand in twpfpafts_:
. the cntlnu;ng deu line in:yriméry"sectér“émploymenf;v‘
. theé very restricted scope for net jéb.créatidi in
the secondary sector - characterised by wncreaalng ‘
efforts to ralse product1v1ty and by‘a weaKAlncrease
. of demand. N :
These problems are ccmmon to. 011 tne Member ouﬂtrles.
Lll these treunds continue? What are the prospects for the
iprlvate sector? What role eould thé pudblic tertiary sector
‘hold in the return to full éemployment, in view of the extent
cf unlulfllled needs in’ the fleld of_qqllective services?
mhls concerhs the Communlty in two ways @
- Community~1eve1 ana1ysis will help eéch Meﬁbef éountry v
‘to-relate its problems to those of its partners, distinguishing

common problems and more snec1flcally natlonal ones,

 >3 picture of ‘future prospects 1n,the terulary sector is
essentwal in order to direct the Ccmmunlty ‘s ouwn oper atlons
par*lcularly with regard tc 1ts flnanc;al 1nstruments.'( g

R, [ . - . . '

“The' tertlary se»ﬁov is dlfflcu‘t to. analyse aeuause of 1ts
heterogeneity and the lack of -available statistics. As a result,
.far less.is known-about. the tert;ary sevtor ﬁhan anout ‘the.

manufacturlng sector. L . S - N S
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‘The main trends are, however, very clear. Over the

: perlod ﬁ960-‘975,,emplcyment in services grew by some 3 %

a year, .as against the decline of 4 % a year in agriculture

- and mining, and>the growth of industrial employment of less

than 0.5 % a vear. This growth of services can be explained,
©dn part by the growth of services complementary %to the increased
.. ownership of physical goods and, in part by the growth of
intermediate profe551onal or buslness services to manufacturing
companles.

_ Of all service activities, those concerned with hea1th,
education, business services, banking and government asdministration
have shown the fastest growth of employment. Lowest employment
:growth in.services has been in retall dlsﬁrlbutlon - no more than
0. 5 % a year. ' :

Tertlary employment continues to grow. However, present
econom:c problems could limit the absolute growth. In this ,
respect, those areas of employment within the sector which seem
" more vulnerable over time probably include banking and commerce.
Prospects are better in areas of employment related to tourism,
leisure, environmental improvements; in areas where specialised
household services develop as a form of division of labour to
cater for fuller and more complex working lives and more
" non-working activities; and, similarly, in the provision of
professional and business services to enterprises. Many such
activities will first develop through small enterprises, or
communlty groups. - :

Productivity statistics can be misleading, as many measures
of.service,ouﬁput are based only on wage costs and fail to take
~account of quality changes in the services provided. Nevertheless,
product1v1ty growth measured as growth of value added per
employee, is low in the services -.2.5 % a year over the perlod
1960 to 1970 as opposed to L.3. % for the whole economy.

Investment is not the explanation, 'since statistics on capital’
stock show that the service sector as a whole is no less capital
intensive than the manufacturing sector and, in recent years,
'3nvestment growth has been hlgher in serv1ces,

, Pub11c Sector employment has grown like ‘other service ]
_employment, but needs to be seen in: the wider context of public
expenditure growth. Some Member States provide certain services
~directly e.g. health, whereas others set the legislative framework
for health provision, make income transfers and leave it to the
private sector té actually;suppIV‘the service. :

There has been a strong upward trend in total government
expenditire from 1960 to. 1973 with an accelleration since the
rece051on, Public expenditure has theareby reached a level equivalent
to 50 % of natlonal output. Much of this expenditure represents




transfers of income that’ has alroady been produced The
public sector does, however, employ some 20 % of resources
directly in the provision of goods and serv1ces, although

. thls VaIleS betwpen Mewber States.

The htructure of employment in “the tertlary sector,\‘

; prlvnfn and publiec, differs from the rest of the economy in

certnin imporiant reopects - s pgreater concentration of

“women, more part-time - work, and various forms of marginal
‘employment and, in some sectors,. a relatively high proportion
.of small businesses. and self-employed people. This has

implications in terms of labour market management and training,

“which -in the Commission's view should be exanlned in: greatev

depth as nart of 1ts suboequent work.'

Commission Guidelines

L The_CommiSSidn-believes‘that an improvément in'the .
Community employment level could not take place without further

. development of the tertiary sector. Employment in the tert:ary
~sector depends on. the economic development of the prima¥y and

secondary - se"tors. Improvements in their competitivity will

; contribute to employment creation 1n fhe tertiary sector. It is
very important. for tertiary sector employmént to promote the

development of the. other. two sectors, and to restructure them
as far as is necesgsary. ‘Study of past trends, comparison with
other industrialised countries like the U.S.A.;  and prellmlnary

.reflectlons on future demand show con81deraole scope for job

creation. Many of the latent needs in the. Member States concern
this sector's act1v1tles. The opportunltles vary depending on

" the starting point, specific needs, and preferences of each

country as to the balance between publié¢ and private bectors.
Moreover, it should be noted that the position taken by the

- Standing Committee on Employment on work-sharing also has
Vlmnllcatlons for the’developmenp of the :ertﬂary. '

However,,the fulfillment of this potential,Uwﬁibhfassumes”‘

* that the jobs created ere economically viable,. and respond to-

effective demand‘ is subject to:two“importéﬁt conditibns.

. The flrot concerns the cost 01 these new act;v1t1es.

For firms in the pr1Vate tertlary secter, this is =a questlon
of the conditions in which development takes place. In this.
respect, the opportunities for small and medium-~sized firms .

are of primary importance, although they often face problems
‘which could hinder their attempts at adaptation or innovation -

(financial burdens, access to the market or to credit). For. the

'>pub11c tertiary sector, it concerns the level of taxation which

can be tolerated and the reans used to ensure a fair J1str1butlon
of costs betwoen beneflclalres and the Comnunltv. -



- The second condition concerns the efficacity of such
operations in the public or non-market sector. How can this
sector be well managed, both from the point of view of the
user ‘and from that of the ‘Community? As productivity (in the

‘macro-economic sense) and profltablllty criteria do not apply,

what instruments can be developed to assess the performance
of the non-market tertiary sector, and to satisfy tax-payers
about it? )

‘ Furthermore, the fulfillment of this potential for additional

-employment must, in the Commission's opinion, respond to the

need for a more satisfactory territorial d1v1s1on of activity;

it should also as far as possible take into account the needs

of the different categories of workers: available for employment

_and avoid favouring marginal work.

On the basis of the above, the Comm1551on believes that
the Committee dlscu551on should bYe concentrated on the following
llnes H :

- understandlng of the branches which constitute the tertiary

‘sector;

"= the role of small and medium-sizéd'firms; -

- the ways in which natlonal policies can discriminate against
‘services;

- the role of COmmunity serviceS; ' .

~

~ possible ways of reconciling budgetary constralnts with

the aim of wider access to services;

- new emﬁloyment prospects in the public sector, and the obstacles
which governments see to their development; : :

.- the evaluation of job-creation programmes;

~" the role of 1nvestment in creatlng and. developlng tertiary
sector employment;

~ the improvement of statistics.
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" THE ROLE OF THE TFPTIARY (INCLUDING PUBLIC) SFCTOR
IN THE ACHIEVEMENT OF
GROWTH STABILITY AND FULL EMPLOYMENT

Intréductidn

The future development of the tertiary sector was one
of the priority themes in the work programme which resulted
from the Tripartite Conference of 1977. The importance of
‘this theme is indicated by the growing place that the tertiary
- sector, including the public sector, has come to occupy in
‘recent years in the economic¢ activities of Member States.

The present employment difficulties and ¥ncertainties for

~ economic growth have posed ‘a whole range of important questlons,
from which we have selected the following as belng the most
'fundamental.

1. "~The tertiary sector has been a major source of growth

' and the main source of job creation in ‘the past
20 years. Can we rely in future on the growth of
the tertiary sector, both private and public, to provide-
sufficient jobs to meet demands ? Will it be a growth
sector in terms of output ? What condltions would most
~favour such growth ?

2. . - Will private services form a part of any future

' ' growth as they have in the past, and in what areas
will this be ? To what extent will such services be
~independent of the growth of phy51ca1 production of
goods, related to. such growth, or rather in the form
of intermediate services to producers ?

3. The recent rapid growth in publlc sector expenditure

_as.a proportlon of national output has been
criticised as upsettlng the long term structural
balance of the economies and causing inflationary
pressures. To what extent is this so ?

L, '~ While public sector expenditure has increased in
o response to social needs, its further growth would

'seem to pose financing problems, at least for some

Member States. How can these conflicts be resolved
© or overcome ?

AR R e e
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5. Public sector employment is being expanded in

B ) the Member States by direct job creation. How useful
is this, and how does it relate to long term public
sector’ employment growth °.' . '

6;"f_'>Collect1ve serV1ces, ‘both publlc and prlvate9 related
- to rising living standardsé represent. an important
‘area of potential for growth and social .development.
" What factors could help the development of such
services. ? What could be their impact in the re-:
establlshment of a more’ dynamlc economy ?

7. Serv1ce jobs, whethér in the tertiary sector proper

o - or in manufacturing, seem to enjoy a higher social
prestige than in jobs dlrectly related to manufacturlng._
‘What are the 1mp11catlons of this for the future patterm
of demand for jobs 7 . S .

o In’ r3151nq these sorts o-ﬂlssues, the Tripartite "
" Conference was not expec ing %c achieve cperatioconal conc1u31ons'
immediately. However, these issues reflect the background
against which national and Community policies have to opérate. .
They correspond to hopes or concerns - at the junction of

. 'social and economic policies - that the partles to the

Conference shared in seeklng to resolve our present dlfflcultles.

These issues are relevent to the Communlty in two
main ways ES :

f—_flrstly;'these questions are raised in similar,

_although not necessarily identical, terms in most .
Member States. An analysis at Community level enables -

.. the experierice of the Member States to be seen agalnst
a broader backgroundo This can help the various’ partles
to the Conference 1n developlng a common approach )

-.secondly, guidance as tovthe prospects for the tertiary
‘sector is needed for the Community™s own policy actions,
both global and specific. The Community must ensure

- that its resources and policies are used to support U
the development of new job creating activities. It- must

- assess whether the hopes -and expectations vested in the
tertlary sector 1n thls respect are justlfled° '

Thls is a background paper almed at clarlfylng certa1n~
major issueés. On the bdsis of further discussions based on this
paper, the Commission expects to turn to more specific’ questlons,
and to identify areas where action.could be austlfled in particuler

“with reference to the Communlty. ‘ :
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TERTIARY SECTOR

1.1.  Preliminary Remarks and Definitions

The concept of the tertiary. sector is a loose but
useful one for describing those economic activities outside
- of the exploitation of natural resources or the production
of physical goods. In services, there is no output of
physical goods but there is, none the less, real economic
activity, and a non-material product to the consumer. '

The concept of tertiary, or service, activity can

be used to describe either a particular occupation or
profession, or the activities of a whole sector. Not all
tertiary activities are carried out in the tertiary sector
- - for example, people performing legal or accountancy services
may be employed in manufacturing i.e. secondary sector,
companies, or in specialised companies in the tertiary sector. . .
. The extent of lhe overlap of tertiary jobs performed in
-non—tertlary enterprlses is uncertaln, but one estimate

puts 1t at 20 % :

The paper can only treat in a quantltatlve way those

-tertiary activities carried out in enterprises classified

as veing in the tertiary sector. We should bear in mind,

however, that it is in part the broader "tertiarisation" of

economies, 1nc1ua1ng the growth of administrative or overhead

staff in secondary enterprises which has attracted attention.
In our-définition, the tertiary sector covers commerce,

banking and insurance, other services and public services,

but excludes public utilities and transport and COmmunications.(

, ‘The tertiary sector, thus defined,. therefore
covers a heterogeneous set of activities, which can
take many forms. They can be individual (insurance) or
collective (defence). They can be paid for through the market
(laundries) or given freely (many state services). They can
be services to households directly (repair services), serv1ces
to industry (professional services) or services to both
(hotels and restaurants). Moreover, private and public
provision of the same.or similar services can commonly exist
- side by side. Hence, the form in which different services
are offered, the manner in which they are financed, and the
- way in which they reach their final customer, may vary widely.

(*) This follow. tite custom of national accounts. It is

B _.recognised *hu: transport and communications have much
‘in common with tertiary branches, particularly regarding
the possibility of employment creation.

*)

——e e TR
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Th1s varlety of. 51tuatlons makes it difficult
to generallse about the tertiary sector. It is, moreQVer,
not always easy to relate available statistics to one's
general obserVatlons on -the growth of services. For example,
some growing GCulVltleS, such as tourism, are not. directly
identifiable. Tcurism is not a sector in the nomenclature

- rather it creates employment in sectors such as hotels and

restaurants, transport including the repair of vehicles,
energy and dlstrlbutlon, tourist agencies with their

" miscellaneous serv1ces, enterfalnment plus government supportlng z
' act1v1t1es.i : c :

Also, apart from thc 1ack of a phy81ca1 product, 1t.

:'15 difficult to identify specifi¢ economic characteristics

of tertiary activities which omstlngulsh them from other
activities in the economy.

—

For example, it is not. pOuSlble to describe all

. services as purely domestic. Some services are not tradeable
S 1nternat10na11y, but others are, for example in the field of
. banking and insurance.-Conversely, industrial activities which

produce phy51ca1 goods do not. necessarily produce internationally
tradeable products. In construction,. for example, .only factory-

. built properties are immediately available for international

exchange. Also, whilst certain services = particularly the _
traditional personal or domestic services - are highly -labour -
intensive, the capital intensity of the téertiary sector as '

a whole 1s as high as. that of the manufacturlng sector.

It should be clear, therefore. that the tertlary sector
is a subgect on which instant reactions. can be mlsleadlng,
Moreover, partly as a result of the weakness of available data,

‘and partly as a result of the complex1ty of the issues, little -

work has been done in this aréa at Community or International

’1eve1. It is appropriate, therefore, to proceed cautiously,

taking particular note of. economic¢ and social changes now
fac1ng the Communlty&

1.2.  Ihe Place of the Tertiary sector'in Ecohomic Growth - |

‘The tertlary sector needs flrst to bé seen in relatlon

-to the total economic system. It is necessary to note its _
" size and structure, as illustrated by statistics om; for -

example, the growth of value added and employment within-
the sector, on the degree of capital intensity and on the
rates of growth of labour product1v1ty.A : :

v
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1.2, Tertiary sector's increased share of value added
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o Over the history of the Community, the tertiary
sector has had a continuing growth relative to other sectorse.
In terms of its contribution to economic output, the.tertiary

'sector now accounts for over half of the fotal. Between 1960
- and 1975, the shares of value added of the services in total
output increased according to the Member States from a level
of ‘35 to 40O %,. to 4O to 50 %. ' :

L -~ In effect, over the period 1960-1975, growth in the
-service sectors accounted for around half of the overall
_economic growth that was achieved in the period. Table I
sets out the share of value added in total national output
in certain Member States in 1960 and 1975 including a break-

o down between Market and Non-Market services. More detailed

R figures are set out in Annex 1. = :

Table I

e . T A G2t TS AT W M e WD G Cue B Al W R (IS S G WO OB S L3 G B D e W e G s e R

F.R. | L United

e D ds T e doe v Ws ] G e e Bt B o e S S ay wn ot a] e - - - > v -

60 75,1 60 75 | 60 75| 60 - 75| 60 75

v

- Market Services  127.5 36.6 | 27.2 28.0/ 28.5 35.8/27.4 34.0|30.1 33.5
Trade” Services 13.0 18.7 {13.7 - }12.1 240 - 18.3113.0 -

; Other Market Services {14.5 17.9 {13.5 - [16.k 148} - 15.7{17.1 . -
' Non-Market Services 9.1 12.7 | 7.5 13.0{10.5 10.8/10.7 14.1111.3 16.L
"TOTALbsﬁRVICESA . ' 36.6 49.3 | 34.7 41.0139.0 46.6 [38.1 49.1 [kh1.k L9.9

 Source : Report of the Expert Group on Sectoral Analyses EEC 1978
Tt (I11/253-k/76) : :

P e e e Rl L L R opempge gt R puagietguiy - SR pheApiafiuiphulgniy

) The growth of %ertiary sector employment which resulted
from-the growing importance of service activity withimn total
activity can be seen in Table II. This table sets out the average

- growth rates of employment by broad sectors over the period
1960-1975. The table illiustrates the long run decline of agriculture
and mining of around 4 % a _~ar and the very modest growth of
‘industrial employment of lé.s than 0.5 % a year. This compares with
the strong positive growih ¢ employment in services of up to
3 % a year. : : '

oS .
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Téble x Ce

R e

Primary S ~ Agriculture ‘ A -3.9 %
© Mining R ST - b b9
Secondary . . Manufacturing - + 0.3 %
- T - Construction + Ok %
Public Utilities - 1.3 %
Transport and Communications + 0.3 % -
Tertiary = »,"Commerce _ + 0.6 % -
. ' o - -Banking and Insurance +3.7%
. Other ‘Services + 2.1 %
Public Services + 3.4 %

.Source:‘Sectoral'Employment”in-fhe European Communities;
‘Trgnds'and.Forecasts,‘EEC 1978.,(V/878/77)

’ , As a result. of this. growth the service share of total_f
=employment in the Community rose from 30 % in 1960 to 45 %.
in 1975. In no Community country does the tertiary sector now
- account for less than 35 % of all -employment, and in some 1t
has reached 50 %. ~

Te2a30 Structure of. Tertlarz Employment

' The ' structure of. employment resulting from this growth ..
is set out in Table III, covering the four areas of the ‘tertiary
sector in each Member State.

Table III

§EEBE‘£‘HS-9§_?EE’EEél_‘b_’-§TEE§L.EH‘EEE-EEE}.’:}.EJ?EEEEE_§'EEEE§_EE_1?,Z§
A Commerce Banklng Other .{ Public TOTAL
it Insgrance Serv;ces' Services TERTIARY
Belgium 11.8° 5.8 15.7 10.5 | 1. 262
Denmark. i - 16.1 6.3 25.3 . 6.5 ghk2
F.R. Germany 1.5 - S.b 1.8 - 10.2 8.873
France b - - 7.0 17.5 - 8.8 8.136
~ Ireland 17.3 5.5 15,0 7.5 324
Italy . 75 T 2.5 16.7 7.6 L.480
Luxemburg " 16.0 7.2 11.9° 10.6 53
" Netherlands 15.0 7.4 - 19.7 7.3 1.906
United Kingdom 15.6 6.2 9.2 6.4 9.533
COMHUNITY - (000 s) ~| 10.993 | b.516 | 13.285 1 6.715 | 35.509

Toe

‘ §22£23- Labour Force Sample Survey, 1975 Eurostat.
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1.2;4? Emgloyment changes ‘within the Tertlarz Sector
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The broad trends and developments within the tertiary
~sector are somewhat similar in the different Member States.

For example, in no Member State did the growth in commerce
wnlch averaged 0.6 %, exceed 2 % in the perlod to 1973 nor

did banklng and insurance, which averaged 3.7 %, grow at less
than 3 % in any Member State (see Annex " 1. ). Prior to 1973,
these upward trends in services have been little affected by
fluctuations in economic activity and, even since the beglnning
of the recession, service employment has continued to rise,
although at a slower rate. :

More detalled information on the structure of employment

"‘W1th1n the tertiary sector is not regularly available for all v

Member States. However, it is possible to obtain some broad
indications on the basis of the information from certain

. countries as set out in Table ;IV. It can be seen that, while
~ there has been a2 steady overall growth of employment within
" the tertiary settor, this has. varied both between the broad
sectors and within them.

In Commerce, the'relatlvely low rate of growth of
employment is fairly widespread.but 15 particularly attributable
to retail albtrlbuh on.

Within banking_and insurance - the fastest growing
of the tertiary sectors - it is banking and business services .-
which has given the lead. Insurance employment has been static
and in some countries has decllned.

' Wlthln other services,. the two 1arge sectors
~ -~ education, health - have shown strong increases. together
wlth business and other services and hotels and restaurants.

. Government admlnlstratlonAhas also grown steadily
- somewhat more than commerce - but less than other tertiary
sectors.’

—
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1.2.5. Capltal 1nten51ty
The services sector is commonly conceived as being -
relatively labour intensive. However, in total, it accounts

for some 35-40 % of capital stock, much the same as in manufacturing.
The rate of growth of new investment in services has, moreover,

. been greater than in mannfacturing with the gap widening further

in the most recent years. Given the well known imperfections
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in capital stock figures, and the heterogeneity of the

.services sector, care must be ftaken in drawing detailed

conclusions. Once again, information is limited, but the.
following Table IV shows, for certain Member States, how

..the growth of investments in market services have been

hlgh compared w1th total 1nvestment¢'

Table IV =~ - R

Relative Rates of Growth of Investment

‘ -——-———------«————-———-—-.—-——_--—--n—---
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- FoRe. United

. ;Belgiym- ‘ Frapce' ! Germany .} Kingdom

"1 |65-70 {70-73 |65-70 [70-73 65-70 {7073 |65-70 {7075
Total market serv1ces 2.0 6.6 ] 10.1111.3 L,d 7.3 | 4.2 Eih"
1nvestment ' R IR D _—
Totél investment o b5 135 - - {43 |27 1 3.5 | 2.4

1;2;6. Labour Eroauct1v1ty

e a0 e — e - -

The average annual rate of growth of product1v1ty ( )
for the whole economy in the Community, over the period 1960
to 1970, was 4.3 %. During the same period, the increase in

productivity in the service.sector was little more than half,

at 2.5 %. Only in the case of market-traded services was
productivity growth significantly higher, but still some half
a percent or so below total nat1ona1 product1v1ty trends.

Over the same period, there appears to have been an
inverse. relationship between this rate of growth of productivity
and the rate of growth of prices within the different. sectors.
Over the period 1960 to 1973 both market and non-market services
were in the top ranking in terms of productivity increases.

- Even trade services showed fairly substantial price increases

and relatively poor productivity increases. Indicative .as such

‘statistics are, however, they should be treated cautiously

in view of the crude methods commonly employed in order to

~adjust for price increases in calculating service output. -

.

—-—--—-————.'

(*) 7 measured as. value added per employee.




.‘_1.3,. " Past trends and future;prdspects

_ In.order to assess the general prospects for employment
in the tertiary sector, it is necessary to assess the future
- ‘prospects for the various outputs of the tertiary sector, and
.fto‘stu&y‘the relationship between employment and output growth.

1.371. Causes of past growtn ‘of service output

—— o~ T o ——— T - —or o - wa R = G S O e e -

Two major factors have brought about the growth of
the private tertiary sector over the past twenty years. On
the one hand, as incomes have risen and as food consumption
approaches satiety, the.share 'of household consumption on food
and drink has declined from around 40 % of consumption
expendlture in 19‘0 to around 25 % today.

Some 25-35 % of natlonal production goes to households
as dlrect consumption with an additional 15 % going indirectly,
and the consumption.of private and public services and durable
goods has increused accordingly. Information on the percentage
of service proﬁ;ction consuméd by household directly and

. indirectly is not very eitenslve but indicates that, for example;
- some 80 % of wholesale and retail services are. consumed by

 -househo ds, around 70 % of credit and insurance and 90-95 %
of hotel and- restaurant services.

, At the same time as this direct demand for certain
services has grown, others have ‘expanded as a complement to

the demand- for physical goods, reflecting new divisions of N

labour with certain activities branching off from manufacturing.

Some have been direct, e.g. increased car ownership bringing

an increased demand for garage services, others indirect with,

for example, manufacturing growth calllng for increased

commercial, technical and financial services which can be

~ provided more efficiently by specialised firms. In both cases,

services have grown not as an alternative,to products, but as -
ancomplement—to_the demand for physical goods."

This process of serv1ce growth due to increased
spec1allsat10n can come full circle. If services take on
a more and more standardised form, it can become possible
to re-incorporate them in a manufacturing process. For example,
much of the development ‘of modern retailing has been made
possible through technical progress which has enabled packaging
work previously undertaken in retail premises to be undertaken
at the manufacturing mtage. This illustrates how part, ‘at least,
of the development of services is closely 1ntegrated in the
overall development of the rconomy.

-9 - . v/290/78-EN
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1.3.2. Low service productzv;ty leadlng to fast emglovmenc growth °

, The effect of the. growth in the demand for serv1ces
on employmént levels has been magnified by the slow overall
growth of productivity within services compared with other
sectors. It may even be that, as the retailing example just’
quoted suggests, some dt least of the serv1ces may be condemned
to a low rate of productivity growth. In effect, wherever
technical progress enables high productivity growtb to occur,

-'the work is transferred to the secondary sector and’ not
. therefore counted to the service sector's credlt,

Such generallsatlons must however, be qual1f1ed s
- firstly, not all services have a low product1v1ty.~-
A distinction can be drawn between traditional low product1v1ty
and hlghly labour intensive services of the sort which
characterise underdeveloped countrles, but for which alternative,
high productivity means of meeting the demand exist, and more
sophisticated, capital intensive - modern services - on the

o other;

- secondly, output changes, and hence productivity 1mproveméntsg
-are very difficult to measure in important 'sections of the
service sector. In natlonal statistics, much of service

- output is measured in terms of labour costs and only limited
allowance is made for the all important changes in quallty,_;
‘whether these be 1mprovements or deterloratlons.

- o i e G TS e i e S W D e - e - s . 2 o i ot o ot 2t > e o e e o . e

“-1.3.3. Prosgects for the future growth of the tertlary sector

\vahére'are three main'quantitative'approaches'to asséssing '
the likely medium term growth of‘service‘output[and employment.
Theé first would be to project trends of output in the major

'serv1ce sectors along with projections of productivity changes

in order 'to estimate employment. The second would be to make
separate projections of the varlous components of .demand,

‘from the household, enterprises, government and foreigmn, ‘and

to translate these into sectoral demands. The third would be

- to estimate employment growth-directly on the basis of past

trends, taking inté account the 1nf1uence of output trends and

"other factors., -

All these approaches present difficulties in view of

‘the paucity of data and the uncert&intyfabout overall economic

prospects. For the moment, we are limited to extrapolation of

past-trends, plus some more casual empirical information -about

pa;ticular categories of services. Further work is, however,
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.rbezng undertaken by the Commission services in conjunction
with national experts in order to identify possible trends,
and areas of growth, in greater detall.i‘

Such information as we have suggests that past
trends in the various services are so steady and well
“established that it is difficult to envisage dramatic changes ,
in the immediate future. Hence, if the Community economic’ “7

' growth was of the order of 4 %, the demand for services

would grow at least -at that rate, and the share of tertiary
employment in total employment would continue to grow.

Maaor changes in employment structures w1th¢n the
' tertlary sector could, nevertheless, be envisaged as the

)',structure of demand alters, or the exploitation of technical

1nnovat10ne offers pos51b111t1es for the further ‘mechanisation
“of some majoraserv1ce activities. A switch in. b"king practlce
from. Branch banklng to credit cards or, beyond"that, moves

" towards the use of private home terminals, could produce
sharp increases in output per employee, on a par with those
achieved in the past in manufacturing. Even in Commerce,

where employmert. growth has been limited anyway, an expanded
‘use of scanning devices which not only add up sales, but
adjust stock information and prepare new orders, could limit
still. further employment prospects 1n retail or wholesale
dlstrlbutlon. :

At the same - time, newef growth areas are developing.
although, by their very nature, they are less easy to identify

.. precisely, and, - anyway, slower to ‘emerge in periods of economic

~slack as at the present. However, areas of employment relateg
‘to tourism, to sport, to leisure, to environmental improvement
.and to personel and business services developing out of
product innovations, newer forfis of industrial organization
and fuller and more complex working lives will undoubtably

be areas of future growth. At this early stage in our analysis,
and bearing in mind the limited statistics available from
Government sources, it is not p0351b1e to say much more
"without descending into speculation. However, the Commission
services are studying such developments in order to see how far
the trends can be identified with a view to developing better
projections.

1,3.4. Actions to encourage tentlary developments

- 2 - . - > = 2 G s S A S - - b0 T - A e S s e o

It is most likely that, left to its own devices,
tertlary employment will -ontinue to grow as a share of total
employment in line with peet trends. However, the question can be
posed as to whether servic: employment could not be artificially
encouraged during the rresent perlod of low economic act1v1ty. . .

2
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‘ Such a. pollcy has apparent, short term, attractions .
‘at 1east in reduc1ng vigible unemployment and some public
sector job creation schemes, discussed later, reflect thls
view. On.the other hand, tertiary growth, particularly
private tertiary growth,; is.closely inter-related with’ the
overall development of demand, whether directly or indirectly,

and an artificial encouragement of such work might simply : S

-reduce. the product1v1ty of serv1ces further and add llttle A
. to real output._ajb : -

o A potent1al demand for more services does exlst
-but so does a potential demand for more goods. If we assumer

o that there is now a balance of demand between goods and *

services, it is only with higher real 11ving standards that
consumers would normally chose to substitute more - services
for more goods° : :

"In a perlod of low economlc act1v1ty, there will

"‘J,eanyway'be a tendency for people to.seek appointments in the

. 'more labour inten51ve .services, in the absence of. jobs in the
strongly cyclical manufacturing sector. Such a tendency will

-be partlcularly marked in countries with only a small agrlcultural
employment. which has traditionally performed this cushioning

role during rece551onary periods. These additional" service

. jobs are likely, however, to be relatlvely low pald 1n view

of thelr 1ow product1v1ty.

To prov1de encouragement for such trends could prove

'»,counter-productlve. It-is unlikely to bring nearer a future

structure of post—1ndustr1a1 employment, built around a growing -
service sector. It could, rather, unwittingly, push the developed
~ economies of the Community back along the road towards under-
“_developed economies which are characterised by such an excess

©ooof under=cap1tallsed and low product1v1ty service activit1es.

This is not to say that some such actions could not . be possible.-

-~ However, as a general principle, it would seem difficult to

© stimulate services, certainly prlvate services, in 1solation
3‘from other economlc activities. ° ‘

ik .—riismc’* sEc'ron

, Certa1n prellmlnary remarks are necessary in order to
'5c1ar1fy the discu551on of ‘the publlc sector s place in tertiary
“sector developments. \. : . )

In the mzxed economies of the Community, uith highly

'e.developed soc1a1 systems. the State intervenes in a varlety of ways;'q-f

‘e_/.-. ’
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TheSe include : )

- . the management of the overall development of the economy
through budgetary and monetary policies; the regulation

- of private sector activities through legislation or controls
(e.g. through competition pollcy), ‘and, in some countries,
demand regulation to off-set cyclical fluctuatlons H

-_the provision of the "pure' public services - defence, justice
end central administration; the provision of, or setting of

 minimum standards for, certain other services - notably

education, health, public Housing -3 and the comtrol or

" operation of certain monopolies (1like many public corporations)

or strategic or protected sectors (motor industry or steel) ;

- the redistribution of income and wealth in order to meet
social objectives (e.g. pensions or family payments) or
economic or employment objectives (e.g. subsidies for
investment or job creation, regional pollcy). :

The concept of the public tertiary sector as used

"~ in the paper specifically excludes publicly owned enterprises

in the msinufacturing sector, as well as public utilities, and
.public transport and communications undertakings. Thus, we will
“not be ireating directly certain issues such as criteria of
econoric and social: accountability for the management of public
corporations, or questions concerning the regulation of private
sector activities.

Our emphasis is more on the overall trends in public
_spending, and the present and future consequences that these
have for employment and .economic prospects. In doing this,

“ two points should be born in mind. :

Firstly, much of output is measured in terms of
- expenditure. The difficulties of output measurement in the
- tertiary sector have already been mentioned but théy are at
their worst in the case of the tertiary public sector where

' many services are prov1ded free or ‘at nomlnal cost.

Secondly, in studying publiec expendlture, an important
distinction must be drawn between those public sector activities
which use labour and capital resources from the economy, and
those which involve only a redistribution of income already
‘produced in the .economy.

- Total public expenditure includes both the use of
resources - whether they are used for consumption or investment
and the transfers of income. The two types of expenditure are
of a very different size. Public expenditure in all Member
‘States of the Community has reached a level equivalent to 50 %

‘of national cutpit. In terms of resources used in the provision
“of services aud goods and in the administration of. these
transfers, howsvsr, it will be seen that the publie sector
accounts for ander 20 % of total. Community output.

.
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' 2.1:1. Consumption, investment and transfers

»‘than'the,public sector's claims on resources t
" in 1975, Public inves

“in the form of ‘pension

~account

A V/290/78-EN |

_2;1."»'Trenda igFTdt&;:PublicvEkpenq;fure

There has been a strong upward trena in total -

government. expenditure from 1960 until 1973, with an acceleration
. since the recession. levels of expenditure vary between Member
- States -~ in part because of differences.in institutional '

procedures for meeting their responsibilities for such matters

- as housing or nospitals. However, the trends are generally -

. similar and Table V shows how Government .expenditure as a
‘percentage of national output rose from levels of 25-35 ¥ .
in the Member States in 1960 to 40-50.% in 1973, exceeding

50 % in some Mémﬁef.StateS‘byﬂ19?5- . '
Teble V. .7
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- Public Expenditure a& a Percentage of .GDP

T © .} -1960 1965 1970 | 1973 |'1975 |
. Belgium - ‘ SR 30.3 32.3 36.5 | 39.5 | 46.6
. Denmark R 25.1 30.1. | .40.1 | 409 4.7
. “France . . ST 13307 10375 |- 38.3 38.0 | 43.8
F.R. Germatiy ~ = = | 32.5 . 36.4 1 37.4 | ko1 k7.l

‘Ireland . . - . 1 27.6 32.7 | 38.0 40.7. | 52.1
Italy ~ ] 304k} 35.0 | 35.3 ) 41.5 | k2.0
Luxemburg . o 1 30,5 | 33.6 | 37.9 44,3 ) 51.8
Netherlands - .-} 32.6 37.6 ks b | 49.1 55.3

‘United Kingdom - - 32.2 36.3 39.7 b1.9 | Le.L

o - o> ww

Soufce:AOECD_Natfqnai Adcountsfand_E¢ohdmic'Budgéfé,

£ - - . —
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Increases in total expenditure ﬁave'ﬁeénqmuch_gréatef_
hrough consumption

~and investment. Table VI shows that between 1960 and 1973,

public consumption -as a proportion of national output rose
from around 10-16 % in the Member States in 1960 to 13-23 %
tment during the same period rose. from

2-b % to 3-8 %. =
‘ The big incfeése-ha$~come %hroﬁgh franéferé, paid out
15, ‘unemployment compensation and general

social welfare support, which rose steadily between 1960 and
1973+ generally much faster than output growth, particularly

‘in Netherlands and Italy. Since 1973, transfer payments have

increased considerably in all Member States, partly as result

of reaction to the economic crisis and inflationary pressures.

‘In terms offemployment - and wages and saléries
for some 70 % of public consumption in nearly all .

. - Member SBtates ~ general government's share of total employment .

has vissn from an average of around 11 % in 1960 to asome 13 %

B
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ZTable VI

Public Sector Consumgtioﬁ, Investment and Transfers

me 128 S ey . Yo Ch m IS e il D S v S Y e T e ST N Ge W GNS Nw G S be wen v N e SED G N W S G ey D T A SO e S S i A

as share of GDP (%)

ﬁonsumptibn Investment | Transfers Other
1960 | 1975 11960 [1975 {1960} 1975 |1960 [1975
Belgium . 12.8 [16.2 | 1.9 | 3.3 [12.7] 21.0 | 2.9 | 3.7
Denmark ' 12.7 ¥23.0)| 3.3 {(5.0) 8.0§(13.5)} 1.1 { 1.0)
.France : 112.9 {13.2 | 2.3 | 3.4 |17.2] 23.6 1.2 | 0.8
F.R. Germany (1) 9.9 [14.0)| - - 118.7|2k.0) | - -
Ireland 0 112.7119.5 | 2.8 | 6.0 | 9.8} 22.7 | 2.8 | 4.8
Italy . 12.0 14,0 | 3.1 | 3.2 |13.0] 22.2 | 2.2 | 2.6
© Luxemburg : 1101 1151 | 449 7.9 |14.3) 27.7 | 1.2 1.0
Netherlands 13.6 18.“’ L}.O ’+.0 12.3 30.2 207 ' 2.7
United Kingdom 16.4 12229 | 3.3 | 7.9 | 8.5} 4.7 [ kO | kO
( )‘ ¢ estimate
- (1)  : social henefits included in transfers.

Public sector consumption and public investment
affect more fundamentably the structure of the economies
of the Community since they use real labour and capital
resources which cannot then be put to other uses in the

" economy. This consumption re-appears as the "free" goods
- and services to the public with investment in parallel

- - for example, investment in school buildings alongside
consumption expenditure on staff, materials and other
‘educational services. :

It is-doubly unfortunate, therefore, that detailed

", information is not publicly available in many Member States
about the allocation of public sector consumption expenditure
to different. functional activities. Such structures. can be

© expected to vary somewhat between Member States, depending

’gon‘xhe institutional arrangements for meeting their obligations

~and depending, also, on different policy emphasis. -

Table VII gives some approximate indications, hbwever.
of the order of magnitude oI such.consumption ‘expenditures
for some Member States wheie -the information is available.
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(percentage of total public consumptlon)

United . . F.R: o
Kingdom }.vBelglum . Germany - Italy
1970 {1975 [1970 | 4975 1970 | 19751970 - 1975
General public 13 1 13 [16 T 150127 26 } 27 't 27
services . . ' ¥ Lo - .
Defence - ' 127 22 125 . 22 (24 | 22 16 | 16
-Education 20 .24 |38 2 | 24 27 {30 1 .33
Health ‘ _ 120 .1 21 1 v 1.5 "} &6l & 5 -
Social security . 15 6 7 8 6 6 7 7
and welfare = ; . -
Heusing and Community 3 3 - - 5. C 3 3 3
amenities . ’ B
Other Communafy and 2 2 |1 1 3 . 3 4 .
pocial services S :
Economie services Tt 6 |9 .8 8 . v 9 8
Others ', b33 3 3 - - 1 0
 TOTAL . -~ oo ]q00 oo 1100 1100 | 100 [100 | 100

. It should be no;ed however, tnat'these figures are
not a measurs of the total rescurces devoted by the Member .
" States to the fulfillment of social security and welfare
needs. There is a contrast between the insurance-based health
and. penszons systems of most of the original Members of the
Community and the systems of the New Members where there is -
a direct prov¢slon of such services by Government. Under the’
insurance system in the Federal Republic of Germany, for
example, the Government 1qys down the rules for the financement:
and payment of medical services, bui does not  directly control
"their prov151ono Thus government expenditure on health is
concentrated in. current transfers rather than in public
- consumption. Table VIII illustrates this point further.

N - -
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(as a percentage of total Government expend1ture
for the latest available year)

P NN PR

‘fPublic Current
_ VJExpendi%ureETransfers‘ Other TOtaI(
;§  F.R. Gérmény Health 1.7 9.2 0.8 11.7
‘é- 1973 - Other social “3.h 35.0. 4.6 4bz,0C
e Italy ~ ~  Health , 1.6 9.2 bk | 15.7
i 1975 Other social 3.0 33.3 2.3 | 38.6
3 Belgium  Health : 0.3 8.2 0.5 9.0
2? 197%  © Other social 2.3 38.0 1.6 h1.9
{1 U.K. Health = 9.9 0.1 0.7 10.7
i 1975 Other social” - 5.1 20.6 7.5 38.2
i : \ P
;; (") Soc1a1 security and welfare, housing and communluy amenities

and other community and social services.

Al

-WIth regard to the future, there is little doubt that
the demand for better medical and health services will continue
" to grow. The demand for education, on the other hand, is.
declining at the moment, following the fall in the birth-rate
in the mid-1960's and, in some Member States, schools are closing
and teacher training belng re-structured.

-

2. 1.3.' Explanations_of public_sector growth and current problems
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. - It has been seen that, between 1960 and 1975, the
activities of the public tertiary secter have grown-at current
prices in all Member States at a faster rate than national
product, with a particularly rapid increase in public transfers.

Such growth can be explained by two sorts of factors.

Firstly, an inevitable long-run increase in the relative
cost of much government financed activity, even without a growth
of numbers employed, in view of the limited poss1b¢11ties for
productivity increases.

Secondly, a growth in the volume of such activities
© due to : . - : % o

- the growing demand for services provided directly or indirectly
by the Government notably health and education'services' :

~ the desire. for greater equallty of incomes and the rellef of
- poverty, finding expression in the extension of pension
- schemes and family allowances, and financial help for the
“handicapped and underpr1v1ledged,

-~ the growth of new collectlve requlrements, with rlslng incomes
and standards, for example in terms of envzronmental protection,
tourism, or information. : :

: in addltloh, since the recession began, connter-cycllcal
. reactions have increased unemnloyment and welfare transfer
payments, increased expenditur: on aob ereation, traznlng.
'and help for decllnzng industri- -.

B S
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"hzs has posed a serles of questions, in partlcular :

-~ how. far the present balance represents a real soecial pre*erence,
- or how far it has resulted from a lack of adequate control, -
‘and whether there is any limit’ to the level of service- to be’
Tprov1ded out of publlc funds,

- how far this growth is cons1stent with overall macro~economic
stability, and long-term expectatione of our economies;.

- how far such developments aggravate 1nflationary pressures
- and how far the limits of taxable capacity are appearing in
. the Membér States, theredby inhlblting the future growth of -
. the prov1sion of publie goods and serV1ces. :

It should ‘be noted thaty since 1975, government

- expendlture has out-rum revenue in all Member States, and.
" all Government budgets have remained in deficit. For some
"countrles this has posed financing problems and the threat

of growing interest payments. This creates the fear of adding
to inflation if indirect taxes are increased, or of depressing

‘real incomes 1f dlrect taxes are ralsed.

. ‘Such practloal con51deratlon naturally m1t1gate
against further increases in public . expenditure but it should
be recognized’ that ultimately, the question of the’ apprOpriate

level of public expenditure is one of political choice.

o 262 Publié or private provision - the choice

Whlle thé growth of_ﬁublic}eipenditure‘haé posed
various practical problems, it is for the political system
to-balance Society's wishes in terms of the way in which

-certain goods and services are provided, and it is for

political groups to seek support for alternative programmes

‘and for the expenditure they entail. The range of possible

outcomes in terms of publlc expendlture is very w1de.

There is no economic "law" which says that governmen%

- financed output should not fall below or should not rise above
“‘a. given proportion of total -economic output, or that it should .
-not grow at more, or less, than a given annual rate. There is

no fundamental reason why varlous"goods and services should
not be provided publlcly rather than prlvately. Ultlmately,
such questions are ones of polltlcal choice.

. 4 However, there are economlc factors to be taxen into

"account, and the right. of political authorities to persuade.

the public about the relative merits of different. policy

"optlons are matched by certaln respon51bllitiesn_

Slnce the longer term consequences of publio expend ture

ftrends may not be readily apparent in the immediate pericd,
‘moreover & responsibility falls zlso on the executive and

administrative bodies to point out any implications of such

‘trends. The effects of policy initiatives may not always be

as intended - .for example, the economic and social effects of
various measures designed to re-d1str1bute 1ncome ars:. not alwavs

v readlly ldentlflable, L . S
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TEE e C Choices on all these issues are, however, most '
: li?ely to reflect the true wishes of Society if they are
conducted in an, atmesphere where the full consequences of
dlfferent optlons are clearly understood.

The growth df‘yublicasector expenditure has been
rapid in recent years. It undoubtably represents at least
in part,. a response to growing social needs 'and =spirations.
N Moreover, the longer run development of our economies
e 1R : is likely, on present trends, to involve an increasing share
b ’ , of collectively provided services, whether or mot they are
:sf., funded through the public sector as at present. Howewer,
. L in the short run, the rapidity of the growth of this
S | . expenditure has posed st rains on the economic systems. Unless
' ~ and until some of these are resolved, it could 1nh1b1t the
further development of the publlc sector. * -

: It is necessary, therefore, to furn first to the
criticisms that have béeen made xn order to assess their
relev@nce and seriousness.

T e o o e e e

? § e -2.3. ‘Short—term Publlc expendlture growth and

—-——.—‘--—-n— . o i T 20 7 s -

: - Dne cr1t1C1sm of the recent growth of the public sector
" has been that it takes resources away from the private sector
which largely produces the internationally tradeable goods and
services. This growth of the public sector can, it is claimed,.
- upset the overall stability of the economy, restrict the rate-
. of economic growth, and thereby inhibit the achievement of
- the longer term social and economic objectives.

i Such concern about economic stability and the ability
d S of the economy to grow is not a reflection of a purely technical,
é% -7 or ideological, viewpoeint in conflict with social objectives.
; Nor does it challenge the fact that such services meet real
needs. Rather it reflects the view that Society's longer term
welfare needs are not necessarily best served by meeting social
"problems only at the point and time when they occur. The health
4 - : of the total economy must be maintaimed, and expanded, in order:
LR e that social obligations can be more fully fulfilled in the
o - future. This raises the difficult issue of time preferences,
covering the interests of different generations.

. It raises issues .of present income distributions
a5 well since the Community has a substantial proportion of,
dependent people to support - children ard old people plus
sick, handicapped -~ as well as aiding the least able,
"and providing help for less sdvanced countries.

Such'people have real consumption needs, to be met from
the production. of the working population who, at most,
account for 45 % of total populationm in the Member States.
‘Te permit, or encourage, too high a proportiom of the active
population, -or the more able among them, to work on activities
1 B which do mot produce tradeable physical goods or services
: S : can be to put at risk the future security and prosperity
' of both active an@.depend@ntimembers of the population.

:
o
!
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If the publie SGCtO?-lnuIGn’“S its claims on the

Cweonomy without, for exampls, an aqui”a“rnt raduetion in

private demand, this conflicts with other demands for resources’

in the ecconemys If neither private nor pu bl;c consumption is i
radueced, this could deny the investment r@sourﬂe needed for

the replacement of depreciating u&pi%&lp in cenoequence

in a reiatively short number of years, less might be svailable

for collective domestic purposes’ than if a2 slower path had

heen foll mwem, but a path which allowed for the mazintenance

of capital stock and for the incerporstion of the bnneflta
(] technicai progress in order to fux *Hnr growth.

This raises the question as to whether much more
serious consideration and discussion of such issues could -
not he¢p to identify a more ‘"09i¢mai” path for long rum public
sector g“owth, within the context cf medium term projections.
which could sszek to balance and resolve the confliecting
interests. - ) o . S ,

2.4, Inflation and taxation - financing public sector expend 1ture

‘ ~ Another criticism made of the high rate of increase
of public expenditure Has been that it has creates inflationary
strains as wage earners have siruggled to maintain past rates
of increase of private disposable purchasing power, or even
past levels of disposable incewe, in the face of incresased
taxation. In some cases, it is claimed, taxation increases .
have been such .that levels of real disposable income bavo fallen¢,
Of course, the resources claimed by the public sector reappear
as free publmc goods, services or transfer payuents bubt, if
the public fails to apprecla te- - the value and cost of such serv1ces,
or if they do not share in the benefits in any way, pressure
" gan build up nevertheless.~ ‘ ' :

The questlon is very. ontent¢ous and there are undoubtablv
many factors, domestic and intermationsl, behind the recent
inflation. However, it is a fact.that real disposable income _
increases in some Member States have been very low-and that = -
these lid ca-lnclde thh ﬁnflatlonurv increases. ‘There is,

moresver, evzdence thet, in certa n Menbpr States aﬁ least, '
the rates of marginal taxation,in particular,have now reached o
levels such as to encourage wide-spread evasion and severely
lzmlt the abilities of Government to further incredse revenues.

The interest on government borrowing 'has alse become a

substantial eloment 1n gove nment expenﬁlture.

In view of the serious vOﬂStr inks and d;f?lcultlee v
congernlng public finance, the guestion is posed as to whether .
alternative financial arrangements are net possible. For
example, to what extent could more pricing, the use of tokens,
the greatér use of social indicators enszble the social needs
of different groups to be better identifiszd and meﬁg whilst

vaﬂdlng some of h@ problems of fivance ? Such devices could . .
alseo, perhaps, kelp in identifyimg neveds and gllocating rescurces,.
and be an 1ncent1ve to bet*er maﬂagemgnt.

- - .
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: Iden’og:cql a5 wall ns practlcal difficulitlies have

inkibited the development of such spproaches. Free market
"pricing as a means of allocating a given product between
consumers with different income levels has been confused with
the issue of pricing as a means of assisting in deciding on
the appropr1a+e levels of expenditure on different activitiesa
Moreover, an egalitarian view concerning the provision of
public services does not necessarily lead to an egalitarian

- result. There is much evidence that middle income groups
frequently benefit as much, if not more, from many col]ectlve
social facilities as do lower income groups. ‘ .

. Thére are, hence, many difficulties to be overcome.
-However, if the problem of developing criteria for choosing

between alternative ends is not faced, and if some charging

for certain services is not permitted, this could block the

expansion of certain public activities, some of which rﬂpresent

significant areas of future increases in demand.’

2.5. . Public Sector Direct Job Creation

" The growth of public expenditure has brought with-

~ it increased employment However, the public sector has a
special role in job creatieon at presenu'51nce one of the
fundamental rqles of the modern State is to ensure that there

are adequate employment opportunities for all people seeking

a job. When econcmic circumstances temporarily deny this,

the State falls back on its alternative of providing unemployment
insurance or other social. secur1ty insurance.

In such clrcumstances, the State is faced also with
the alternatives of using it= budgetary p0351b111t1es to
stlmulate,the creation of jobs in the private sector, or to
provide a job directliy. Public sector job creation has not
- always been carried out in the. most humane or progressive
- ways -~ as 1llustrated by the 18th and 19th century worke
, houses and even some of the schemes of the 1930s. Today,

.the approach is more posltlve but two questions still remain
~ will the extra benefit to the individual and scciety of

' an extra job outweigh any extra costs on the public purse

which fglls back on society as a whole? And how does the
employment created in the short run relate to the longer run®
development of public sector employment ?

- 1here are many arguments on both sldes. In faveour
. of dlrect job creation are :

- unsat;sfled needs - in understaffed basic services

- low cost to soc1ety because expenditure offset by sav:ngs
of unemployment compensation :

- direct effect compared with indirect effect of altérnative

- benefits to the individuals socially and psychologically.
Against, it can belavgued

- benef1 3 only cosmetic if there 15 no real demand. for

 the job that is created S : ]

= costs may be high if achemes attract uaregistered unemployed

gr‘;ggy;;e cap;tal or_cqnsumpt;on expeniditure .-

iAE e
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« it weakens the pressure onvgove%nments and social partners
to take tle necessary action to re-establish lomg term growth, .
Cstabil I1ity and full smploymenue It can upset government 7
pricrities and inhibit necessary structural re- aGJus cments

- préblemb of duration and reversibility, and dangers of .
c“eaulng a workhouse ghctto mentallty :

- Dracblcablllty since, while central goverament may take
a policy decision, regional or local gevernmenL may be able
or unw1111ng to intreduce schemnso S -

> - On balav;.ceg tle conventional view is déveloping that
job creation on a 1imited scale could be .a useful contribution,
purulculdrly in a period such as the present where economic-
recession co-incides with a growing labour force. However,
there are doubfs as to how far such ~job creation can be developed

by an extension of posts wlihln the ex 1st1ng framewcrk of

-the public sector, for example, in hospitals and basic

services, where shortaaes would appear to exist. Often, too,

the needs that have to be met have to be.met permenently or

not at all - sccial visits tc old people, for example, raise
expectations that these will centinue. Once started, they

cannot be stopped abruptely. From the supply side, also, .
many such shortages reflect inadequate salaries, poor working -
conditions, -or shertages cof specific skills. The unemployed

are either entitled te refuse, or unable to take up, such posts.

» " There may be conflicts, tco, between the objective ~.
of providing employment and the objective of meeting social
needs. It is important alse to evaluate the longer term
consequences of such ‘an approach. When there is only one way
of meeting a.given demand -~ such as in traditional nur81ng
or traditiomal school teaching - an increase in staffing is

cessury in order to bring an improvement 1n uhe quallty of
servicge recenved Dy the customers.,

) However, the marginal improvement in service brought
about by each additicnal nurse or %teacher will become very -
small at a certain point. Also, unique "production functions"
are rather rare - there will normally be alternative wavs

of meeling the demand perhaps requlrlng more training or’
‘capital investment, but vltimate l} froving more. efflclent.

From the.experience of cx1s 1ng "job creation schenes .
twa tentative conclusions are emerging. In terms of the supply
af jobs, emphaals must be put more on the -development of better
quality services and -newer ser v1»ec in order that public sector

Job creation can then be more eas 1Ly 1ntegrated into Longer
term develop ments.

of schemes developed,
they must be related
“to the pagticular needs of the work: nncernedntﬁlanket Job
creation schemes cennst cope with the differing needs of young

“if they are to have emvﬁoymeﬁr bene s
[+
A1

people, disadvantasged young pecple, Long Lérm unemp?oveﬁ or
P
se
o

Secondlv; in‘werms of the types
£

older workers. ¥ork experience may be appropri ate for BOWMS ,
training for -ethers, while some will essentially equ e
Qheltéred emnloyment at lemst for sowme period of time. Henc
ueh schemes cannot easily ‘ﬁ~sgen a5 . & wry of “moppinammp“A
ge numberes of unﬂmwioy peagle, on any pe¥mancnt or

IS

semiw- fﬂannnt basis. - . .7 _ . -
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CCCUPATIONAL STRUCTURE OF EIMPLOYMENT

The occupational structure of employment within
the tertiary and public sectors differs significantly from
employment elsewhere in the economy ‘in a aumber of ways, in
particular in the proportions of men and women employed,
in the structure of hours worked, in the number of self
employed, and in the forms and levels of qualifications.
Table IX illustrates the relevant proportions of men, single
women and married women for the four principle groupings
‘within the tertiary sector. Table X sets out the structure
of hours worked indicating clearly the much greater extent:
of less than full week working that exists in certain services.
Table XI provides some information on employment status w1th1n
the bector.'

This structure of tertiary employment raises a number
of occupational or manpower issues. Firstly, "tertiary" jobs,
.whether in the tertiary sector proper or in manufacturing, '
seem to be more attractive than jobs which are directly related
to the manufacturing process and which enjoy a lower level of

social prestige. This can have major implications for the

-supply of different skills within the labour force, for example

by discouraging the acquisition of manual -skills in the

traditional crafts, and bring into question the relative terms

and conditions of employment - earnings, conditions of work,

.. levels of responsibility and so on - ‘which exist between ohese
different types of Job. :

) Table IX -
Employment within Tertiary Sector by Sex

(Community figures - 1975)

]
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, . Mérried .
.Men Wom¢§ Women Total
- Commerce . 52 48 29 * 100 %
Banking, Insurance’ 55 s . ok 100 %
Other Services 35 65 38 100 %
General administration T 69 i 31 ‘ 18 100 %
Tgtal Employment =~ - . : 65 : 35 - 10 - 100 %

Source: Labour Force Sample Sur?ey 1975
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Iable X
‘Structure of Hours worked in Tertiary Sector
(% working less than 30 hours per week)
| .Tertiary | All sectors |
'Belgium 1 : ' 1k fv 4 10
‘Denmark A2 0 b 48
F.R. Germany | = 15 D -
France : S48 - .. 15
Ireland = S 8
Italy 11 , g
Luxemburg = |- 10 . .9
Netherlands - 21 , 17 _
United Kingdom - 27 N '19>
Community B 19  ‘» |
Source : Labour Force‘Saﬁplé'Survej;5
‘ - Eurostat 1975. , . : oo
i - : : - : . I . : R }

ent Status in Tertiary . ' ;:- t ‘ :

o - B s 2o s S VR 2 - - T >

1975 % o : N
Employers and i Employees’ 1 Family workers }.!
Self-employed - ' L I L S

Belgium
|- Denmark
| France . .
F.R. Germany
Ireland . ’
Ttaly
Luxemburg
Netherlands

| EUR.- 9

| United Kingdom |

‘EUR = 9 (industry)

19 0 .75
0. 87 .
11 R N - 86 : C
w8 '
23 A 70 o
S 10 - © 87
L R 90
. . o . 92 - ' -; t

AN O NV oG ON

~J 2\

- : -7 : .
<[ EUR - 9 (agriculture}} =~ &7 .- . ¢ 26 o

Source:

: Labour fofcé[Sémplé'Surve?;”Ehfcstat’ﬁ975;' AR
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There are further concerns about public sector
‘employment. The first is to ensure greater fiewxibdility
in the terms or forms of recruitment, in order to avoid
it becoming a closed, protected, or segmented labour market
isclated from the private part of the economy. It haé become.
clear that the traditional forms of lifetime appointments
and lifetime careers are not sppropriate for the. wider range
of jobs in the public sector which increasingly require
openness and interchange with ether parts of the economy.

Such questions are related, too, to the problems of
~democratic decision making in the public sector and the need
‘to balance the interests of customers, the state and the
profe551ons within a given service. In partlcular there is
a2 need to mzake the operation of public services more responsive
to public demands and Jess "supply dominated" as professional-
‘interests do not necessarily co-Incide with consumer interests.

 SUMMARY

_  The Tertiary Sector, including the Public Sector,
“has shown a con*inuous growth during the history of the -
Community, and now accounts for  some 40-45 % of total employment.

Thig»paper9,established as part of the follow-up to

“the Tripartite Conference, seeks to explain this growth, to look
at the prospects for the future, and to identify certain key
issues including questions concerned. with the recent rapid
ingrease in public sector expenditure.

The Tertiary Sector, defined to include commerce,
“banking and insurance, other services and public services
(excluding public utilities and transport and communications)
is highly heterogeneous, which: poses problems for the development

- of adeguate analyses. This difficulty is compounded by the lack

of statistics available from Governmental sources. As ‘a result,
we know for less about.the tertiary sector than we do about ’
~the manufacturing sector. The paper, nevertheless, secks to make
a first analysis, and to prepare the ground for future work:

Tertiary Sector - pastAgrowth,;futuré_proSpects

Over the period 1960—1975, employment in services grew
by some 3 % a year,; as agalnst the decline of 4 % a year in:
" agriculture and mlnlng, and the growth of industrial employment
of less than 0.5 % a year.

This growth of services can be explalned in part
by the direct growih oi services to households, in part by
the growth of serwvices ‘omplementary to the increased
ownership of physical grods and, in part by the growth of

intermediate prefes~iaual or business services to manufacturing
companles.

Of all service activities, those concerned with health
education, btusiness services, banking and govermment
-administration have shown .the fastest growth of employment.

- Lowest employment growth in services has been 1n retail
;lestrlbu ion - no more than 0.5 % a year.
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t is dlfflvult to envisage major changes in ‘the.
relative growth of tertiary employment in total employment
- although poor general economic prospectn would limit the

~absolute growth. Vulnerable areas of emplovnenf probvably

1ncluﬂp banking and coamerce with securer prospects in areas

of employment related te tourism, leioure, environmental i

improvement and in areas where specialised household services

develop to cater Lor fuller and more complex wcrklng 11ves. g
. A _

The Comm1551on Services are studjlng such developments,

'further to see how far the trends can be 1dent1fied and
'pro;sc*ede co- :

B e R R T T e

" Productivity growth, measured as growth of wvalue
added per employee, 'is low in the ‘services - 2.5 % a. year. -
over the period 1960 to 1970 as opposed to 4,3 % for the
whole economy. ‘ . - : : :

Such °tatwstlcs can be mis 1eadlng, however, since

© . many measures of service. output are based only on wage costs’

and fail to take account of quality changes in the services
provided. Investment is not the explanation, since statistics .
on capital stock ghow that the service sector as a whole’

“is no less capital intensive than the manufacturing sector
”and, in recent’ years, investmenﬁ growth has been hlgher .

in Serv1ces.

Public Sector B

Public Séctor.employmtnﬁ-has growa like other'servicé "

‘employment but the paper trecats this question in “the wlder

context of public expenulture growtn.

There has been a. s%rong upward ‘trend in total .
government expenditure from 1960 to0 1973 with an accelleration

" since the recession. Public expenditure has- thereby reached
‘a ‘level equivalent to 50 % of national output. Much of this
'_expendlture repiresents transfers .of income that has already

oeen produped,'The public sector doeé, however, employ some
20 % of resources directly in the provision of goods anad

_ services,. although this varies between Member States. Some

Member States provide certain services directly e.g. health,
whereas others set the legislative framework for health
provision, make income transfers and leave 1t to the prlvauo

'.sector to actually supply the &erv1ce..

The gfowth‘of publlc expenalture reflects in part
a desire for a greater public provisior of cetrtain gcods.
and services and for a ‘greater equality of incomes and a

greater relief of poverty. However, its growth has posed .

flnancLal rroblems 1n all Member Statese.

L - 26 - - ~viégé/78-EN'
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: En - partlcular, pnblic sectarJgrewth<has baen accused
of reducing .overall growth. pokential, thereby penalising the
~interests of future: generatlonu, -and leading to inflationary
- ‘presBures.-as wage earmers have attempted to- majintain real
dimpnn&pr jincome increasss which have been eroded.by the
' rrowth of taxation to meet the public expenditures.

The .issues are both pel;tlcal and economic . and ‘cannot
asily -be resdlved. However, more: 1nformat10n :about “the
structure wof ~public spendlng :and - employment, which_ is currently
~wery linited, :and mode -serious and open - discussions of issues.
could help in :seeking a more “optlmal" path for Tomg .run
puollc sector growth. : . .

"The methods of flnanc1nv certain coéllective ‘public
servxces may need to be re-examined. At .the moment, sthe further
: proV1s¢cn of .publiic collective services-- for which there
~appears to be -a:growing 'demand - 'i's blocked Yy .the budgetary .
difficulties of the Member StatesgChargiﬂg ‘Por certain ‘services
Lo ) or the greater use of tokens, ;and the use of 'social- indicators
= " to measure customer satisfaction, cou¥d .all help in-ensuring
¥ that different public expenditures reach the people . for whom
“they are - 1nten&ed be they the populatian as .a whole or special
"groupse.

e _The 'public sector has a special Tole in. job creation
“at the present time since the State can Mmse short-ferm job
c®eation s -an alternative to the payment-of.unempkayment benefits.

TS ‘Blanket job creation schemes cannot, however, C0p°‘W1bh

) the diffexring meeds oY young people, disadvantaged young
people, long term unemployed or 6lder -workers .and schemes
need to . be carefully.developed. It is difficult to ifind
schemes-which fulfill all criteria - meeting social meed,
not invélvimg high capital costs, “helping in the acguisition’

- of skills. ‘Moreover, such schemes would need to be earefully

: related ‘to the longer term development of public -sedtor

o employment ~to avoid the public sector being tainted-as

‘\\ E a ‘work-house ghetto.

Frnally, the.vtructure of employment in "the tertiary

‘and public secltor is very ditferent from: ‘the rest of the
economy - -‘a ;greater concentration of women, more part-time

work -and, in ssome -sectors, a reéelativély high proportion . of
xselfﬁemplgyaﬂ.EThéiimpligaticns'of;ﬁhis.in terms of labour
market development and training needs further consideration.
Also the whole guestion of the status of mubllc ‘sector
-employment needs re-appraisal .in the "light of the development
. of newer forms of public sector jobs, very different- from
thogse found in . the career structures of traditional. c1v11
servants. - :

LoD
%

Y S S






