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Foreword

Foreword

The fears expressed in last year’s
Employment in Europe Report have
been confirmed — unemployment
has continued to rise, and it is
unlikely that any improvement will
be seen until 1993.

While this is extremely disappoint-
ing, it is not entirely unexpected.
Even in the long period of employ-
ment growth in the late 1980s, we
were obliged to offer caution about
the prospect of finding lasting solu-
tions to unemployment.

Firstly, we pointed to the scale of the
problem — to the 12 million recorded
as unemployed, even at the low point
of 1990, with a large hidden labour
supply, especially of women, ready to
join the labour market and compete
with the unemployed if jobs became
available.

Secondly, we recognised that, des-
pite progress in understanding and
managing our Western economies,
we were still unable to control their
tendency to cyclical fluctuations. We
saw that the economic boom of the
late 1980s was unlikely to go on
forever — a possibility less well
perceived by investors and entrepre-
neurs at the time.

As the 1990s have proceeded, the
validity of these concerns has become
increasingly evident. The world
economic climate has deteriorated
with a drop in consumer and busi-
ness confidence, and a collapse in
market values of assets.

As economic growth has declined, so
has employment growth, although
the effects on levels of employment
and unemployment were not as
severe as might have been expected.
In effect, in recent years, only rela-
tively low rates of economic growth

— 1-2% a year — were required in
order to create jobs. This contrasted
with the high productivity era of the
1960s and 1970s when growth in
many parts of the Community
needed to exceed 4% in order to add
to employment.

This raises two fundamental issues:

What can be done to restore
higher rates of economic growth
so as to return employment to its
upward path and bring unem-
ployment back down again?

What can be done, in addition, to
address the problems of inequal-
ities both between different parts
of the Community and between
social groups — problems which
are liable, on past experience, to
worsen rather than improve in
period of low growth?

As regards overall economic growth,
we have to recognise the constraints
imposed by the discipline of conver-
gence towards economic and
monetary union — progress cannot
be achieved effortlessly and, if the
right efforts are not made, there will
be costs. On the other hand, mon-
etary convergence and the expansion
and convergence of employment le-
vels do not inevitably pull in opposite
directions if the Community can
strengthen internal demand in ways
which can both enhance economic
competitiveness and increase em-
ployment opportunities.

The European Social Partners are
well aware of this. In July they drew
up a joint statement in favour of a
renewed cooperative growth
strategy for more employment. That
statement demands widespread
support. It is not a request for specu-
lative, short-term stimuli — it is a

demand for collective Member State
action to establish the monetary and
budgetary basis of a forward-look-
ing, expanding and equitable
Community.

If re-establishing higher rates of
economic growth is a challenge, then
addressing inequalities is even more
difficult. Regional cohesion is a cen-
tral part of Community policy,
designed to ensure that Community
membership means a raising of the
relative standards of the less de-
veloped regions by tackling the
causes of their economic backward-
ness, including weaknesses in
education and training. However,
while there has been some progress
in recent years in terms of conver-
gence of economic performance, this
is much less the case for the labour
market — increased job oppor-
tunities have done little to reduce
unemployment in many less de-
veloped regions as more people have
joined the labour market.

The more general problem of social
cohesion in the Community is
equally difficult. Whether we employ
the more conceptual terminology —
cohesion, exclusion, inequality, mar-
ginalisation — or whether we speak
in more down-to-earth terms about
people who are poor and unem-
ployed, the fact is that many social
groups and many individuals are
simply not sharing in the Communi-
ty’s steadily improving prosperity.

In the context of this Report, how-
ever, it is important to distinguish
between problems which can be suc-
cessfully addressed through the
labour market, and those which can-
not. Moreover, while the Community
may have common aspirations,
responsibilities for action lie largely
with the Member States. ‘
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The Community should be able to
tackle more of its social problems
through the labour market. The
Community has a low rate of active
participation — around 60% — com-
pared with the 70% or more in the
US, Japan and, indeed, non-EC
Europe, and our labour markets are
not easily accessible.

The chapter of this year’s Report on
actions to help the long-term unem-
ployed demonstrates how a series of
barriers needs to be overcome by the
unemployed. Barriers can take
many forms — being in the wrong
place, being of the wrong race or col-
our, lacking skills or qualifications,
having family responsibilities or
simply being unemployed.

Improving labour market access can-
not, of itself, solve everything. Many
people — including the young, the
old and the sick — are not able to
work in order to meet their needs,
and need to rely on society or families
for their support. Moreover, the
removal of barriers to the labour
market would not of itself remove all
problems of poverty. The existence of
large numbers of working poor is
well known; for them the problem is
not so much the lack of jobs —
although levels of unemployment for
those who live in ghetto areas can
exceed 50% — but the lack of adequ-
ate incomes and the lack of hope of
any foreseeable improvement.

These problems of exclusion and pov-
erty are not unique to the
Community, although they have
come about in different ways in dif-
ferent countries. A particular issue
concerns the role of immigration in
relation to the labour market. For
example, the US has relied over the
years on various waves of immi-
grants to expand its workforce and
population — most entering at the
bottom end of the labour market, but
generally hoping that, by the next

generation at least, their families
would rise up the system.

The Member States of the Com-
munity have operated in a variety of
ways but, for a long period, many
relied on temporary immigration, on
guest workers who did not necessar-
ily expect to advance their position —
although some did — but who could,
at least, expect to send income, and
even capital, back home prior to re-
turning themselves.

Slow growth over two decades — not-
withstanding the recovery in the late
1980s — has brought to the surface

social tensions resulting from

thwarted economic ambitions. The
Community problem is less serious
in absolute terms than the US since
many of its migrants returned, but
the issue is the same: some groups in
society, notably but not always im-
migrants, find themselves either cut
off from the mainstream economic
life — the situation in many working-
class housing estates — or able to
obtain only the most menial work —
the situation in many inner city
areas.

Poverty is not limited to particular
social groups, however. Many
people, whether or not they belong to
problem groups, have great difficulty
making any kind of worthwhile life
for themselves. Young single parents
are obvious, but the problem is not
confined to them — any couple seek-
ing to raise a home and family with
no financial inheritance and without
marketable skills, faces a difficult
time even in the more prosperous
parts of the Community.

Disparities in wages and incomes
have widened, not narrowed, as our
economies have become wealthier. In
some parts of the Community,
sections of society have become not
only relatively poorer, but absolutely
poorer. For many people, the last two

decades have not been an occasion
for rejoicing or for looking forward to
the benefits of a stronger, more
united Europe.

The notion has spread, in recent
years, that there is some ‘natural’
distribution of income embodied in
the economic system, and that the
main task of government should be
to minimise its interference and not
upset the process of wealth creation.
That is, ultimately, a recipe for dis-
aster. Non-interference in the econ-
omic system tends to result in a
distribution of income which is
highly, and unacceptably, inequit-
able. Moves away from such a ‘natu-
ral’ order have been largely the
result of positive government
actions. The Community as a collec-
tivity, or the Member States individ-
ually, will need, sooner or later, to
address the issue of the distribution
of wealth, income and opportunities
among people. The recommendation
on social protection and the draft
opinion on equitable wages are a
first, but only a first, step.

Poverty needs to be recognised not
only as a problem for those who suf-
fer it now, but as an economic loss to
society as a whole and, ultimately, as
a threat to its stability. In Europe we
often pride ourselves on having a
social system which distinguishes us
from other, less-caring, parts of the
developed world. The Social Charter
is a manifestation of that belief. The
reality of our position is not so self-
evident. If the Community wants to
maintain its status as a caring
society, it urgently needs to address
not only the obvious effects of unem-
ployment, but also the many social
problems which are associated with
it.

Vasso Papandreou
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Summary

Employment in the Community
increased by over 9 million in the
period 1985 to 1990 and the level
of employment held up well at the
beginning of the recession. How-
ever, unemployment fell by much
less over this period and is rising
once again. It threatens to become
a central problem for the Com-
munity in the 1990s.

From the early 1970s onwards,
the average rate of unemployment
in Member States rose progress-
ively from the 2-3% which had
been regarded as the norm, to 6%
in 1980 and to a peak of just under
11% in 1985. Although the unem-
ployment rate fell in the second
half of the 1980s as economic
recovery took place and as job cre-
ation reached historically high
levels, it had still not been
reduced below 8% by the end of
the decade.

Since the middle of 1990, unemploy-
ment has been on the increase. It
currently stands at around 9.5%
and on present economic forecasts,
will continue rising in the short
term and will stabilise at just under
10% in 1993. By then, half of the
countries in the Community are
projected to have higher rates of
unemployment than they had in
1985.

The medium-term prospects for
reducing unemployment back to
more acceptable levels are proble-
matic. While some upturn in the
rate of economic growth in the
Community is foreseen from the
second half of 1992, this seems

unlikely to be strong enough to
reverse the trend in unemploy-
ment. For 1993 the outlook is
uncertain.

This uncertainty arises from two
main sources. Firstly, the prospects
for sustained recovery of economic
growth in the rest of the world —
which would greatly ease problems
in the Community — are unclear at
the present time. Imbalances in
trade performance between the US
and Japan have been an obstacle to
sustained growth in the world econ-
omy for at least the past decade.
While fiscal and monetary policy
is now being eased in both coun-
tries, the consequences are not
unambiguously positive. For
example, renewed expansion of the
US economy would expand world
trade, but it could also lead to a
widening of the US trade deficit —
and a counterpart increase in
the Japanese trade surplus — so
causing financing, and possible
inflationary, problems which could
threaten continued growth.

The development of the European
Economic Area offers prospects
for stronger economic and employ-
ment growth in Europe but, in
the countries surrounding the
Community to the East (in Cen-
tral and Eastern Europe) and to
the South (in North Africa and the
Middle East) — which are natural
trading partners — the outlook
is very uncertain. While these
countries represent enormous
potential markets for Community
producers, in the short term the
massive problems they face mean

that these benefits are highly
uncertain and will probably
materialise only in the medium
term.

The other main source of uncer-
tainty is internal to the
Community. The ability of Member
States to achieve sustainable
growth and acceptable rates of em-
ployment creation depends not only
on external conditions being favour-
able, but equally, if not more
importantly, on a number of inter-
nal problems being alleviated. On
recent experience, the achievement
of sustainable growth depends on
progress being made in coordinat-
ing the economic policy of Member
States (irrespective of whether full
monetary unification is achieved) in
order to ensure greater consistency
in the fiscal and monetary policy
pursued by national governments,
raise the sustainable overall rate of
non-inflationary growth, reduce the
risk of widening internal imbal-
ances bringing recovery to a
premature end.

By the same token, economic and
employment growth also depend
on progress in narrowing diver-
gences in economic performance
between the different parts of the
Community, and in strengthening
the capacity of the weaker Mem-
ber States and regions to generate
self-sustaining development and
create jobs. Some progress has
been made in this respect in
recent years, especially since the
enlargement of the Community in
1986. However, the relative suc-
cess of different regions and
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countries in achieving employ-
ment-creating growth does not
adequately match their relative
need for jobs.

Growth in itself, even if attracted
towards the areas most in need
of job creation, is unlikely to be
sufficient to resolve the problem
of unemployment — or of social
deprivation which tends to accom-
pany it. On the evidence of the
second half of the 1980s, several
years of rising output combined
with high rates of employment
growth may occur without greatly
improving the position of a signi-
ficant minority of people. At the
end of this recent five-year period
of economic success, the propor-
tion of the unemployed who had
been out of work for a year or more
in the Community had declined
only slightly, disparities in
income distribution seem to have
widened rather than narrowed
in a number of countries, and
substantial numbers of people,
women in particular, still found
it difficult to find jobs with
reasonable rates of pay and
acceptable working conditions
in many parts of the Community.

Economic and structural policies
aimed at achieving balanced
development in the Community
are matched by a need for a range
of specific measures aimed at
reducing divergences in employ-
ment opportunities across the
Community and at narrowing the
divisions between those in secure,
well-paid jobs and those on the
fringes of the labour market.
These measures encompass not
only active labour market policies
to help the unemployed find work
or become more employable, but
also tax and expenditure policies
which affect the distribution of in-
come and the provision of social
and communal services.

Such policies are an essential part
of efforts to improve economic and
social cohesion within the Com-
munity — a key objective over the
coming years. Failure to achieve
an improvement between differ-
ent areas and different social
groups would seriously inhibit the
development of the Community.

Success in reducing regional dif-
ferences and in narrowing social
divisions is likely to be the more
difficult to achieve, however, if
unemployment remains at high
levels in the coming years. This is
not only because unemployment is
a major cause of such divisions, but
also because it is likely to be associ-
ated with low economic growth and,
therefore, with fewer financial
resources for funding social
and labour market programmes.
Measures to combat unemploy-
ment, whether at the micro-
economic or macro-economic level,
are an important element of social
policy and a key part of Community
action to improve cohesion.

Policy at Community level in the
recent past has focused on streng-
thening the conditions of growth —
setting up the internal market and
achieving monetary union. It is now
important to focus increasingly on
the problem of unemployment and
its social repercussions as they
affect different parts of the
Community, and to encourage wide-
ranging and open discussion of the
policy options for addressing this
problem.

This report can contribute to this
discussion by presenting quantita-
tive information on policy issues of
central importance, particularly the
main features of unemployment in
the Community; the differences
between Member States and
regions in the scale of the problem
and in those most affected; and the

changes which have occurred in
recent years. This report also exam-
ines trends in working population
and labour supply; the relative
position of men and women in the
labour market; and the develop-
ment of the service sector, which
will continue to be the main source
of new jobs in different parts of the
Community. All these themes have
an important bearing on the issue of
unemployment and the problem of
providing sufficient employment
opportunities in future years for all
those who want to work.

Of no less potential importance
are the developments taking place
in the countries bordering the
Community. The report examines
the growth of working-age popula-
tion in other parts of Europe, to
the East as well as to the North,
and in North Africa and the
Middle East. It includes, in addi-
tion, a special section on Central
and Eastern Europe reviewing the
employment and unemployment
developments since the process of
political and economic reform
began, and assessing the prob-
lems which the countries
concerned face in achieving the
transition to viable market econ-
omies which are capable of
generating acceptable rates of
real income and employment
growth. ‘

The main findings of the report are
summarised below.

Trends in
employment and
unemployment

The rate of job creation in the Com-
munity has slowed dramatically
since the middle of 1990 as the rate
of economic growth has fallen. In
1991, the numbers in employment
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remained stable, in contrast to the
average growth of more than 115%
which was achieved between 1986
and 1990. As the rise in employ-
ment relative to population of
working age (from 56% to 60%) dur-
ing the period of high job creation
came to an end, the proportion of the
Community’s potential work-force
actually in employment was still
well below that in other comparable
parts of the world.

As employment has fallen, so unem-
ployment has increased, starting
first in the UK and Ireland in 1990,
and spreading to most other parts of
the Community in 1991. In 1992, on
the basis of current economic devel-
opments, all countries in the
Community, apart from Luxem-
bourg, are expected to experience a
rise in unemployment. What hap-
pens thereafter depends on the
timing and pace of economic
recovery — difficult to predict at
present.

The rise in unemployment although
significant, has been much less than
might have been expected given the
(apparent) fall in employment. Des-
pite the continued growth of
working-age population and the
long-term upward trend in labour
force participation among those of
working age, especially women,
unemployment rose by less in the
second half of 1991 than employ-
ment declined. The rate of inactivity
— ie the proportion of working-age
population who are not officially
counted as part of the labour force
— therefore increased during this
period. In other words, significant
numbers of people — half a million
or so — effectively disappeared from
the work force when employment
fell.

These people, a high proportion of
them women, are likely to re-enter
the labour market when employ-

ment growth resumes — as
occurred in the period of high job
creation before 1990. Unemploy-
ment is, therefore, likely to come
down by much less than employ-
ment increases. The size of this
hidden part of the labour force is a
major reason why unemployment,
as measured, has proved so difficult
to reduce in the Community in
recent years. Although recorded
unemployment may be high in the

- Community, effective unemploy-

ment — as revealed by the high rate
of inactivity compared with other
developed parts of the world — is
even higher.

The nature of
unemployment in
the Community

The scale of the unemployment
problem differs markedly between
different parts of the Community.
In May 1992, the rate varied from
17-18% in Spain and Ireland —
with a number of regions in these
countries having much higher rates
still — to under 5% in Portugal and
the Western part of Germany and
2% in Luxembourg.

Except in the UK, the rate of unem-
ployment of women remains
significantly higher than the rate
for men — in many Member States,
at least twice as high — and the
difference between the two rates
tended to widen between 1984 and
1989.

Young people under 25 continue to
be more affected by unemployment
than older age groups. In April
1992, 18% of people under 25 were
unemployed across the Community,
with rates as high as 30% in Spain
and Italy, although as low as 4% in
the former West Germany. The rate
of youth unemployment, however,

fell by more than the overall rate in
the 1980s, partly as a result of the
special measures targeted at the
young unemployed in the early part
of the decade in many Member
States, partly because of the high
rate of new job creation in the later
years, and partly because fewer
young people were coming of work-
ing age.

In 1990, even after five years of high
employment growth, almost half
the unemployed in the Community
had been out of work for at least a
year and around a third for at least
two years. The proportions were
even higher in many of the less
developed regions in the South of
Europe, in Italy and Spain, in par-
ticular — although also in Belgium
— where, on average, some two-
thirds of the unemployed had been
out of work for a year or more. The
relative numbers of long-term
unemployed fell only marginally
between 1985 and 1990 in the
Community as a whole, although
countries where employment
growth was most rapid — the
Netherlands, Spain, Portugal and
the UK — showed a significant
decline.

Overall in the Community, a sub-
stantial proportion of the
long-term unemployed — 35% in
1990 — have never had a job,
while many more — a further 19%
in 1990 — were looking for em-
ployment after a period of
inactivity. Under half of the long-
term unemployed had, therefore,
become unemployed after being in
work. This phenomenon is par-
ticularly marked in the Southern
Member States. In Italy, 78% of
those unemployed for a year or
more in 1990 had never previously
been employed, while in Greece,
the figure was 65%. In most coun-
tries in the North of the
Community, in contrast, over 90%
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of the long-term unemployed had
at some time had work experi-
ence.

Trends in the
Community’s
labour force

Concern has been expressed about
demographic trends in the Com-
munity, with declining birth rates
and growing numbers of people
living into old age. A specific point
of concern is that the working-age
population, as well as ageing,
could decline in future years,
damaging the competitiveness of
the Community’s labour force and
reducing productive potential. At
the same time, reduced numbers
of people of working age will need
to support increasing numbers of
people in retirement.

Similar trends are also observable
in other developed countries.
Indeed, over the past 30 years, the
ageing effect has been more pro-
nounced in Japan than in the
Community. Moreover, over the
next 20 years — the time-scale over
which changes in working-age
population are reasonably predict-
able since those coming of working
age (over 15) have mostly already
been born — the average age of the
working-age population in both the
US and Japan is set to increase by
more than in the Community.

As demonstrated in Chapter 3,

however, inferences about the
growth and age structure of the
work force in the Community can-
not be drawn simply by
estimating how the population of
working-age is likely to change.
Of greater importance are change-
s in rates of participation in the
labour force of those in the
working-age bracket.

Over the past 30 years, there have
been marked changes in parti-
cipation rates throughout the
Community. In particular, increas-
ing proportions of women of
working-age have joined the labour
force, while for men in both the
younger and older age groups
participation has tended to decline.

In the Community as a whole
these trends have tended to offset
each other so that the overall rate
of labour force participation has
not changed greatly. Across Mem-
ber States, there is very little
relationship between growth of
working-age population and
growth of the labour force. Several
countries (eg Denmark) have had
significant labour force growth
with very little increase in work-
ing-age population.

Far from ageing over the past 30
years, as commonly supposed, the
Community’s work force seems to
have become younger. Between
1960 and 1990, the proportion
aged 50 and over declined from
27% to 21%, while the proportion
in the prime age group of 25-49
rose from 51% to 62%. Indeed
the age composition of the labour
force in the Community is very
similar to that in the rest of
Western Europe and the US,
although different from Japan,
where a significantly higher
proportion of the work force is in
the older age groups.

However, while the average rate
of participation of men in the work
force in the Community is similar
to that in other developed coun-
tries, the average rate for women
is substantially lower. In 1990,
only 43% of women aged 15 and
over in the Community were
recorded as being active members
of the labour force as compared
with 50% in Japan and around

55% in other Western European
countries and the US. Although
activity rates of women have risen
over the past 30 years in the Com-
munity, they have done so by less
than in other parts of Western
Europe or the US.

The activity rates of women differ
greatly between Member States.
In the South — in Spain, Greece
and Italy — rates averaged only
around 35% in 1990, and in Ire-
land, only just over 30%, while in
Denmark the rate was over 60%.
The rise in participation of women
in the labour force, however, has
been common to all Member
States since 1970, with little sign
in any country — apart possibly
from Denmark — that rates have
peaked.

As well as activity rates in the
Community being lower than in
other developed parts of the
world, unemployment also tends
to be higher, so that an even lower
proportion of working-age popula-
tion is actually in employment
(around 50% of those aged 15 and
over, as compared with around
60% or more in other parts of
Europe, the US and Japan). In
many of the less developed parts
of the Community, underemploy-
ment is acute, the “utilised”
labour force — or employment —
rate being 45% or less in 1990.
Many of the unemployed in these
parts are young people of under
25. Despite the trend decline in
the numbers of young people com-
ing of working age, therefore, a
high proportion of these young
people still remain without em-
ployment.

The implication is that a very much
smaller proportion of people in em-
ployment in the Community —
around 40-50% less — have to pro-
vide economic support for the

-10 -
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population as a whole than is the
case in most other developed parts
of the world. This has major impli-
cations for the Community’s ability
to match the level of income per
head in these countries.

The ageing of the Community’s
population which is projected to
occur over the next 20 years is likely
to be particularly pronounced in the
Northern Member States. In all
cases, the relative numbers of those
in the 25-49 age group are forecast
to decline between 1990 and 2010.
In the South of the Community, on
the other hand, the numbers in this
’prime age’ group are set to increase.
Nevertheless, in relative terms, it is
in the Southern countries where the
numbers of young people coming of
working age are projected to decline
by most.

The slowdown in the growth of the
Community’s working-age popula-
tion projected for the next 20 years
does not, however, mean that the
labour force will necessarily
increase more slowly. If the upward
trend in the rate of participation of
women in the labour force continues
over the next 20 years at a similar
rate to that in the 1980s, the labour
force could expand by between 12%
and 17% between 1990 and 2010
(depending on the growth of work-
ing-age population). This would
mean between 19 and 28 million
people joining the work force — sig-
nificantly more than the number of
additional jobs created over the past
20 years.

On the other hand, if the activity
rates increase less, then the Com-
munity’s labour force could show
little change over the period to 2010.
Whether this becomes a cause for
concern will depend, however, on
the rate of economic growth and the
associated change in demand for
labour. If high economic growth

were to occur, then labour shortages
might be a possibility. On past evi-
dence, however, if the demand for
labour were to increase strongly,
activity rates would be unlikely to
remain low.

Although the average age of the
working-age population will
increase over the next 20 years, the
average age of the labour force is
unlikely to increase much, if at all,
because the relative decline in num-
bers of young people joining the
work force is likely to be offset by
the increased participation of
women in the 25-49 age group. The
proportion of the labour force which
is of prime working age —i.e. 25—49
— is, therefore, projected to be
higher in 2010 in the Community
than in 1990.

The growth of the working-age
population is likely to be lower in
other developed parts of Europe
than in the Community over the
next 20 years. Growth is also pro-
jected to be relatively low in Central
and Eastern Europe as well as in
the former Soviet Union. In the
countries to the South of the Com-
munity, in North Africa and the
Middle East, however, working-age
population is set to increase dra-
matically, by around 3% a year,
which implies almost a doubling of
numbers between 1990 and 2010,
with a particularly rapid growth of
those aged between 15 and 24. This
is likely to have profound social and
political consequences in the region
unless there is a marked accelera-
tion in the pace of economic
development.

While the rapid prospective
growth in labour supply in these
countries does not pose a competi-
tive threat to the Community, it
does represent a major challenge
in terms of how the countries to
the South, as well as to the East,

can be helped to overcome devel-
opment problems.

Employment
growth in services

The number of people employed in
services in the Community
increased by 12 million over the
1980s, offsetting the decline of jobs
in agriculture and industry but not
by enough to prevent unemploy-
ment from increasing. Chapter 4
examines a number of issues
related to the growth of services —
in particular, the scope for further
employment creation in services,
the differential growth of employ-
ment across the Community and
the differences in the location of the
different kinds of service activity.

The proportion of the work force
in the Community employed in
services, at just over 60%, is simi-
lar to that in other parts of
Western Europe, and more than
in Japan. However, it is signifi-
cantly less than in the US where
the figure is over 70%. The propor-
tion varies markedly between
Member States, broadly reflecting
their level of economic develop-
ment and income per head, with a
number of countries in the North
of the Community — Belgium,
the UK and the Netherlands —
having similarly high figures to
the US.

The importance of part-time work-
ing in services means that
comparisons of numbers employed
can give a misleading indication of
the volume of employment in the
sector in terms of hours worked. If
differences in the relative numbers
of part-time workers are allowed
for, the variation in the proportion
of employment in services between
Member States is significantly
narrowed.
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The importance of services in the
Community has increased mar-
kedly and almost continuously over
the past 20 years, a growth which is
also apparent in other developed
countries. The experience of the US,
in particular, suggests that the
scope for further expansion of em-
ployment is far from exhausted. The
relative importance of different
kinds of service activity has, how-
ever, changed over time and is likely
to continue to do so.

During the 1980s, there was some
tendency for employment in ser-
vices to grow by more in the
Southern countries of the Com-
munity, where the share was
relatively low, than in the North.
There was no tendency over this
period, however, for countries with
an above average decline in employ-
ment in agriculture and industry to
show an above average expansion of
jobs in services — if anything, the
reverse was the case.

The division of employment in ser-
vices between broad sectors is
similar in the Community to that
in other developed countries.
Moreover, there has been a fairly
uniform tendency since 1970 for
the numbers employed in finance,
insurance and business services
to increase by most, and for em-
ployment in transport and
communications to decline by
most in relative terms.

Non-market services, comprising
education, health and other social
services as well as public adminis-
tration, accounted for over a third
of employment in services in
the Community in 1989, while
another 25% or so were employed
in the distributive trades. Finance
and insurance, one of the fastest
growing sectors, was responsible
for under 10% of employment in
services.

There is little variation in the
relative importance of basic services
— distribution, transport, hotels
and catering — between Member
States. However, the other, more
dynamic, sectors do vary signifi-
cantly in importance across the
Community. For example, in
the UK, finance and insurance
accounted for over 10% of total em-
ployment in the economy as a whole
in 1989 as compared with under 3%
in Italy and Spain. Indeed, over half
of all employment in the finance and
insurance sector in the Community
in 1989 was located in the UK.

In the case of other market services,
which also cover a number of
rapidly growing activities, employ-
ment ranged from 17-18% of the
total in the Netherlands and
Belgium to under 5% in Portugal
while, for non-market services, the
proportions ranged from 30% in
Denmark to less than 14% in
Luxembourg.

Variations in employment between
services activities are even more
pronounced at the regional level.
For distribution, hotels and cater-
ing — basic services for which
population is a key determinant —
employment is relatively uniform
across the Community, except in
tourist areas. For transport and
communications, employment also
tends to vary with the density of
population, although also with the
scale of economic activity. For
finance and insurance, employ-
ment, as would be expected, is high
in financial centres and, with only a
few exceptions, relatively low else-
where.

For other market services, the vari-
ation in regional shares of
employment reflects the influence
of population and income per head,
employment being high relative to
population in the more prosperous

parts of Northern Member States
and low in the less developed parts
of the South. The same factors also
influence employment in health-
care and education which exhibits a
similar pattern of variation.

Employment in public administra-
tion varies significantly between
regions in relation to both total em-
ployment and population, although
there seems to be some tendency for
it to be relatively high in areas
where unemployment is a problem,
as well as in capital cities. On bal-
ance, employment in this sector
relative to population does not seem
to rise in proportion to income per
head.

Of the total addition to service sec-
tor employment over the 1980s,
other market services were respon-
sible for 35% of the additional jobs
created (in full-time equivalent
terms) non-market services for 30%,
and finance and insurance for only
13%. In the South, in Spain and
Portugal, hotels and catering were
the main areas of employment
growth. In most Northern coun-
tries, other market services were
the main area of job creation. In
finance and insurance, by far the
highest growth of employment was
in the UK and Luxembourg, rein-
forcing their dominance of this
sector.

There is little evidence that the
expansion of service employment
which occurred in the 1980s was to
any significant extent the result of
increased specialisation within the
Community economy causing a
shift of jobs out of other sectors. The
group of activities which are most
liable to have been the source of
such a shift of employment —
various business services —
account for only a small proportion
of service employment. Moreover,
although they expanded rapidly
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over the 1980s, it is implausible
that more than a small proportion
of the additional jobs created effec-
tively involved the transfer of
employment from other sectors.

While there is some concern that
there will be less scope for employ-
ment growth in the coming years in
a number of sectors which experi-
enced a high rate of job creation in
the 1980s — banking in particular
— there is only limited evidence of
any recent slowdown in the rate of
increase. The prospect of increased
automation combined with ration-
alisation as competition intensifies
has to be set against the growth and
widening of demand for services
which is evident.

Employment
developments
in Central and
Eastern Europe

The economic and employment situ-
ation in the countries to the East of
the Community in Central and
Eastern Europe is likely to have
important consequences for the
Community. While political and
economic reform in the former
centrally-planned countries is
proceeding rapidly, it is being
accompanied (as described in Chap-
ter 5) by a substantial fall in output,
considerable loss of jobs and rapidly
rising unemployment.

Governments in the region are
attempting to strike a balance
between pressing ahead with
reforms and avoiding too much
unemployment. They are having to
contend with the consequences of
the breakdown of the COMECON
system of managed trade which has
severely affected export industries
and their ability to buy essential
imports, while at the same time

having to impose restrictive mon-
etary and fiscal policies to curb
inflation and excessive rises in
internal and external deficits.

In the five Central and Eastern
European countries from which
data have been collected — Bulga-
ria, Czechoslovakia, Hungary,
Poland and Romania — GDP fell by
around 20% or more between 1989
and 1991, with all countries apart
from Poland experiencing a larger
fall in 1991 than in 1990. The main
decline has been in industry,
although production in agriculture
has also fallen.

The fall in output has been concen-
trated in state enterprises, which
remain predominantly responsible
for industrial production. In none of
the countries has the growth of the
private sector compensated for
more than a small part of this loss
of output.

As output has declined, employ-
ment seems also to have fallen
significantly, although the precise
scale of the fall remains uncertain
because of problems of collecting
reliable figures on the numbers
working in the private sector. The
major loss of jobs has been in manu-
facturing, where employment in
1991 alone declined by 7-10% in
each of the countries.

The loss of jobs in industry, as well
as in agriculture, does not seem to
have been compensated by any sig-
nificant growth of employment in
services, although official figures
almost certainly understate the
growth of employment in services in
the private sector.

The participation of men in the
labour market, as recorded by the
official figures, declined throughout
the region between 1989 and 1991
— reflecting increased employment

in the informal economy as well as
in working abroad — while the par-
ticipation of women rose in Poland
and Romania and fell in the other
three countries. Nevertheless, the
rate of participation of women in the
labour market in most parts of the
region remains higher than in the
Community, although once the
figures are put onto a comparable
basis the difference is much less
than is sometimes claimed.

As employment has fallen, so
recorded unemployment has risen
sharply. According to the numbers
registered, which in some cases sig-
nificantly understate the true
position, unemployment had risen
from virtually zero at the beginning
0f 1990 to 12% in Poland and Bulga-
ria by March 1992, 8% in Hungary
and 61%% in Czechoslovakia.
Except in Czechoslovakia, there is
little sign of the rise in unemploy-
ment slowing.

Unemployment has particularly
affected the unskilled and the
young, the latter because of the very
low rate of new job creation. In
many parts of the region, just as in
the Community, the unemployment
rate for those under 25 is at least
double the rate for those over 25.
Because of the lack of new job oppor-
tunities, long-term unemployment
is also beginning to emerge as a
problem.

Unemployment is particularly high
in agricultural areas and those with
high concentrations of heavy or
basic industries, while the regions
where capital cities are located —
where services are most important
— tend to have the lowest rates.

Inflation increased substantially in
all countries with the removal of
price controls, but is now declining
in most countries. Although all gov-
ernments attempted to protect real
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wages from the worst effects of this
increase, all accepted the need for
some fall in real wages to curb
excess demand. Nevertheless, the
fallin real wages has generally been
much greater than planned.

Those suffering the biggest falls in
real income are, in the main, those
who have lost their jobs or in retire-
ment. Despite the development
and/or extensions of social security
systems to cover the unemployed
and those on low wages (through
minimum wage legislation), tighte-
ning financial constraints have
meant that levels of benefit (and
of the minimum wage) have gener-
ally been reduced and eligibility
restricted. This, however, has
not prevented the emergence
of acute financing problems as
unemployment has increased and
government income has declined.

The same financing problems have
also affected the scale of funding for
active labour market measures,
which have been able to assist only
a small proportion of the unem-
ployed.

The general expectation is that em-
ployment will continue to decline
and unemployment will continue to
increase during 1992, especially if
the process of privatisation accel-
erates, thereby intensifying
competition and encouraging reduc-
tions in overmanning in the
interests of securing greater pro-
ductive efficiency. There are,
however, some favourable signs
with inflation coming down signifi-
cantly in some countries and
exports to the West being expanded.

Men and women in
the labour market

Although rates of participation of
women in the labour market in

the Community increased signifi-
cantly over the past two decades,
and while 60% of the additional
jobs created between 1985 and
1990 went to women, women still
account for under 40% of employ-
ment. Moreover, as shown in
Chapter 6, as compared with men,
women have a narrower range of
job opportunities open to them
and are predominantly in lower
paid jobs.

Rates of activity vary significantly
between men and women for most
age groups. While male participa-
tion in the labour market tends to
increase in all Member States up to
the mid-20s and then to remain
stable up to the mid-50s, in most
countries female participation
tends to decline from the mid-20s
and then either continues to decline
or increases again from the mid-30s.
These two predominant patterns for
women seem to reflect the influence
of family responsibilities which
come from both having children and
simply being married.

Women who want to work, there-
fore, unlike most men, have to
reconcile these responsibilities with
the pursuit of a career. Apart from
in Denmark, there are substantial
differences throughout the Com-
munity in the activity rates of
married and single women. In a
number of Northern Member States
— the UK, Netherlands and Ire-
land, especially — this difference is
partly explained by the need to look
after children in a situation where
the provision of childcare facilities
is limited.

In Southern Member States, how-
ever — as well as in Denmark and
Belgium — activity rates for women
with and without children are very
similar and the explanation of low
levels of female participation has to
be sought elsewhere (for example,

in labour market regulations or
social attitudes to women, particu-
larly married women, being in paid
employment).

Educational attainment seems to
be an important determinant of
labour force participation, for men
but more especially for women.
Women with higher levels of edu-
cation, therefore, tend to be much
more likely to be in paid employ-
ment or actively seeking work
than those with lower levels of
education.

In the light of this, it is relevant to
note that the proportion of women
in higher education increased signi-
ficantly between the mid-1970s and
1989/90 in most Member States
where it was at a low level, so that
women now make up around half of
all higher education students -in
most countries. The main excep-
tions are Germany, where the
proportion of women is only around
40%, and the Netherlands and Ire-
land, where there has, however,
been an upward trend.

Within the labour market, there
are significant differences
between the jobs filled by women
and those filled by men. 75% of all
women in work are employed in
services, as opposed to only 51% of
men. Moreover, the number of
women working in services has
grown consistently over the past
20 years at around twice the rate
for men, so that just under half
of all jobs in the sector are now
performed by women as against
40% in 1970. In both agriculture
and industry, on the other hand,
the share of jobs taken by women
has shown little change over this
period.

In services, the proportion of jobs
taken by women tends to be
higher, the higher the level of par-

-14 -



Summary

ticipation of women in the labour
force of the Member State con-
cerned. In the Benelux countries,
where participation rates are low,
women’s share of employment in
services is equally low despite the
relatively high importance of ser-
vices. In Denmark and the UK,
which have the highest rates of
female activity, women account
for the largest share of services
employment. The steady growth
of services and the increase in par-
ticipation of women in the labour
force are, therefore, closely
linked.

Women’s employment is also con-
centrated in a more limited
number of industries and trades
than men’s. In 1990, one third of
women in employment in the six
Member States for which data are
available (and which together
accounted for 72% of total employ-
ment in the Community) worked
in just three trades — health ser-
vices, retailing and education.
Indeed, over half worked in only
six trades, all in the service sector.
In contrast, the most important
six trades employing men
accounted for under 40% of male
employment, while the “top” ten
were responsible for just over half
of men’s jobs — five industries and
five service trades.

The concentration of women’s em-
ployment in particular sectors
seems to have increased rather
than diminished over the 1980s,
while that of men remained
virtually unchanged.

Over the Community as a whole,
28% of women in employment
worked part-time in 1990 as com-
pared with only 4% of men. In the
UK and the Netherlands 43% and
59% respectively of women in em-
ployment were employed on a
part-time basis; together, these

two Member States accounted for
42% of women part-time workers
in the Community in 1990. In
other parts of the Community,
especially in the South, part-time
working among women is much
less important — under 10% in
Italy, Spain and Greece — and,
moreover, has shown little tend-
ency to increase.

The importance of part-time
working varies comparatively
little between regions within
countries, which suggests that it
has more to do with national
rather than local characteristics
of the labour market.

Temporary employment is also
more important for women than
for men in the Community, with
12% of women as opposed to 8% of
men being employed on fixed-
term contracts. In addition, 73%
of all family workers in the Com-
munity in 1990 were women.
Although the numbers have
tended to fall significantly over
time in all Member States, family
workers still represent around 5%
of total female employment (as
against only 1% for men),
although only in Greece (27%) and
Spain (11%) is the proportion
much greater than the average.

By contrast, proportionately
fewer women than men are self-
employed or employers in the
Community. Only 25% of the self-
employed were women in 1990 —
only 10% of all women in employ-
ment — as compared with 20% of
all men. Even in services, women
account for only 30% of total self-
employment.

Although the evidence on relative
pay levels of men and women is
unsatisfactory, there is a clear
indication that women tend to
work in significantly lower paid

jobs than men. In manufacturing,
the average earnings of women
manual workers were between
75% and 85% of those of men in
most Member States in 1990.
Within individual manufacturing
sectors, there has been only a
small tendency for the gap in pay
between men and women to nar-
row since the mid-1970s.

The average earnings of non-
manual women in employment
are even further below those of
men in most Member States. In
manufacturing as a whole, in no
country in 1990 was the average
pay of women non-manual
workers over 68% of that of men.
In services, differences are
slightly narrower, with women in
retailing earning on average 65—
70% of the pay of men in most
countries, in insurance 70-75%
and in banking 75-80%, although
in some cases the difference is
much wider. As for manual
workers, there is no evidence of a
uniform tendency for the pay gap
between men and women to close
between 1985 and 1990.

Unemployment
compensation
schemes

The systems in operation in the
Community for providing income
support to the unemployed differ
widely between Member States (as
described in Chapter 7). Broadly,
schemes can be divided into those
based on an insurance principle —
which relate benefits to earnings
when in work — and those based on
welfare principles, providing a
minimum level of income. Most sys-
tems involve various combinations
of the two, with earnings-related
benefits applying for only a limited
period of time. As long-term unem-
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ployment has increased, there has
been a growing tendency to link the
length of this period to the length of
time contributions have been paid,
as well as to reduce the rate of
benefit.

There is little sign of any long-
term convergence between the
different schemes in force. Indeed,
the individual features of the
various national schemes seem to
have become more pronounced in
the 1980s.

The proportion of the unemployed
entitled to receive unemployment
compensation (the beneficiary
rate) varies from 6% in Greece to
86% in Denmark, and in most
Member States changed little over
the 1980s, although there were
marked reductions in Germany,
the UK and the Netherlands. In
most countries also, a much smal-
ler proportion of the women
unemployed receive benefit at any
one time than men, partly because
of having less continuous spells of
employment.

The proportion of the unemployed
eligible for assistance tends to
increase with age under insurance
based schemes and to be largely
invariant under welfare schemes,
although the proportion of long-
term unemployed covered, who
are often older workers, is usually
less under the former type of
system.

The rates of benefit received also
vary widely across the Com-
munity. In most countries, the
rate when a person first becomes
unemployed is between 50% and
70% of previous earnings,
although much less in the UK and
Ireland where welfare principles
dominate. As the period of unem-
ployment increases, so rates tend
to be reduced, in some cases

substantially, and to become
dependent on individual circum-
stances.

The overall cost of unemployment
compensation systems in terms of
public expenditure differs, of
course, according to the level of
unemployment. However, some
countries (Denmark, the Nether-
lands and Belgium) spend 2-3
times more in relation to the num-
bers unemployed than others
(France, Germany and the UK)
and considerably more than the
least generous countries (Greece
and Italy — although alternative
ways of supporting the unem-
ployed exist in the latter). In most
Member States, the proportion of
GDP spent on each unemployed
person rose between 1985 and
1990, although it declined in
the Netherlands, Luxembourg,
Ireland and, most markedly, in
the UK.

The effect of the various support
systems on the rate of unemploy-
ment, on incentives to work and
on the functioning of the labour
market generally are ambiguous
and hard to discern empirically.
While high levels of benefit may
encourage people to remain unem-
ployed longer, they may also help
to stabilise purchasing power in
the economy, reduce divisions in
society, assist in maintaining
good industrial relations and
increase the willingness of
workers to be mobile or flexible.

Public expenditure on income sup-
port for the unemployed tends in
most Member States to be signifi-
cantly higher than the amount
spent on active labour market
measures, such as training or job
creation. Spending on the latter
averaged less than 1% of GDP in
the Community in 1990. In
general, expenditure on active

measures varies inversely with
the level of unemployment,
largely because priority is given
to income support when the num-
bers out of work increase.

Actions to
combat long-term
unemployment

Long-term unemployment
remains a serious problem in
many parts of the Community des-
pite considerable policy efforts to
reduce it. Registered long-term
unemployment is, moreover, only
the most visible dimension of a
wider problem of chronic under-
employment and insecure jobs at
low rates of pay. In effect, many
people are effectively excluded
from the primary labour market,
making it impossible for them
to derive a level of income from
employment sufficient to meet
personal and family needs on a
lasting basis.

According to a recent comprehens-
ive evaluation study carried out
under the ERGO programme, and
summarised in Chapter 8, long-
term unemployment is the result of
an array of factors — the way labour
markets work, the social structures
and divisions in society, inadequate
levels of education or training and,
most of all, the overall shortages of
jobs in many parts of the Com-
munity. Until these issues are fully
addressed, and obstacles overcome,
long-term unemployment will
remain a serious problem.

Labour market measures have an
important role to play in opening
up routes into employment for
those who are unable to find work
without assistance. Nevertheless,
the effects of such specific short-
term measures or actions, however
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extensive in scale and scope, are
inevitably limited and the policy ob-
jectives assigned to labour market
measures need to reflect this.
Measures should be judged, for
example, on their ability to ensure
that the maximum number of
people can be helped to keep in
touch with the labour market, and
to compete effectively within it,
rather than on their effectiveness in
reducing the overall level of unem-

ployment.

Helping people in difficulties into,
or back into, a pattern of routine
activity can be a struggle for all
concerned, even though the success
stories emerging many pro-
grammes and projects serve to
motivate and encourage promoters
and participants alike. Being long-
term unemployed is highly
demoralising — even if the experi-
ence is shared with others in the
same predicament, this serves to
alleviate the stigma rather than
raise morale.

Individual counselling for the long-
term unemployed is thus a sine qua
non of any effective action since the
first objectives are to re-establish
the confidence of the person con-
cerned, and to assess their capacity
and potential. Flexibility is a key
element in the design of pro-
grammes and projects — enabling
actions to be adapted to the needs of
both participants and the local la-
bour market.

Experience and evaluations can im-
prove the effectiveness of measures
to assist the long-term unemployed.
This can both reduce the scale of the
problem, and raise the overall
productive capacity of the Com-
munity’s workforce. Such measures
cannot on their own, however, pro-
vide an adequate response to an
economic and social problem which
is so deeply rooted.
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Chapter 1 Employment in the Community : Trends and Prospects

Chapter 1

Prospects

After several years of strong growth and rising employment,
the sharp upturn in unemployment since 1990 has come as a

shock.

Since around the middle of 1990
the rate of job creation in the Com-
munity has slowed as the overall
rate of economic growth has
declined, depressing employment
relative to working-age popula-
tion and causing unemployment
to increase (Graph 1). While the
average rate of unemployment in
1991 was only slightly higher
than in 1990, the trend during the
year was consistently upwards
(Graph 2). By May 1992, the rate
for the Community as a whole had
risen to 9.5%.

This trend is in line with develop-
ments elsewhere. Indeed, other
parts of Western Europe and the
US have experienced even larger
falls in employment and rises in
unemployment over this period.
Only Japan — where economic
growth has also slowed, but
remains significant — has
succeeded in maintaining employ-
ment growth at a rate sufficient to
prevent unemployment from
rising.

This reversal of fortunes follows a
period in the second half of the
1980s which was notable for
unusually high job creation in the

Community, which resulted in a
significant increase in the num-
bers in employment relative to the
population of working age, and
which led to a reduction in unem-
ployment.

1  Shareof wnrking age pnpu!aﬁon in empluymnt in tha \ﬂommunity

~and elsewhere, 1970—1991

% popu lation {1 5»64}

1970 175 oo

Employment in the Community : Trends and

Between 1985 and 1990, employ-
ment rose from 57% of the
population of working age (15—64)
to 60%. This was a higher rate of
increase than in other parts of
Western Europe or Japan over

w0
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~ Analysing short-term changes
in employment and unemployment

While it is possible to monitor changes in unemployment across the Community from month
to month on a reasonably consistent basis, and with only a short delay, it is much more difficult
to follow short-term movements in employment, and therefore in the relationship between
employment and unemployment. l \

Indeed, the only official sources of information which can be used for examining comparative
changes in employment over the recent past are national ones. Data for a number of countries ’,
are available on a quarterly basis from OECD. Unfortunately, only six Member States are
among these countries, although, since these include the five largest Community countries
(together with Portugal), the data encompass some 87% of the total numbers in employment
in the Community.

It should be emphasised, however, that these national figures are not derived on a common
basis and have to be treated with caution. Nevertheless, both the annual average figures
derived from the national quarterly data, and more especially the year-to-year changes
implied, are broadly consistent with the results of the Community Labour Force Survey —

the main source used elsewhere in this report. , ‘ '

Since the latter source reflects the position during a particular week of the year and collects
data from private households rather than enterprises or administrative records, some dif-
ferences are to be expected and it is encouraging that, in general, as far as employment is
concerned, they are relatively small.

There are, howew}er, a few instances where the differences are significant. The most important
concerns Germany in 1990, where the LFS shows a much larger increase in employment
during the year than the national source (just under 6% as opposed to just under 3%). ‘

~ The situation with regard to unemployment data is more complicated. In contrast to the
monthly statistics published by Eurostat — which are based on LFS results and which are,

so far as possible, harmonised — national statistics are compiled and defined in different ways
in different countries. (Only in Spain and Portugal are the figures based on quarterly LFS
results; in Germany and France, they are based on the numbers registering as unemployed,
in the UK, on those drawing unemployment related benefits and in Italy, on a combination
of sources.) \ : «

_In terms of levels of unemployment, apart from Spain and Portugal, there are significant
differences between the two sources for most countries, with the national figures being much

igher than the harmonised Eurostat data for Germany, France and Italy, and the reverse

being the case in most years for the UK. ~ / . f

More importantly for the present analysis, there are also differences between the two sources
in terms of changes over time. For Italy, in particular, the two series show a markedly different
pattern of change over much of the period 1986 to 1991, while for Spain and the UK, the
movements shown in 1991 are also significantly different. ; :

Although it is usually preferable to use data from the same source when analysing develop-
ments, in this case, the Eurostat statistics on unemployment, rather than the national source
data, have been related to the short-term movements in the national employment data
because of the greater comparability within the Eurostat series. Both series are seasonally
adjusted to allow for normal fluctuations over the year, such as, for example, the influx of
young people into the work force at the end of the school year or employment in seasonal
activities. » i '
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this period and only slightly less
than in the US — in marked con-
trast to the experience of the
previous ten years, when the
employment record of the Com-
munity was considerably worse
than in other comparable parts of
the world.

Similarly, unemployment had
declined from a peak of around
11% in 1985 to just over 8% in
1990. Although that was less than
might have been expected given
the growth of employment, it was
nevertheless a larger fall than
occurred in non-EC Western
Europe, the US or Japan.

Unemployment
developments in
Member States

The recent growth of unemploy-
ment in the Community as a whole
has been very unevenly distributed
between Member States. Just as the
UK led the way in reducing unem-
ployment in the mid-1980s, so too it
was the first to experience an
upturn in unemployment. It alone
showed any significant rise in
unemployment in the second half of
1990 and experienced the largest
rise in unemployment during 1991.
Between December 1990 and
December 1991, the unemployment
rate in the UK increased from 7.8%
to 10.3%, the only other country
showing a comparable rise being
Ireland, where unemployment rose
by 2 percentage points over this
period.

Nevertheless, rising unemployment
gradually appeared in other parts of
the Community during 1991, with
only three countries — Germany,
the Netherlands and Portugal —
not experiencing an increase be-
tween the beginning and end of the

year. In the first five months of
1992, the numbers out of work rose
in all Member States, with the ex-
ception of Spain and the
Netherlands.

Economic growth
and employment,
1986 to 1991

The recovery in economic growth in
the Community from the mid-1980s
onwards led to increased employ-
ment growth in most countries.
For the four Member States —
Germany, France, Italy and the UK
— for which it is possible to compare
quarterly changes in GDP and em-
ployment, employment rose by
around 0.3-0.4% a quarter in the
period 1987 to 1990, some 0.5-1%
less, on average, than the growth
rate of GDP, reflecting the growth
of labour productivity.

2 Unemployment rates in the Community and elsewhere,

% labour force

While there is a broad tendency
over the period 1986 to 1991 for
employment to rise at a higher
rate the faster the rate of GDP
growth, the relationship is not a
uniform one. As is well known,
employment tends to respond to
changes in the growth of output
only with a lag, which economists
have tended to estimate at around
six months or so. Neither the lag
nor the scale of the response, how-
ever, is necessarily constant over
time, but is influenced by a range
of factors, many of them intan-
gible such as business confidence
and expectations about future
developments. If, for example,
employers expect a given increase
in output growth to continue in
future quarters they are more
likely to expand their work force
quickly than if it is expected to be
short-lived. Similarly, if output
growth declines, then they might
delay reducing employment until
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Employment developments
in the new German Linder

The emplnyment and unemplﬁyment figures for the
Community do not, because of difficulties of com-
parability, include the new German Lander — the
former East Germany — where a lack of employ-
ment apportumtles and hlgh unemployment are
majcr problems. , .

In January 19911, six months after monetary unifi-
cation, the rate of registered unemployment stood
at 8.6%. By the end of the year, it had risen to 11.8%.
Most of this increase, however, occurred in the
middle of the year, in July, when a number of
short-time working schemes, which effectively kept
a significant number of workers off the unemploy-
_ment register, came to an end. Between June and
~ July of 1991, the number of people who worked for
less than 50% of normal hours, declined by 19%
from 1 119 000 to 912 000. At the same time, the
~ rate of unemployment rose from 9.5% to 12.1%.

Much the same phenomenon occurred at the turn
of the year, between December 1991 and January
1992, when the total number of short-term workers
was reduced by around a half, from over a million
to just over 500 000. Registered unemployment,
therefore, rose from just under 12% to 17% From
_then to April 1992, it fell to 15.5%.

Although unemployment in the new Léander is
higher than in most other parts of the Community,
/it would be even higher were it not for short-term
~working arrangements, special job creation pro-
grammes, training and retraining schemes and
early retirement arrangements

In April 1992, just under 500 000, around 6% of the
labour force, were working short-term, around half
_ of these for less than 50% of normal working hours.
At the same time, another 500 000 or so were being
trained or retrained — more than double the num-
ber of only a year previously — while over 400 000
__were employed under job creation programmes —
~ around five times as many as a year earlier. In
_ addition, around 780 000 people had taken early
 retirement. The number of people on these various
schemes, therefore, amounted to around 20% of the
_work force at this time.

At the same time as unemployment has increased,
the notified number of job vacancies has remained
stubbornly low. In April 1992 it stood at around
33 000, under 3% of the total number of unem-
/ ployed

they are convinced that the
change is not transitory.

On analogous arguments it would
be expected that employment would
fluctuate by less than output. This
is confirmed by the quarterly move-
ments in the two series between
1986 and 1991, which shows that
temporary changes in the rate of
GDP growth are not accompanied
by changes in employment growth.
To allow for both the lagged
response of employment to changes
in output and to smooth the fluctu-
ations in the latter, quarterly
changes in employment for these
four countries have been related to
average GDP growth over the
preceding four quarters (i.e. the
quarterly change in employment in
the first quarter of 1986 is related
to the average change in GDP
between the second quarter of 1985
and the first quarter of 1986, the
employment change in the second
quarter to the average GDP change
over the four quarters ending the
second quarter 1986, and so on).

The movements in employment and
the 4-quarter moving average of
GDP, so calculated, show a very
similar pattern (Graph 3). The
quarterly rate of increase in em-
ployment rose to around 1% from
the first quarter of 1987 to the first
quarter of 1988 as GDP growth in-
creased from 1% a quarter to over
1% a quarter and then remained
relatively stable at around 0.3-0.5%
up to the first quarter of 1990 as the
rate of GDP growth gradually came
down to 0.8% a quarter. From the
beginning of 1990, however, em-
ployment declined sharply to zero
change in the first quarter of 1991
and to negative changes thereafter,
seemingly in anticipation of the pro-
tracted fall in GDP growth.

On the basis of this experience, it
might well be that any recovery in
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GDP growth would need to be well-
established — or at least considered
by employers to be so — before there
is likely to be a significant response
in terms of employment growth.

Employment and
unemployment,
1986 to 1991

Between the beginning of 1986 and
the second quarter of 1990, in the
six Member States for which data
are available, employment
increased fairly consistently by
300-500 000 a quarter —i.e. at an
annual rate of around 1-1.5%. This
was associated with a gradual fall
in the numbers unemployed from
the beginning of 1987, which was
particularly marked in 1989 when
the increase in employment was
most pronounced (Graph 4).

While unemployment fell each
quarter from the second quarter of
1987 to the end of 1990, the extent
of the fall was consistently less than
the increase in the numbers of
people in work — on average some
300 000 a quarter less. Some dif-
ference in the two is only to be
expected given the growth of work-
ing-age population — and,
therefore, the increase in numbers
entering the labour market — in
these six countries over this period.
This growth, moreover, varied to
some degree over the period because
of variations in the scale of inward
migration. It was particularly high
in 1989 and 1990 because of the
influx of people looking for work
into the former Federal Republic (to
which the employment and unem-
ployment figures relate) from the
former East Germany.

Since, however, growth of working-
age population averaged only around
0.4% a year over this period, adding

05
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some 175 000 a quarter to the labour
force, it explains only part of the gap
between the rise in employment and
the fall in unemployment. The
remainder — an average of around
125 000 a quarter — is by definition
attributable to an increase in partici-
pation, i.e., to people who were
previously regarded as being inac-
tive joining the workforce.

This increase in participation is a
feature which has been examined in
previous issues of Employment in
Europe. The implied quarterly
changes in participation are the
result of both longer term trends in
activity rates — in particular, the
upward trend in activity among
women which, in the 1980s, more
than offset the downward trend in
activity among men (see Chapter 3
of this report) — and short-term
movements. The latter in part
reflect the difficulties of identifying
active population, in part the inade-
quacies of the data on short-term
changes in unemployment.

Thus, in the first place, the evidence
suggests that a significant propor-
tion of the people who are recorded
as being inactive at any one moment
in time — i.e. neither in employ-
ment nor actively seeking work —
are effectively in that position only
because of a shortage of suitable
employment opportunities. If jobs
become available, then they are
likely to be drawn into the labour
force.

Secondly, the monthly statistics on
unemployment, although har-
monised and made consistent with
the annual LFS data once the
results become available, are never-
theless derived mainly from
administrative records in the case of
most of the countries. They there-
fore in part reflect registration
procedures and may omit a variable
number of people who are actually

unemployed on the accepted inter-
national definition. This applies
particularly to changes from month
to month, or quarter to quarter,
although for the latter part of 1991
(since the 1992 LF'S results are still
being processed) it also applies to
the absolute numbers.

Growth of working-age population
combined with a trend increase in
activity rates means that in
general, employment has to rise by
a certain amount for unemployment
to be reduced. Because of the vari-
ability of effective labour force
participation in the short-term,
however, this amount itself'is liable
to vary over time. In the first
quarter of 1988, for example, em-
ployment increased by over 700 000
while unemployment fell by only
around 60 000 — an implied
increase in the labour force of
almost 650 000. On the other hand,
in the fourth quarter of 1988, a rise
of 440 000 in employment was asso-
ciated with a fall of over 310 000 in
the numbers unemployed, while in
the second quarter of 1989, unem-
ployment declined by 330 000 when
employment rose by only slightly
more, 380 000, implying a rise in
the work force of only some 50 000.

In 1991, however, the general rela-
tionship between employment and
unemployment seems to have
changed. In the second half of the
year, when the numbers in employ-
ment declined significantly,
unemployment rose by less than the
amount of this reduction. This is
contrary to what would have been
expected. The continued growth of
working-age population, coupled
with the upward trend in activity
rates, ought to have resulted in
unemployment rising by much more
than employment fell. The explana-
tion seems to be that a sizable
proportion of those who lost their
jobs in this period, and/or who could

not find work, failed to be recorded
in the unemployment figures, either
because they did not (or were not
eligible to) register or because they
were deterred from actively seeking
employment.

The implication is that the effec-
tive number unemployed during
this period — as perhaps in the
first half of 1992 when the fall in
employment seems to have conti-
nued — was significantly higher
— possibly 5-600 000 or more
higher on the evidence of earlier
years — than the official figures
suggest. The further implication
is that, when employment growth
begins to recover, these ostensibly
inactive people could emerge once
more as part of the workforce as
they take up some of the new jobs
which are created. Any increase in
employment which can be
achieved is, therefore, unlikely to
reduce unemployment by any-
thing like an equivalent amount.
This phenomenon is part of the
reason why unemployment in the
Community has proved in recent
years so difficult to reduce, even
at times when there is a large
expansion of employment.

The wide-ranging social changes
which have occurred over the past
two decades in most parts of the
Community, coupled with chan-
ges in attitudes to or possibilities
for women with regard to work,
and a general shift of activity from
agriculture (where many young
people and women effectively
worked as unpaid employees
within the family) to other sec-
tors, have helped to expand the
potential workforce and to create
an increased demand for employ-
ment among people of working
age. Unfortunately, these devel-
opments have mnot been
accompanied by a comparable
long-term increase in the rate of
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job creation. As a result, substan-
tial numbers of the people who
have been both encouraged and
given the opportunity to look for
work have not been able to find
employment. These have added to
both recorded and unrecorded
unemployment (or to hidden
labour supply to use the termino-
logy employed in Employment in
Europe 1991 — Chapter 4).

The characteristics
of unemployment
in the Community

The nature of unemployment dif-
fers significantly between one part
of the Community and another and
has also tended to change over time.
The aim here is to set out as clearly
as possible the characteristics of the
unemployment problem as it affects
different Member States and
regions and the way in which it has
altered over the past five or six
years.

While the data available at the
Community level do not enable all
the features of the unemployed
which are relevant for policy formu-
lation to be discerned — they do not,
for example, cover educational
attainment or skill levels — they
nevertheless provide an invaluable
insight into the kinds of people most
affected.

The scale of the unemployment
problem varies markedly across the
Community. In May 1992, the rate
of unemployment was over 17% in
Ireland and over 16% in Spain, but
less than 5% in Germany (excluding
the new Linder) and Portugal and
2% in Luxembourg (Graph 5).
Within countries, the variation is
even more pronounced with some
regions of Southern Spain, the
South of Italy and Ireland having
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rates of 20% or more and some areas
in these regions having even higher
rates (Map 1).

The movement in unemployment
since the peak of 1985 has also been
substantially different between
Member States and regions.
Whereas the unemployment rate
fell significantly between 1985 and
1990 in Portugal, Spain, Belgium
and the UK (by around 4-5%), it
remained virtually unchanged in
Italy, Greece and France throug-
hout the period, and actually rose in
Denmark.

Unemployment of
men and women

Over the Community as a whole,
there are approximately the same
number of women unemployed as
men (around 6.5 million of each in
May 1992). However, because there
are many fewer women than men in
the labour force, the rate of unem-
ployment for women is significantly
higher than for men. In May 1992,
the average rate of unemployment
for women in the Community was
over 11%, while the rate for men
was 8%. In all Member States
except the UK, the rate for women
exceeded that for men and, in the
majority of countries, the rate was
around twice as high or more
(Graph 6).

Moreover, the gap between the
unemployment rates for men and
women has if anything widened
since 1985. Whereas in 1985, the
rate for women was on average
some 37% (or 314 percentage points)
higher than that for men, in May
1992 the difference was over 45%
(still a 3%, percentage point dif-
ference). Within individual Member
States, female unemployment has
been consistently higher than male
unemployment for many years — at
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least since the late-1970s in most
cases.

Young people (< 25) as a share of the unemployed in the Member
Nevertheless, the gap between men ~ States, 1985 and May 1992
and women has varied somewhat ’

over the recent past. In particular,

while the unemployment rate for ol inemployed
men (along with the total) peaked in B o5

1985 and thereafter fell at a fairly

consistent rate as employment lM3¥-92

began to grow, the rate for women E&P1986, GRFeb92

did not start falling until 1987. This
was not because more jobs were cre-
ated for men than women over this
period —indeed the reverse was the
case — but because the rate of job
creation, although rapid, initially
failed to match the significant
increase in the numbers of women
entering the labour market.

As employment growth slowed from
1990 on, the increase in unemploy-
ment for men was greater than for
women so that the difference
between the two rates has narrowed
again. This, however, is not so much
due to more women than men losing
their jobs, but to the fact that much
of the rise in unemployment » 1 « -
occurred in the UK where unem- 9  Unemployment rates in the Community, 1983 to May 1992
ployment for women is much lower
than for men. A greater proportion
of men than women than is nor- % labour force
mally the case were therefore 5

recorded as becoming unemployed. 4 . ' ' T <Byears

GR P AL EURI? UK E

Total

== O5years |
Unemployment of o

young people

The rate of unemployment among
young people under 25 is much
higher than for older age groups
throughout the Community. On
average, over 18% of under 25 year
olds were unemployed in May 1992
— more than double the rate for
those aged 25 and over (Graph 7).
This means that around 30% of / , 1 .
those unemployed were under 25 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992
(Graph 8). Apart from Germany, .
relatively high youth unemploy-
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ment is a feature of all Member
States, but particularly of Spain
and Italy, where the unemployment
rate is around 30% — in Italy some
three times higher than the average
rate.

In Germany alone in the Com-
munity the unemployment rate for
young people is less than among the
rest of the population. This results
entirely from young women having
a lower rate than older women,
whereas for men the reverse is the
case. It is also a recent phenome-
non. In the early 1980s, youth
unemployment in Germany was
around twice the average rate just
as in most other countries. From
1983 onwards, however, it declined
progressively both in absolute
terms and more particularly
relative to the rate for older age
groups — especially in 1986 — until
in 1989 it fell below the average
rate.

In the other Member States, there
was also a tendency in the 1980s for
youth unemployment to decline by
more than the rate for the rest of the
population, following a period when
those under 25 had been particu-
larly affected by the rise in
unemployment (Graph 9). As GDP
and employment growth slowed at
the end of the 1970s and unemploy-
ment increased, the rate of
joblessness among young people
rose sharply, so that in the early
1980s, over 45% of all the unem-
ployed in the Community were
under 25.

Partly through special measures in
Member States targeted at the
young, especially school-leavers,
this figure was reduced to just over
40% by the end of 1983. During the
period of high employment growth
from 1985 to 1990, the proportion
declined further to 34%. This, how-
ever, was also a period when fewer

10 Share of the unemployed who have been unemployed for longer than
1 year in the Member States, 1985 and 1990
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young people were coming of work-
ing age and entering the labour
market for the first time. Between
1985 and 1990, the population aged
15-24 in the Community fell by just
under 5%. Thus even if the rate of
creation of jobs for young people had
only remained constant over this
period, their rate of unemployment
could have been expected to fall by
some 4—5 percentage points on this
account alone.

The relative fall in the rate of youth
unemployment over this period is
also attributable to the high rate of
creation of new jobs and the
increased willingness of employers
to take on young people at a time of
sustained economic growth. Never-
theless, although the difference in
rates narrowed, youth unemploy-
ment remained significantly higher
than for other age groups throug-
hout the rest of the Community.
Moreover, since the rate of employ-
ment growth began to slow down,
the difference has stopped narrow-
ing and started to widen again as
the rate of new job creation and,
more especially, employment open-
ings for young people have been
sharply reduced in many parts of
the Community.

There is also a tendency in Mem-
ber States other than Germany for
the differences between unem-
ployment rates for young men and
women to reflect the differences
for the workforce as a whole. The
main exceptions are Ireland and
the UK, where youth unemploy-
ment among women is lower than
for men.

Long-term
unemployment
Almost half of all those unem-

ployed in the Community in 1990
had been out of work for one year
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or longer and around a third for at
least two years (Graph 10). Some
4% of the labour force had, there-
fore, been unemployed for at least
a year and over 2.5% for at least
two years. The incidence of long-
term unemployment varies
significantly, however, between
Member States. In general, it is
more prevalent in the less
developed parts of the Com-
munity. In both Italy and Ireland,
around two-thirds of the unem-
ployed had been unemployed for a
year or longer (giving long-term
unemployment rates of 7% and 9%
respectively), while in Spain and
Greece, the figure was around
50% (representing a long-term
rate of 8% in the former case). The
only real exception to this general
tendency is Belgium where 70% of
the unemployed had been out of
work for a year or more in 1990
and 55% for at least two years.

Over the Community as a whole,
there was only a small reduction
in the relative importance of long-
term unemployment during the
period of high job creation from
1985 to 1990. The proportion of
the unemployed out of work for a
year or more fell only slightly —
from just over 50% to just under
50% — despite the substantial
growth of employment over this
period. Nevertheless, the coun-
tries which experienced the
largest increase in the numbers in
employment (although not necess-
arily of the volume of employment
measured in terms of full-time
equivalents) — the Netherlands,
Spain, Portugal and the UK —
also experienced the biggest fall
in long-term unemployment. By
contrast, in those countries where
there was only a small rise in em-
ployment — Italy, Greece, Ireland
and Belgium — the importance of
long-term unemployment either
increased or fell only slightly.

11  Young people (< 25) as a share of long-term unemployed in the
Member States, 1985 and 1990
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Although young people under 25
account for a large share of long-
term unemployment — 30% of the
long-term unemployed in 1990 were
under 25 years old — their share is
proportionately lower than for older
age groups (Graph 11). In 1990,
people over 25 accounted for 70% of
long-term unemployment — as
opposed to 62% of the numbers who
had been unemployed for less than
a year. Indeed, in the Northern
Member States, there is a general
tendency for the incidence of long-
term unemployment to increase
with age — the older the person, the
more likely they are to be out of
work for a long time.

For the Southern countries, how-
ever, the incidence of long-term
unemployment is less for those
aged 50 and over than for those
between 25 and 49. This may
reflect the fact that in these coun-
tries a greater proportion of older

people tend to leave the labour
force if they cannot find a job than
is the case in other parts of the
Community.

However, it is also the case in both
the Southern and Northern Mem-
ber States that long-term
unemployment is more prevalent
among the 25-49 age group than
among those younger. The excep-
tion is Italy, where the young
unemployed are marginally more
likely to be out of work for a long
time than is the case for older age
groups. In 1990, those under 25
accounted for half of all those who
had been out of work for at least a
year. Some 70% of the young
unemployed in Italy had, there-
fore, been unemployed for a year
or more — much higher than any-
where else in the Community —
giving a long-term unemployment
rate for those under 25 of almost
20% (Graph 12).

Share of the long-term unemployed looking for their first job or
looking for work after inactivity in the Member States, 1990

% total

| B Seeking work after inactivity

Ll Seeking first job
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Partly because of the large repre-
sentation of young people, a
significant proportion of the long-
term unemployed have never been
in employment and are looking for
their first job. In 1990, 35% of all
those who had been out of work for
a year or more in the Community
had never worked (41% in the case
of women), while a further 19%
(23% in the case of women) were
looking for work after a period of
inactivity (i.e. when they were not
actively seeking a job) (Graph 13).
Under half of the long-term unem-
ployed had, therefore, become
unemployed after losing or leav-
ing a job (in the case of women, the
figure was under 35%).

There are, however, marked dif-
ferences in this between countries.
In Italy, the great majority of the
long-term unemployed have never
worked at all. In 1990, 78% of those
who had been out of work for a year
or more were looking for their first
job, while a further 17% had pre-
viously been inactive. Only around
5% had, therefore, become unem-
ployed after losing a job. Similarly
in Greece, 65% of the long-term
unemployed had never worked,
while 15% had previously been in-
active, and in Portugal the figures
were 31% and 45% respectively. In
Germany, on the other hand, only
5% of the long-term unemployed-
had never worked — although 28%
had previously been inactive. In
France and the UK the proportion
of the long-term unemployed who
were first-time job-seekers was
below 10% In Denmark none at all
were recorded.

These major differences clearly
reflect the fact that the nature
of long-term unemployment is
different in the two groups of
countries — broadly between the
North and the South of the Com-
munity.
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Types of employment
sought by the
unemployed

Most people who are unemployed in
the Community, as would be
expected, are looking for full-time
paid jobs — almost 80% in 1990.
There are, however, differences as
between men and women in the
type of employment sought as well
as differences between Member
States (Graphs 14 and 15).

Only a very small proportion of
the unemployed tend to be looking
for self-employment opportunities
as opposed to waged employment.
In 1990, over the Community as a
whole, around 6% of the men and
under 4% of the women out of
work were seeking to become self-
employed — substantially less
than the share of the self-em-
ployed in total employment (20%
and 10% — see Chapter 5).

This proportion varies significantly
across the Community and seems to
bear only a tenuous relationship to
the importance of self-employment
in the economy. It is highest in Italy
and the UK, where around 10% of
the unemployed were looking for
self-employment opportunities in
1990. Whereas self-employment in
Italy was well above the Com-
munity average it was below
average in the UK. Indeed in the
UK, in marked contrast to the rest
of the Community, the proportion of
women looking for self-employment
(6.3% of the unemployed) was only
slightly below the self-employed
share in the total employment of
women (7.5%). This difference in
the UK may reflect the efforts made
— and the incentives offered — by
Government to encourage the
unemployed to set up their own
businesses.
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The proportion of the unemployed
looking for self-employment was
lowest in Spain, Portugal and
Belgium, where the figure was
under 2% in 1990. In Spain and
Portugal, however, the relative
numbers of self-employed were
comparable to Italy and signifi-
cantly greater than in the UK.

Whereas only a small number of
the men out of work were looking
for part-time rather than full-
time employment (under 5%), a
significant proportion of unem-
ployed women were seeking this
kind of work (over 22%). Although
the proportion varies between
Member States, it broadly reflects
the relative importance of part-
time working in each of the
economies, and therefore the kind
of jobs likely to be on offer. Thus
it is highest in the Netherlands
and the UK (67% and 43%), where
part-time employment is of grea-

test importance, and it is lowest in
Greece and Portugal, where the
incidence of part-time working is
lowest.

There are, however, exceptions. In
Denmark, where the number of
part-time jobs is relatively high,
comparatively few women were
seeking this kind of work in 1990
(only 18%). By contrast in Ireland,
where there are relatively few part-
time jobs even for women, the
proportion of women looking for
part-time employment was much
higher than average (32%).

Where the
unemployed

come from

There is little systematic informa-

tion on the characteristics of the
unemployed in terms of qualifica-

16  Share of the unemployed by their previous economic activity and the
share of the sector in total employment in the Community, 1990
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tions and skill levels and virtually
no data which are comparable
across the Community. Studies
which have been carried out for
individual countries, however, sug-
gest that the unemployed tend to
have, on average, a lower level of
skills and qualifications than people
in work and that a much higher
proportion are unskilled or manual
workers.

Details on the former occupation of
the unemployed in the Community
Labour Force Survey are limited to
the sector of activity in which people
who lose their jobs for, what is
termed, “economic reasons” (i.e.
because the companies concerned
cut back on their labour force), were
previously employed.

However, as noted above, a signifi-
cant proportion of the unemployed
have never previously worked (just
under 25% of the total in 1990),
while a further sizable proportion
were previously inactive (over 20%
in total, although for how long is not
known). Of those who were pre-
viously in work, around two-thirds
left or lost their jobs for economic
reasons — which means around a
third of the total numbers unem-
ployed (40% of men and under 30%
of women).

As might be expected, industry
accounted for a substantial number
of the lost jobs in 1990. However,
the majority of those becoming
unemployed for economic reasons
were formerly employed in services
— despite the significant growth of
this sector during 1990 and earlier
years.

Moreover a high proportion of these
were employed in basic service acti-
vities. Around 23% of the total
number of unemployed falling into
this category had previously
worked in the distributive trades,
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hotels or catering — a slightly
higher proportion than the share of
these trades in total employment
(Graph 16). A further 15% or so had
previously been employed in “other
services” (which includes activities
ranging from personal and domestic
services to entertainment) — again a
much higher proportion than the
share of employment accounted for
by these activities. By contrast,
under 10% had previously worked
in finance and insurance and public
administration, health and educa-
tion — two sectors which were
responsible for over 20% of total
employment in 1990.

Of those who had formerly worked
in industry before losing their jobs,
around two-thirds were employed
in construction and other manufac-
turing, where job losses were
predominantly in traditional,
labour-intensive industries, such as
textiles, clothing and footwear.

While these figures seem to indicate
that a high proportion of the unem-
ployed had previously worked in
relatively basic industries and ser-
vices, the data are not sufficiently
detailed to identify the precise
areas of activity where they were
employed. It is even less possible to
know from the data available
whether the people concerned pos-
sessed similarly basic skills and
qualifications.
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Chapter 2

While the expected fall in employment in 1992 should be
reversed next year, the unemployment outlook is for a further,

albeit smaller, increase in 1993.

The slowdown in employment
growth and the rising trend in
unemployment reflects the current
economic outlook. In effect, the
Community economy seems to be
settling into a protracted period of
relatively slow growth. Although
the downturn in activity since the
beginning of 1990 is not on the same
scale in most countries as the
recessions of 1974-75 and 1981-82
— partly because of the unification-
related boom in Germany — the
prospects for any rapid return to the
high growth rates witnessed in the
second half of the 1980s do not look
good. The present forecast is for
only a modest upturn in economic
growth from mid-1992. As a result,
employment is likely to be lower in
1992 than in 1991 and unemploy-
ment will continue to increase.

Modest recovery in GDP
growth after mild but
protracted downturn

The low level of economic activity
experienced in 1991 in the Com-
munity seems to have continued
into the first half of 1992. Partly as
a result of this, growth in real GDP
in 1992, although expected to be
higher than in 1991, is nevertheless
likely to be modest, at under 2%
(Graph 17). A gradual strengthen-
ing of demand, however, is expected

to occur during the course of 1992,
fuelled largely by a pick-up in
consumers’ expenditure, stemming
mainly from pent-up demand for
consumer durables. This boost
to economic activity could be
supported by an upturn in resi-
dential construction and a mild
recovery in business investment.

Unlike previous phases of recovery,
however, the anticipated upturn is
likely to depend almost entirely on
internal forces. Whereas in both
1976 and 1982-83, the Community
benefited from considerable expan-
sion in the US economy and in
export markets, the world economy
is expected to remain sluggish in
1992. No significant impetus from
net export growth is therefore anti-
cipatedin 1992, any upturn in world
trade being largely offset by the
disappearance of the demand-pull
effects of German unification.

Moreover, monetary and fiscal
policy in Member States remain
oriented towards price stability and
restraint of budget deficits. Against
this background, the recovery in
consumers’ expenditure, which is
the main impetus to growth, is
expected to be modest. Indeed there
is a risk that recovery in expendi-
ture could be delayed by a lack of
consumer confidence in an upturn
in the economy — in effect, a rise in

Short-term Economic and Employment Outlook

economic activity might need to
be seen to have occurred before
consumers increase their spending
on durables. If this were to happen,
growth of GDP in 1992 could be
even lower than forecast.

With the UK recession bottoming
out and high growth in Germany
slowing down, the divergences
between member States in the
growth rates of GDP, which were
particularly pronounced in 1991,
are likely to narrow significantly.
No country, apart from Luxem-
bourg, is forecast to experience
growth of more than 2%, with
Spain and Denmark expected to
have rates of around this level;
seven countries are forecast to have
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growth rates of 2% or less. Only the
UK and the Netherlands are expec-
ted to have rates of under 1%4%.

In 1993, almost all Member States
are forecast to register higher rates
of GDP growth as the recovery
strengthens — as increased con-
sumption spreads to investment,
and as world trade recovers.
Growth averaging just under 214%
is expected across the Community.
Apart from Luxembourg, however,
only Portugal is forecast to show
growth of more than 3% (and then
only marginally), and seven coun-
tries are expected to have growth
rates of between 1.7 and 2.5%. As
noted already, these rates are well
below those which have occurred
during upturns in the past.

On the other hand, there is some
possibility that growth could turn
out to be stronger than the central
forecast. At the moment, only a
gradual recovery in the world econ-
omy is assumed but it is possible
that once the economic climate im-
proves, the upturn in activity in the
US, Japan and other developed
countries could be more vigorous
and the expansion of export mar-
kets more substantial. That would
boost growth, not only in the Com-

18 Investment, 19901993

Annual change (%)

munity but also in the rest of the
world.

Weak recovery in
investment in 1993
after low growth in 1992

The rate of growth of investment
has fallen sharply from an annual
average of 6% in the period 1986
to 1990 to virtually zero in 1991.
Expenditure on equipment has
been particularly hard hit, falling
by V2% in 1991 after average growth
of 8% a year over the preceding four
years.

For 1992, the forecast is for some
recovery in both investment in
equipment and construction, but
only to 1o—1% overall, as some of the
factors which caused the reduction
in growth in 1991 — the weakness
in internal demand, low company
profits and tight monetary policy —
continue to dampen investment
growth (Graph 18).

A stronger recovery in investment
— to an average growth rate of
2V9% — is forecast for 1993 as con-
sumers’ expenditure picks up, as
world trade improves, and as profits
benefit from the expected moder-

19 Consumption, 1990-1993
Annual change (%) ’

ation in unit labour costs. Against
this, unutilised productive capacity
which now exists in many parts of
the Community will tend to limit
the positive effect on investment
of an upturn in demand, while
stability-oriented monetary policy
and the — albeit often insufficient
— budgetary consolidation efforts
are likely both to dampen private
investment and reduce the possi-
bility of growth in public
investment.

Recovery in private
consumption while
public consumption
is restrained

Consumers’ expenditure is forecast
to grow by slightly more in 1992
than in 1991 — by just under 2% as
opposed to just over 114%. Whereas
the growth in real disposable
income is likely to fall in 1992 to just
under 1%% — because of lower
wage increases, higher unemploy-
ment and higher taxes in some
countries — this is expected to be
more than compensated by a reduc-
tion in the savings ratio. In other
words, households are forecast
to spend a higher proportion of
their income on durable goods as
the economic climate improves and
their confidence in the future
increases.

In 1993, consumers’ expenditure
is projected to rise further to just
over 2% as real income grows by
more than in 1992 and as the
household savings ratio falls fur-
ther (Graph 19). Government
current expenditure is expected to
rise by 1%-2% in both 1992 and
1993, with rates of change varying
from a growth of 3% in the UK,
according to the latest Govern-
ment plans, to a decline of about
%% in the Netherlands and
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Greece. In most countries, less
expansive fiscal policy — pursued
both to curb inflation and to
reduce budget deficits to sustain-
able levels mainly in preparation
for monetary union — limit the
use of government spending as a
means of stimulating demand.

Inflation set
to fall slightly but
to remain a concern

The outlook for inflation in the
Community is a cause of concern.
The rate of increase in consumer
prices is forecast to fall from just
over 5% in 1991 to just over 414%
in 1992 (Graph 20). A further
small fall to 4% is projected for
1993. This reduction, however,
is less than might have been
expected given the stabilisation
efforts of monetary and fiscal pol-
icy, the slow growth of output, low
import prices and high unemploy-
ment.

This fall in inflation reflects a
number of factors. The rise in
labour costs (wages and salaries
plus non-wage costs) are expected
to decline sharply in 1992 (from
7% to 514%) and less markedly in
1993 (to just over 5%). This
decline is likely to be reinforced by
a cyclical increase in labour
productivity as the recovery in
output gets under way. Unit
labour cost increases are, there-
fore, expected to be reduced from
just under 6% in 1991 to just over
3%% in 1992, and to slightly over
3% in 1993.

On the other hand, the rise in im-
port prices should edge up —
although to only 1% in 1992, from
under %% in 1991. The rise in
1993 is forecast to be higher, at
around 3%, leading to a slight
deterioration in the terms of

trade. Possible increases in indi-
rect tax rates in some countries
could also add to inflation.

Budget deficits
to increase before
stabilising in 1993

Budget deficits, as measured by
general government borrowing,
are projected to increase from an
average of 4.3% of GDP in 1991 to
4.8% in 1992 in the Community
(here including the five new
German Linder). This is almost
entirely due to increases in two
countries, the UK and Germany.
In the former, government
borrowing is forecast to rise from
only 2% in 1991 to almost 5% in
1992, largely as a result of the
impact of the recession on public
sector finances. In the latter, the
deficit is expected to increase from
just under 3% in 1991 to around
31%% in 1992 because of the high
costs of unification.

Although the budget deficit is
projected to rise slightly further
in the UK, no change in the
average level of government
borrowing relative to GDP is
expected in the Community in

20 Inflation, 1990-1993

§ Annual change (%)

1993, since some reduction is
forecast in Italy, Greece, Belgium
and Portugal.

External balances to
remain in small deficit

The balance of trade of the
Community (including the five new
German Lénder) with the rest of the
world is forecast to fall very slightly
from 0.5% of GDP in 1991 t0 0.3% in
1992, and to remain at this level in
1993 (Graph 21).

This aggregate picture, however,
conceals wide differences between
Member States. The deterioration
in the German balance following
unification — which resulted in
the trade surplus falling from
4.9% of GDP in 1990 (for the
former West Germany) to 1%
of GDP in 1991 (for the whole of
Germany) seems to have come
to an end, and some increase in
the surplus is anticipated in 1992
and 1993. Ireland’s surplus is also
projected to rise further to 13% of
GDP by 1993. On the other hand,
both Greece and Portugal are
expected to have trade deficits in
excess of 10% of GDP in both 1992
and 1993.

21 Trade balance, 1990-1993
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The Community’s deficit on current
account (including the five new
German Linder) is forecast to
remain at just under 1% of GDP in
both 1992 and 1993, with little
change expected for any country.
Spain is likely to continue to run
the largest deficit (3.4% of GDP),
Ireland (apart from Luxembourg)
the largest surplus (5.8% of GDP —
a deficit on visible trade of 13% of
GDP being more than offset by a
surplus on invisibles of 19% of
GDP).

World trade to show
a moderate upturn

Output in the world economy out-
side the Community is forecast to
grow only slowly in 1992, although
at a slightly faster rate (just under
1%%) than in 1991 (under Y%2%).
This is expected to result in world
trade growth of just over 41%4% in
1992 as opposed to only around 2%
in 1991.

External developments, however,
are expected to become progres-
sively more favourable to
Community growth prospects in the
course of 1992. Both the US and
Japan eased monetary policy very

significantly during 1991 and intro-
duced a range of expansionary fiscal
measures which should help to
restore business and consumer con-
fidence. Some recovery is also
expected in EFTA countries as well
as in Canada and Australia, where
growth of 2-214% is anticipated.
Primary commodity prices, includ-
ing oil, are projected to remain low
in 1992, which should also be con-
ducive to growth in importing
countries.

If these favourable developments
materialise, then the growth of
world output outside the Com-
munity is likely to increase to over
21%% in 1993. This would imply
world trade growth of almost 6%,
much closer to the rates experi-
enced in the second half of the
1980s.

Employment growth
insufficient to bring
down unemployment

The slowdown in economic growth,
which was accompanied by a sharp
fall in the rate of growth of employ-
ment to only around a V4% in 1991,
means that employment may well
fall slightly in 1992 (Graph 22) —

for the first time since the early
1980s. Growth in employment of
just under %% is forecast for 1993
in response to the recovery in out-
put growth. This figure, however,
needs to be compared with the aver-
age growth of 1%% a year which
occurred in the period 1987 to 1990.

The wide divergences in employ-
ment growth between Member
States which were evident in 1991
are likely to narrow significantly
as the slowdown in the rate of job
creation becomes more generalised.
In the former Federal Republic, the
increase in employment is expected
to fall from 21%4% in 1991 to 1% in
1992 and to only just over %% in
1993. At the opposite extreme, the
decline in employment in the UK is
forecast to moderate from 3% in
1991 to under 2% in 1992 and to
only V4% in 1993.

In 1992, half the Member States are
expected to show a fall in employ-
ment, and none of them, apart from
Germany and Luxembourg, is
expected to show a rise of more than
%%. In 1993, although some
general recovery in employment is
anticipated, only Spain (with a rate
of just under 1%) and Luxembourg
are forecast to experience growth of
much above 2% — which in most
countries is less than the normal
growth in the labour force (forecast
to be around 1% for the Community
as a whole in 1993). In the Nether-
lands and Portugal, as well as in the
UK, a further decline in employ-
ment is projected for 1993.

In the face of this decline in the
rate of job creation, unemployment
is likely to increase markedly. The
rise is forecast to be especially pro-
nounced in 1992, when the rate of
unemployment is projected to aver-
age 9.5% as opposed to 8.9%in 1991.
In 1993, the rate is expected to sta-
bilise at around 9.7% (Graph 23).
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The rate of unemployment is pro-
Jjected to rise in all Member States,
apart from Luxembourg, over the
forecasting period. In 1992, the
increase is expected to be most
marked in the UK and Ireland,
where increases of around 114% in
unemployment are anticipated, and
in Greece, where a rise of almost 1%
in unemployment is predicted.

In 1993, the increase in unemploy-
ment is forecast to moderate
throughout the Community, with
only Ireland expected to show an
increase of more than % percentage
point and five countries —including
the UK, despite an expected decline
in employment — projected to show
little change.

If realised, these forecasts mean
that in 1993 unemployment will be
10% or above in half the Community
countries — Ireland, Spain, the UK,
Italy, France and Greece — as
opposed to three countries in 1991.
It also means that unemployment
will be below 9% in only four coun-
tries — Germany, Luxembourg, the
Netherlands and Portugal — as
opposed to seven countries in 1991.

In half the Member States — Italy,
France, Greece, Ireland, Denmark
and Germany including the five
new Lénder — the rate of unem-
ployment in 1993 will be above its
1985 level, when the rate for the
Community was at its peak.
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Chapter 3

The Community’s Labour Force : Recent

Growth and Future Prospects

While population in the Community is likely to grow only
slowly, if at all, over the next 10-20 years, the labour force
may continue to grow at a similar rate as over the past 30
years owing to the increased participation of women.

Introduction

In a world where population has
grown by over 75 million a year in
the last three decades, the Com-
munity has been an area of low
population growth. Over the past 30
years, growth of population in the
Community has progressively
slowed from over 2 million a year in
the 1960s to only around 1 million a
year in the 1980s. Employment
growth has followed a different pat-
tern. Between 1965 and 1985, the
number in employment in the Com-
munity was virtually stable —
increasing only from 123 million to
125 million. In the five years 1985
to 1990, the number rose by almost
10 million. '

As the Community moves into the
1990s, evidence of falling birth
rates in most Member States has
led to concern that, over coming
decades, the Community could be
faced with a declining and ageing
working population with serious
consequences for the Communi-
ty’s productive potential and
economic growth. Apart from
the labour market implications,
attention has been drawn to the

wider social repercussions, and
costs, of a declining number of
people of working age supporting
a growing number of retired
people.

Concern about Community popula-
tion trends has been put into relief
by the population changes that are
forecast in neighbouring regions.
There is the likelihood of rapid
population growth in neighbouring
countries to the South of the Com-
munity — in North Africa and the
Middle East. At the same time there
is the possibility of migratory press-
ures from there and from the
countries to the East of the Com-
munity in Central and Eastern
Europe.

This chapter demonstrates that,
while concerns about increased
inter-generational dependency as
a higher proportion of people live
into old age may be valid, con-
cerns about the ageing effect on
the Community’s labour force
appear to be exaggerated. The
facts are that: the Community’s
labour force is as young as in most
other developed economies; it has
grown younger rather than older
over the past 20 years; and there

is unlikely to be a significant
change over the next 15-20 years.

Fears of overall labour shortage
also seem to be misplaced. Even
without a change in the rate of
immigration, the current low
levels of labour market participa-
tion together with the prospect
of continued increases in the
participation of women (particu-
larly in Southern parts of the
Community) imply that the Com-
munity could need to generate
over 25 million additional jobs
over the next 20 years — i.e.
double the number created over
the past 25 years — if it were to
offer the same prospects for par-
ticipation throughout the
Community as currently exist in
the most ‘active’ regions.

The fact that the ageing of the
Community’s labour force may
be much less than that of the
population of working age from
which it is drawn also moderates
concerns about the adaptability of
the labour force and its ability to
absorb new skills. While dynamic-
economies have often been those
with young and growing work-
forces, the evidence suggests that
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this is not an essential pre-
requisite for economic success.

Estimating future
demographic
prospects

Demographic trends and labour
force prospects in the Community
over the next 15-20 years are ana-
lysed here in the light of what has
happened in Europe, and other
developed parts of the world, par-
ticularly since 1970. The analysis
is based on estimates of popula-
tion and participation in the
labour force — or activity rates —
for men and women separately by
age, derived from population cen-
suses and labour force surveys.
The labour force projections, in
particular, should be regarded as
very much a first attempt to set
out the implications of present

trends in labour force participa-
tion continuing.

Long-run predictions of population
changes are notoriously difficult to
make because of the unpre-
dictability of birth rates. However,
forecasts of working-age population
in developed countries over a 15-20
year period ought to be reasonably
precise because the majority of
those who will come of working age
by, say, the year 2010 are already
born and, in the absence of war or
mass disease, the proportions of the
population who will survive year by
year are also fairly predictable.

The main uncertainties regarding
forecasts of working-age population
concern migration. Pressures to
migrate into the Community will
depend, to some extent, on the
migratory pressures in labour
exporting countries which, in turn,
depend on their economic and politi-
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cal situations. Much more signifi-
cant, however, will be the policies
adopted by potential recipient coun-
tries and the effectiveness with
which those policies can be im-
plemented. This chapter does not
attempt to speculate on such future
policy developments. What it does
do, however, is to look at likely
working-age population changes in
the Community’s near neighbours
— to the South and East — in order
to assess the potential pressure
which may come from those sources.

Demographic change
in the Community
and elsewhere,
1960-1990

The Community’s population has
grown very slowly over the past 20—
30 years, at much less than %% a
year, and with some countries —
Germany, Italy and Denmark in
particular — showing hardly any
increase at all. There is, however,
little sign of any slowdown in this
rate of growth — the rate of increase
in the five years 1985-1990 was
much the same as in 1975-1980.
Germany did experience an abso-
lute decline in population from the
mid-1970s to the mid-1980s, but its
population has now risen both with
unification and immigration from
Central and Eastern Europe.

Population projections for the next
15-20 years suggest that popula-
tion growth will continue at more or
less its recent rate, with projections
ranging from ‘at most low growth’ to
‘no change at all’.’ What actually
happens will depend not only on
future birth and death rates, but on
any change in the scale of migration
into, and out of, the Community.

The evidence does suggest, how-
ever, that in the period beyond
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2010, there may be stagnation or
decline in Community population
relative to other major regions of
the world and that present trends
are merely a foretaste of that future.
A slowdown in the rate of popula-
tion increase, as birth and fertility
rates decline, is already evident in
the Southern Member States —
Portugal and Spain in particular —
which had been the fastest growing
areas in the past.

Population of
working age

The population of working-age —
those aged 15 and over, but under
65 — is affected by a fall in the
birth rate but with a 15-year lag.
The future change in the working
population is thus much more pre-
dictable than total population
over the next 15-20 years.

Over the past 20 years, the 15—64
year old age group increased by
much more than total population
— by around 17% over the period
as a whole — reflecting the effects
of the post-war baby bulge (Graph
24). Over the next ten years, on
the other hand, the working-age
population (so defined) is pro-
jected to increase by only 3-5%
and, over the following ten years,
to remain virtually constant or
even to decline.

Population movements in the
Community can be compared with
what is happening in other major
areas of the world. The position
among European countries out-
side the Community is that,
population growth in recent years
has been low, with the number of
people of working age increasing
at a slower rate than in the Com-
munity (by only 10% over the past
20 years). Moreover, little further
growth, and perhaps even some

decline, is projected for the next
15-20 years.

In Japan, the growth of total popu-
lation has fallen from 1% a year in
the 1960s and 1970s to a rate of
under 0.5% a year at the present
time. Because of time lags, however,
its working-age population has, up
to now, continued to increase by
around 1% a year — although it is
now set to show a significant decline
over the next two decades as the fall
in the birth rate works its way
through into the working-age popu-
lation.

The US, by contrast, is one of the
few developed countries experien-
cing a continuing growth of
working-age population on a signi-
ficant scale — at over 1% a year. On
the latest projections, growth is
likely to be somewhat slower over
the next 20 years, at well under 1%
a year.

25  Age structure of the population aged 15+ n the Gommunit
Europe, US and Japan, 1960 and 1990 ’
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The age structure
of working-age
population

The past 30 years have seen the
proportion in the Community
population aged between 25 and
49 — those often termed of ‘prime
working age’ — decline somewhat,
from 44% of the population of 15
and over in 1960 to 42% in 1990
(Graph 25). Over the same period,
those of 60 and over increased
from 21% to 25%. These trends are
set to continue. By the year 2010,
28% of the Community’s present
population of 15 and over will be
at least 60.

This increase in the numbers of
people in the older age brackets
will be accompanied by declining
numbers in the younger age
groups. In consequence, fewer

m{

l1524 B0 Is@-ss Dsm

-49 -



Chapter 3 The Community’s Labour Force : Recent Growth and Future Prospects

young people will be entering the
labour force each year, the aver-
age age of the potential labour
force will be increasing and the
balance of the costs of social and
communal services will shift from
providing for the young (through,
for example, ensuring adequate
schooling) to taking care of the old
(through making available suit-
able health and welfare facilities).

A similar ageing of the population
has been evident in other developed
regions of the world, although it is
less pronounced in the US and has,
so far, had a different effect on the
working-age population in the rest
of Western Europe. In the latter,
while the proportion of people aged
60 and over out of the total popula-
tion aged over 15 increased from
21.5% in 1960 to 26% in 1990, the
proportion aged between 25 and 49
also rose between 1960 and 1990,

although it is projected to fall back
from 44% to 42% over the next 20
years.

In the US, the proportion of 60
year olds and over has risen more
slowly — to 21% of the population
aged over 15 in 1990 — while the
proportion aged between 25 and
49 is at present around 49%. In
2010, these proportions are pro-
jected to rise to 24% and to fall to
only 42% respectively.

The ageing phenomenon is most
pronounced in Japan, where those
aged 60 and over increased from
only 13% of the population over 15
in 1960 to 21% in 1990. They are
projected to rise significantly to
33% in 2010. At the same time,
those aged between 20 and 49 fell
from 49% in 1970 to 44% in 1990.
On current projections, it will be
only 39% in 2010.

26 _ Growth of the population aged 15-64 and active population in the

Member States, 1970-1990
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In both the US and Japan, there-
fore, the ageing effect is projected to
be more significant than in the
Community over the next 20 years,
as discussed further below.

Active population
and working-age
population

The next step in the investigation
involves analysing the relationship
between changes in the labour force
(defined as those in employment, or
actively seeking work) and the
population of working age (defined
as those aged 15 to 64) — the ‘poten-
tial labour force’ (see Box P.73 on
concepts). The labour force has in-
creased in the Community at a
slightly faster rate than working-
age population over the past 20
years (Graph 24). This is also true
of other Western European coun-
tries taken as a group. In the US,
labour force growth was signifi-
cantly higher than potential labour
force growth. In Japan, on the other
hand, the active population rose by
slightly less than the potential
labour force between 1970 and
1990.

Although there is a broad relation-
ship within the Community as a
whole between the growth of the
active population and the growth of
population aged between 15 and 64,
in the sense that countries with
relatively high rates of the former
also had relatively high rates of the
latter, the association is not close,
and does not hold true for all coun-
tries. For example, in Denmark, the
rate of potential labour force growth
between 1970 and 1990 was more or
less the same as that of the UK or
Belgium, but its actual labour force
grew at over twice the rate in each
of these countries. Similarly, the
Netherlands, Greece and Ireland
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had high rates of growth of popula-
tion aged between 15 and 64 over
the same period, but the increase in
active population was over twice as
high in the Netherlands as it was in
Ireland and over half as high again
as in Greece (Graph 26).

Differences between the pattern of
change shown by the ‘potential’
labour force and the recorded labour
force extends also to the age struc-
ture. Far from ageing, as is
commonly supposed, the active
population in the Community has
become younger over the past 30
years — the proportion of the work
force aged 50 and over fell from 27%
in 1960 to 21% in 1990, while the
proportion aged between 25 and 49
increased from 51% to 62%
(Graph 27).

Moreover, while the Community ap-
pears to have an older working-age
population at present than the US
and Japan, this does not appear to
be the case as regards the active
population. Indeed, in 1990, the
Community had a similar age dis-
tribution of its labour force as other
Western European countries and
the US, while in Japan, a signifi-
cantly higher proportion of the
labour force was in the older age
groups — 30% of the work force
being aged 50 or over. Unlike in
other developed countries, in Japan
these older age groups became sig-
nificantly more important in the
work force between 1960 and 1990.

Rates of activity :
past and present

The overall rate of labour force par-
ticipation among those aged 15 and
over (here defined as the activity
rate) was virtually the same in the
Community in 1990 as it had been
30 years earlier. At 55%, however,
it is significantly lower than in

27 Age structure of the active populatian in the Gnmmunity,

Europe, US and Japan. 1960 and 1996

% total

1960 1990 1960 1990
EUR12 non-EC Europe

28  Activity rates of men and women in the Commmity

US and Japan 1970, 1980 and 1990

100 * o
B 1970 M 1980 W 190

EUR12 nonEC US
Europe 4 Europe

EURI2 rnonEC  US  Japan

-51-



Chapter 3 The Community’s Labour Force : Recent Growth and Future Prospects

29 Activity rates of men by age group in the Community, non-EC
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other parts of Western Europe, the
US or Japan, where the rate in each
case is above 62%. (The rate is
expressed here in relation to popu-
lation aged 15 and over in order to
include those working over the age
of 64 who were an important part of
the labour force in the past; express-
ing the rate in relation to those aged
15-64 does not alter the comparison
greatly.)

The main reason for the relatively
low overall rate of labour force par-
ticipation in the Community is not
hard to find. The rate of labour force
participation among men in the
Community — at around 69% — is
only slightly below that in other
Western European countries,
although somewhat further below
the rate in the US and, more mar-
kedly, in Japan (Graph 28).
However, the rate of participation
among women in the Community is
substantially below that elsewhere
in most of the economically
developed world.

For men, the difference between the
Community and both the rest of
Western Europe and the US arises
largely because the Community has
lower rates of participation among
young people under 25 and, more
especially, under 20 (Graph 29). To
the extent that this reflects a higher
proportion of this age group in
higher education in the Community
(whether or not it does remains to
be verified), the relatively low figure
can be regarded as a positive fea-
ture since it may be a means of
improving the ‘quality’ of the work
force.

The US also has higher activity
than the Community among men in
the older age groups — those of 60
and over — but it is in Japan where
activity rates for older men are
especially high, with almost 50% of
men of 60 and over still part of the
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labour force. This is over three
times higher than for the Com-
munity, where the rate has fallen to
a very low level.

For women, the relatively low activ-
ity rate in the Community is a
common feature of most age groups.
While the rate in the Community
for ‘prime age’ 25—49 group, is simi-
lar to that in Japan, at just over 63%
— it is considerably lower than in
other parts of Europe or the US
(Graph 30).

Activity rates,
1960 to 1990

While the overall rate of labour
force activity has remained
virtually unchanged in the
Community over the past 30 years,
this aggregation conceals a number
of pronounced and offsetting
changes. It conceals changes in the
rates of participation of men and
women in different age groups. It
also conceals the effect of changes in
the overall age structure of the
population which can affect the
overall rate, because participation
rates vary significantly between dif-
ferent age groups.

The most obvious changes which
have occurred since 1960 in the
Community, as in other major
developed regions, have involved a
fall in the activity rate for men —in
the Community’s case from 82% to
just under 69% — and an offsetting
rise in the rate for women — from
32% to 42% (Graph 28 — but see
Box p. 57). In both cases, the
changes are similar to, though
smaller than, the changes in other
Western European countries. In the
US over the same period, the activ-
ity rate for men fell only marginally,
while that for women rose by more
than in either the Community or
other European countries. In

31  Activity rates of the 15-19 age gmupinthaﬁammunity, nonEC
Europe, US and Japan, 1960, 1970, 1980 and 1990
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Japan, in contrast, although the
activity rate among men fell, there

! ﬁvity rates of women in the 25449¢agé group in the Community, : was very little change in t}'xe overall
~ non-EC Europe, US and Japan in 1960, 1970, 1980 and 1990 rate for women, which has

remained at around 50%.

%

For men, the decline in the activity
rate in the Community stems
largely from falls in participation
among the under 20 year olds and
among those of 55 and over, the rate
for the 25-54 age group declining
only slightly. This is also true of
other European countries, the US
and Japan, although in most cases
the falls are less marked, especially
among the young in the US and the
older age groups in Japan, where

the decline has really been concen-
/ trated among those of 65 and over

1 (Graphs 31 and 32).

HER .

10 {970 16D 1030 19601970 19601990 196D 1970 1980 1990 1960 1970 1980 1980 For women, the increase in activity
 FURI2 Non-EC Europe , Japan in the Community, as noted, has

been concentrated in the 20-49
age group with much of the rise
occurring in the 1970s. This period
was marked by relatively slow
. employment growth and rising

: , unemployment, but it was also a
Ry Activity rates of men and women in the Member States, 1990 period when there were marked
. . , « changes in social attitudes towards
women working in many Member
States, and the development and
. . implementation of legislation on
Women B Men M Total ‘ equality. The rise of activity among
‘ women in the Community between
1970 and 1990 was similar to that
in both other parts of Europe and
the US (Graph 33).

B2 E = 0=

o &

Activity rates in
Member States

The variation in activity rates
across the Community is much
more marked for women than for
men. For both men and women,
rates tend in general to be lowest in
F EWRZ M the Southern countries — with
Spain, Greece and Italy having
rates of only around 65% for men
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and 35% for women — and highest
for the Northern countries —

Denmark, the UK, the Netherlands 35 Activity rates of women in the 25-49 age greup in
1970, 1980, and 1990

and Germany (excluding the new
German Lander in the East) having
rates of over 70% for men and over .
43% for women (with the rate in 100  opiaionaged 25 40 \
Denmark reaching 62%, only B 1070 M 1930 M 1990
slightly below the rate for men in ~ .
Greece and Italy) (Graph 34).

There are, however, many excep-
tions to the general North-South
differences. For both France and
Belgium, the activity rate for men is
as low as in the Southern countries
listed above while, for Portugal, the
activity rates for both men and
women are above the Community
average. Moreover Ireland, a
Northern country but with some of
the economic characteristics of the & 8 & 1 .
Southern Member States, has the | N ER2 B
lowest activity rate of all for women ‘
at only 31%, but an above average
rate for men.

The broad pattern of higher activ-
ity rates in the economically more
developed North of the Com-
munity than in the South is
confirmed at a regional level, with
a number of Southern regions
having rates for women of less
than 30% and a few of the more
prosperous parts of the UK (the
South East) and France (around
Paris) having rates not far below
those in Denmark (Map 2).

M2 Activity rates of women, 1990

Activity rate (%)

The difference in activity rates for
men arises largely in the younger
and older age brackets, the rates
among those between 25 and 54,
being broadly similar in all coun-
tries. For men under 20, however,
the rate varied in 1990 from 10%
in Belgium, 14% in France and
less than 25% in Greece and Italy
to 51% in Portugal, 65% in the UK
and 72% in Denmark. Similar dif-
ferences are evident for women,
although activity rates for women
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in this age group, as for other
ages, are uniformly lower than for

36 Activity rates of the 15-1 age group in the Member States, 1970, ™™
1980 and 1990 «

While there are differences in the
scale of participation in higher edu-

80 cation between Member States, this
#1970 M 1980 W 1990 is only part of the reason for these
variations. Equally important
would seem to be differences in the
way employment and unemploy-
ment among young people is
recorded and the way their partici-
pation in various training or
vocational schemes is treated at the
national level.

. % population aged 15-19

In the older age brackets — for
men of 60 and over — the rate of
activity in 1990 varied from 10%
or less in Belgium, Luxembourg,
; ,, . b France and the Netherlands to
E ERZ D M P WK around 30% in Ireland and Portu-
gal. For those of 65 and over,
which is beyond the official retire-
ment age in most parts of the
Community, the rate of activity
for men is over 10% in only four
Member States — Denmark and
Greece as well as Ireland and Por-

Activity rates of the 60+ age group in the Member States, 1970, 1980 tugal. In the same countries it is
and 1990 , only 5% or less for women of 65
. and over, except in Portugal (8%).

% population aged 60+
o gd 3% For women, there are major dif-
, ferences between Member States in
, & 1970 30 the rate of labour force participation
B 1950 ’ 7 across all age groups. For those
. aged between 25 and 49, the rate in
W 19% 7 , 1990 was 41% in Ireland and only

around 50% in Spain and Luxem-
bourg (Graph 35). By contrast, the
rate was above 70% in the UK,
France and Portugal and as high as
89% in Denmark. Even among
women in the 50-54 age category,
which in most cases is past the age
when mothers may choose to stay at
home to look after children, the
activity rate was under 30% in Ire-
land, Luxembourg and Spain, as
against 71% in the UK and 80% in
Denmark.
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Data on wsrkihg-age and active population

The main source of historical data used in this chapter is the ILO Retrospective Year Book
which contains data on population and active population by age group compiled mainly
from Population Censuses supplied by countries. Although the Censuses were conducted

_ at approximately the same time in each country — around the beginning of each decade
— they were not all carried out in precisely the same year. The data used to describe the
position in 1960 are in many cases, therefore, for 1961 (and in the case of France, for 1962)
and similarly for the “1970” and “1980” figures. This ought not to affect the changes in
activity rates shown more than marginally.

For 1990, the ILO is also the main data source. For the US, because 1990 figures were not
available, 1989 figures have been used. For Community countries, where 1990 census
figures were not available, the Community Labour Foree Survey results were used. To
make them consistent with the data for earlier years, they were adjusted approximately

_ to an ILO basis by taking, in each case, the latest available ILO ﬁgure (mostly for 1989),
expressing this as a ratio of the LFS figure for the same year and using this ratio to adjust
the 1990 LFS figure.

For a few countries, the published data for 1960 and 1970, in particular, are for slightly
different age groups than those on which the analysis is based. In these cases, the latest
United Nations figures for population by age group have been used in combination with
ILO activity rate data for the age groups closest to those selected to estimate active
population in the age groups concerned.

For Switzerland, the lack of detailed data for similar age groups as for the other countries
made it impossible to use this approach with any degree of reliability. In consequence,
Switzerland was omitted from the analysis. All the historical figures in the chapter
relating to non-EC Western European countries, therefore, exclude Sw1tzer1and except
the calculations of dependency ratios.

Although the data are from a common source — the ILO — and should be based on a
standard set of definitions, differences may still exist between the precise methods chosen
by countries to collect and compile the data. The ILO has not made any adjustments to
the data to ensure consmtency, except to point out obvious discrepancies to cauntnes and
allow them to provide revisions.

Two areas in particular where discrepancies may be significant are in the definition of
activity, where much depends on the time permd chosen as a reference point — whether
long or short and the time of year — and in the treatment of groups such as the armed
forces, people engaged in part-time work and students. In some countries, therefore, a
person may be counted as bemg “active” if they worked only for a very short time (eg a few
hours in the reference period); in other countries in some years, a person may have needed
_ to have worked more or less full-tlme on a regular bams before being included in aetlve\
\ \populatmn .

Observed changes in actlwty rates of women especially, may, therefore, in some cases
partly reflect changes in the way basic concepts, such as activity or employment, are
defined in practice. For example, an observed rise in the activity rate of women may be
due more to a change in the definition of “active” than to an actual increase in labour force
participation. There is little way of knowing how important this factor is likely to be in
~ practice, but over a time span of 30 years, it cannot necessarily be assumed to be* .
1ns1gmﬁcant « \

The sources of estimates of future working-age population in the Community and nther .
countnes are described in more detail in the Box on projections (p.63). | «
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The substantial differences in
activity rates for women between
different parts of the Community
suggest that there is substantial
scope for increases in the Communi-
ty’s workforce from among the
present population of ‘prime’ work-
ing age. The present differences in
rates reflect variations in a range of
social, economic and cultural fac-
tors which both condition attitudes
towards women working, and affect
the practical opportunities and
incentives to take up employment
(these are discussed further in
Chapter 5). Differences in rates,
however, may also reflect variations
in employment regulations, which
may, for example, inhibit part-time
working by women. These factors
can change very quickly over time
and, as shown below, activity rates
among women have been increas-
ing, in many cases significantly,
throughout the Community espe-
cially over the past 20 years, in

areas — rural areas particularly —
where female participation in the
labour force was historically very
low as well as where it was already
relatively high.

Trends in
activity rates in
the Member States

In broad terms, the changes which
have occurred in activity rates for
the Community as a whole over the
past 30 years have affected most
Member States. With few excep-
tions, there has been a general and
fairly continuous decline in activity
among the under 20s and the over
60s, both for men and women
(Graphs 36 and 37).

In the UK, Denmark and the
Netherlands, however, participa-
tion among the under 20s increased

M3 Change in activity rates of women, 1985-90

markedly during the 1980s, reflect-
ing measures — training and other
schemes — for bringing young
people into the work force, rather
than a decline in the extent of
higher education.

Moreover, at the other end of the
scale, in the Southern Member
States — Greece, Portugal and Italy
— activity rates for women of 60 and
over have also increased since 1980,
reflecting the increasing tendency
for women in general to join the
labour force.

This tendency has been most
marked in the 25-49 age group,
which for women is also the age
when they are most likely to have
children. For Italy and Portugal,
the most significant increase in
the activity rate for the women in
this age group occurred in the
1970s. In the former it rose by
more than a half (from 31% to
47%) and in the latter it more
than doubled (from 25% to 51%) in
that decade, although it continued
to rise significantly during the
1980s. For Spain and Greece, the
major increase took place in the
1980s, doubling in the former and
rising by more than 50% in the
latter (Graph 35, Map 3).

In all four cases, a major factor
underlying the increase has been
the shift from a rural-based
society — and economy — in many
regions (in Italy in the South of
the country, in the others more
generally) towards a developed
industrial one. This has brought
with it a radical change in the
operation and importance of the
labour market, from a situation
where the prevailing tendency
was for women to work on the fam-
ily farm or holding to one where
women have the opportunity to
find salaried work in industry or
services.
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In the Northern Member States,
women’s participation in the labour
force began to increase strongly in
the 1970s, although in the UK the
largest rise occurred in the 1960s.
In all cases — apart from the UK
and Germany, where the increase
was more modest — the activity
rate for women in the 25-49 age
group rose by 50% or more between
1970 and 1980. In all countries
without exception the activity rate
continued to rise throughout the
1980s, at a slower rate than pre-
viously but evenly throughout the
decade — even in Denmark where
the activity rate for this age group
had already reached over 85% by
1985.

Evidence from recent history im-
plies that the scope for further
increases in activity rates among
women in most Member States —
Denmark clearly is the primary
exception — is no less significant
than over the past ten years. In the
Southern Member States, in par-
ticular, where low growth in
working-age population might have
had serious economic implications,
the scope for substantial increases
in the labour force through more
female activity is, in fact, consider-
able. The same is also true,
moreover, in a number of Northern
countries — in Belgium, the
Netherlands, Luxembourg and, to a
slightly lesser extent, Germany,
where the activity rates for women
aged between 20 and 60 are well
below those in Denmark or the UK.

In the case of men, apart from in the
youngest and oldest age groups,
there have generally been only
small changes in rates of activity in
Member States. Thus the possi-
bility of major changes over the next
20 years is largely confined to the
youngest and oldest groups. It is
possible, for example, that the
bringing forward of the effective age

of retirement which has signifi-
cantly reduced the activity rate
since 1980 for those of 60 and over,
in Northern countries especially,
could continue and spread to Italy
and Portugal, where there has been
little change.

As noted above, however, the
incentive to push for earlier
retirement is affected by prevail-
ing economic circumstances, and
is less likely to arise if demand for
labour is high.

Effects of changes in
the age composition
of the population
Changes in the age composition of
the population have potentially im-
portant effects on the overall rate of

participation in the labour force and
therefore on the growth of the work

force. If the population on average
gets older and the proportion of
people in retirement increases, then
the overall activity rate naturally
tends to fall and the labour force
tends to be reduced. Observed
changes in overall activity rates can
be misleading if this compositional
effect is not taken into account.

The scale of the ageing effect in
the past can be estimated by hold-
ing total population aged over 15
and activity rates within age
groups constant over time, and
then calculating the overall rate
of activity and the numbers in the
labour force given the changing
age distribution of the population.
This tells us, in effect, how the
active population would have
changed over time if everything
but the age distribution of popula-
tion had remained unchanged. In
this way, it is possible to disen-
tangle the effects on the size of the

38 Share of wbmen in the active pupﬂl&tién in the Community, mﬁ; EC
Europe, US and Japan, 1960, 1970, 1980 and 1990
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39 Womens share of the active population in the Member States, 1990
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labour force of changes in the
population aged over 15 from
which it needs to be drawn; of
changes in the age structure of
that population; and of changes in
activity rates per se.

Over the period between 1960 and
1990, the effect of the ageing of
population was to reduce the Com-
munity potential labour force by an
estimated 4 million people, with
much of this effect occurring
between 1960 and 1970. This was in
practice partially offset by an
increase in activity rates within age
groups which in total added just
under 3 million to the labour force
over this period. (The observed
activity rate, calculated without
allowing for changes in the age com-
position of population, actually
declined over this period.) The rise
in activity was particularly marked
in the 1980s, when it added over 4
million to the Community’s work
force, resulting in the active popula-
tion growing at a significantly
higher rate than the population of
working-age.

During the 1980s, therefore, the
increase in participation among
women was sufficiently pronounced
to offset the decline among men by
a sizable margin.

The sex composition
of the labour force

The effect of increased activity
among women, coupled with the
declining activity of men,
obviously had the effect of raising
the proportion of women in the
Community labour force. Thus,
between 1960 and 1990, the pro-
portion of women increased from
30% to 40% (Graph 38). This pro-
portion, however, as would be
expected from the relative rates of
activity among women, is sub-
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stantially below the figures in
non-EC Europe and the US which /
were both around 45% in 1990 and a1
which had, moreover, increased '
by much more over the preceding
30 years.

Employment, unemployment, and inactivity amongst the populatinn
aged 15+ in the Member States, 1990

. %populationaged 15+ M Employed M Unemployed [ Inactive

Of the increase in the recorded
labour force of just under 29 million
in the Community which occurred
over the period 1960 to 1990,
women accounted for over 20 mil-
lion.

The rise in the importance of women
in the labour force has been a
general feature throughout the
Community over the past 20 years.
Nevertheless, in 1990, the propor-
tion of working population
represented by women varied mar-
kedly between Member States, from a ’
46% in Denmark down to 35% in FOEREZ N D P WK
Spain and Luxembourg and only
just over 30% in Ireland (Graph 39).

Employment and
unemployment

In the 1960s and early 1970s, 42 Unemployment rates of the 20-24 and 25-49 age groups in the
unemployment rates in the Com-  Member States, 1990

munity were low and relatively 1
stable, and almost all of the 9% abour force
recorded labour force was in
employment. Since then, unem- 4
ployment has increased and %
although it fell during the second B o549
half of the 1980s, it remains at a
high level. In 1990, over 8% of the 20
active population in the Com-
munity was unemployed. 15

B 202

The Community’s utilised labour
force, therefore, amounted to only
around 50% of the population of 15
and over — about the same as in
1980 and less than in 1970 (54%).
This compares with a utilised
labour force rate (or an employment , :
rate) of around 60% or more in other 1 bk B R ERZ F GR I
parts of Western Europe, the US '
and Japan (Graph 40). In effect it
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means that, if the employment rate
in the Community were the same as
in these other countries, some 12
million more people would be in
work. The problem of under-
employment is particularly acute in
the less developed parts of the Com-
munity, in Spain, Ireland, Greece
and the South of Italy, where the
employment — or utilised labour
force — rate was around 45% or less
in 1990, although it was also at this
level in Belgium (Graph 41). In Den-
mark and the UK, on the other
hand, the utilised labour force rate
was around 60%, similar to that in
other parts of Western Europe.

Even though a proportion of those
not at present in work may be dif-
ficult to employ in practice for one
reason or another — because, for
example, they do not possess, and
would find it difficult to acquire,
the requisite skills and attitude —
the evidence of recent history

strongly suggests that the
majority of them could be
absorbed into the labour force if
sufficient jobs could be created.

This view is reinforced by the fact
that significant numbers of the
unemployed throughout the Com-
munity are young people under the
age of 25. In most Member States,
the rate of unemployment among
the 20-24 age group, both for men
and women, is at least double the
rate for those over 25 (Graph 42). In
Italy and Spain, the unemployment
rate for this age group is as high as
25-30%.

This is clearly another important
factor to be taken into account when
assessing the prospects for labour
force growth in the coming years.
Concerns about an ageing — and
possibly shrinking — work force
need to be juxtaposed with the Com-
munity’s inability over the past 15

43 Dependency ratios in the Community, non-EC Europe, US and Japan,

1970, 1980 and 1990

Working-age dependency

15

05§

0
70809 7080% 7089 708090
EURI2 non-ECEuope  US Japan

2
 Employed dependency

15
! 1
|
i 05
)

70609 7080% 708090 70809

EUR12  non-EC Europe us Japan

years to employ many of the young
people potentially available for em-
ployment. The prospect of declining
numbers of young people coming
onto the labour market each year
would be more serious if more of
those at present becoming available
for work could actually find employ-
ment.

The dependency ratio

The dependency ratio, which seeks
to indicate the dependence of child-
ren and the elderly on the rest of the
population, is conventionally
measured by the ratio of those
either too young or too old to work
to the number of people of working
age. Defined in these terms, the
dependency ratio in the Community
in 1990 was around 49%, if working-
age population is taken as those
aged between 15 and 64. This is
slightly less than in non-EC Europe
(50%) or the US (52%), though more
than in Japan (44%) (Graph 43, in
which working-age dependency is
defined as total population less
population of 15-64 as a ratio of
population 15-64, and employed
dependency as total population less
those in employment as a ratio of
those in employment).

The dependency ratio defined in
such statistical terms, however, is a
potentially misleading indicator of
dependency from an economic
standpoint. The burden of economic
support falls not on the working-age
population as such but on those in
employment, who have not only to
generate income to support the
young and the old, but also to pro-
vide for the unemployed and
inactive. A more meaningful
measure of dependency from an
economic standpoint is, therefore,
the ratio of the population not in
work to those who are in paid
employment.
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Population and labour force pmjectlons

The projections of population by age group and sex for the Cammumty were eempﬂeﬁ byf .
Eurostat and are summarised in Two long term population scenarios for the European
Community, paper distributed at the International Conference on Human Resources in .
Burope at the Davm of the 21st Century, held in Luxemhonrg on the 27——29 Nﬁvember .

1991 . \ .

The main assumptidns underlying the “high” jmpulation pmjéctien are:

e anincrease of fert111ty to around 2 chﬁdren per woman of chﬂd—beanng age . :: . .

_ ® acontinuation of the upward trend in life expectaney

e aslight fall in net immigration into the Ccmmumty tc; an annual mﬂnw af 75{} 600\ .
people a year ﬁ'am 1994 onwards. , . \ ’

The main assumptmns underlymg the “law” pupulatmn pm,}e(:twn are: \
e 1 further fall in fertility to amund 1.5 children per woman of chﬂd—beanng age
f a small increase in life expectancy during the 1990s and no nhange thereafter

o a decline in net 1mnugratmn into the Community to an annual mﬁow of 25(5 00()4
people from 1994 onwards. .

_ The populahon projections for other eountmes are derived fmm the latest Umted Natmns .
demographic projections, World Population Prospects, 1990, supplemented by United
Natwns, Global Estimates and Pm;ectwns of Population bySexandAge——dQsSRevwwn .

The assumptlcns on which the labour force pm,}ectmns are based are:

o Forthe “high” aﬁtmty pro;ect;on:

4 Men —no change in activity rates from 1990 for all age gmups

Women — same absnlute increase as 1980 to 1990 for all age gmups w;th upper hmlt“ .

~ imposed by 1990 rate in Denmark and no rate allowed to fall (Denmark has h:ghest \
_ activity rate in all age groups, except 65+ where Portugal has shghﬂy higher rate —
Portugal is assmned to come down to Danish rate). \

o For the “low” activity pmjectinn:

'Men — same absolute change as 1980 to 1990 for all age groups, w1th France }mpasmg .
a lower limit for 15-19 and 20-24 age groups (Greece 2024 rate held constant), 10% .
 being lower Iumt for 60-64 age group and 2% bemg lower limit fnr 65+ age greup* .

 Women — half 1980-1990 absolute change with Denmark agmn xmpasmg an upper ,
limit for each age group and WIth rates allowed to fall (but not below 0 ’

Eurostat is currently preparing more elaborate natmnal and regmnal populatmn and .
labour force scenarios for the whole Cammumty, which sh(mld be enmpleted befare
Summer 1993.
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4 Age distribution of the population aged 15+ in the Cammunity. non-

EC Europe, US and Japan, 1970, 1990 and 2010
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In the Community, the dependency
ratio defined in these terms was
around 1.5 in 1990, implying that
for every 10 people in paid employ-
ment another 15 people were not
working (or more correctly, not
drawing a salary). This is signifi-
cantly higher than in other parts of
Western Europe, Japan (both 1.0) or
the US (1.1). It is, however, about
the same as it has been over the past
30 years. Both the US and Western
European countries outside the
Community, on the other hand,
have seen a significant reduction in
this ratio over the past 20 years
which, other things being equal,
should have boosted their average
income per head relative to that of
the Community.

Labour market
prospects for the
next 20 years

As noted at the outset, the latest
demographic projections show that
the population of working age will
grow only very slowly if at all in the
Community over the period up to
2010, and that this trend will be
particularly marked after the year
2000 on. If there is a significant
slowdown in the current rate of
inward migration then there is a
real possibility of an absolute fall
from this point. This contrasts with
continuous growth over the past 20
years of just under 1% a year.

As a result of the decline in the
number of young people coming of
working age, a significant ageing of
the population of 15 and over is also
in prospect. Taking a medium
projection (i.e. midway between
the high and the low projections
produced by Eurostat — see Box,
p.63), those under 25 will fall from
18% of population above working
age in 1990 to 14% in 2010, while

-64 -



Chapter 3 The Community’s Labour Force :

Recent Growth and Future Prospects

the proportion of those of 50 and
over will rise from 39% to 43%
(Graph 44). This will reverse the
trend over the past 20 years
towards a slight increase in the pro-
portion of those in the 15-24 age
group and a corresponding decrease
in the older age group.

This ageing effect is also evident in
other countries of Western Europe,
the US and Japan. In other parts of
Western Europe, the proportion of
50 year olds and over in the popula-
tion of 15 and over is projected to
increase from 38% to 44% between
1990 and 2010 and in the US, even
more significantly, from 32% to
42%. In Japan, the effect is yet more
pronounced. The numbers of young
people under 25 is projected to
decline from 19% of all those of 15
and over to 13% between 1990 and
2010, reflecting the sharp slowdown
in population growth over the past
30 years, while those of 50 and over
will rise from 37% to 47%. Non-EC
Europe and especially the US and
Japan therefore have a similar task
to the Community in coping with a
population which is becoming older.
However, Japan, in particular,
has had to cope with an even more
pronounced ageing since 1960
(admittedly from a younger
starting-point) and seems to have
succeeded in preventing it from
adversely affecting its competitive-
ness.

Within the Community, the ageing
effect, on the average of the projec-
tions, will vary significantly
between Member States. By the
year 2010, those aged 50 and over
are forecast to account for over 45%
of the population of 15 and over
in Italy and Germany, whereas in
Ireland and Portugal the proportion
will still be below 40% (Graph 45).

At the same time, the relative num-
bers in the prime age group of 2549

are projected to increase in all the
Southern Community countries, as
well as in Ireland, and to decline in
all the Northern Member States. In
Portugal and Spain the rise is par-
ticularly pronounced, with the
share of those aged 25-49 in the
population of 15 and over increasing
in both cases from around 40% in
1990 to 46% in 2010. By contrast, in
the Netherlands, the share of this
prime age group is projected to fall
from 47% to 42% and in Belgium
and France from 44% to 41%.

To a large degree, therefore, it is the
more developed, more prosperous
parts of the Community which will
have to cope with the implications
of an ageing potential work force
over the next 20 years. On the other
hand, it is in the Southern countries
where the decline in the relative
numbers of young people aged
under 25 is most pronounced, and
therefore where the potential num-

bers of young people joining the la-
bour force will fall by most over this
period. In Spain, the share of this
age group is projected to decline
from 21% in 1990 to 13% in 2010
and in the other three countries
from 18-20% to 12—14%.

Concern about both these prospects,
however, needs to be tempered with
the recognition that, as noted above,
the age structure of working-age
population does not necessarily
coincide with the age structure of
the work force, still less with that of
the employed work force. Spain and
Italy — where the decline in the
numbers of young people coming of
working age will be particularly
pronounced — both currently have
a large proportion of their potential
labour force of young people in un-
employment.

As has been shown, although over-
all participation of people of

46 Effect on the Community's antive population of changas in &ge

structure, 1990-2010
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working age in the labour force has
not changed greatly in the recent
past, the trends of men and women
have been in opposite directions;
these, in combination, have signifi-
cant implications for both the
growth and age composition of the
Community’s labour force over the
next 20 years.

The effect of ageing
on future activity

The potential effect of the chang-
ing age distribution of the
working-age population on labour
force participation can be esti-
mated, as above, by calculating
what the overall rate of activity
would be in future years if activity
rates within broad age groups
were to remain unchanged. Such
an exercise indicates that
between 1990 and the year 2000,
the effect of the changes in the age
distribution of population on over-
all activity is negligible, with a
decline in the relative numbers of
young people under 25 (who have
comparatively low rates of activ-
ity) being offset by a relative
increase in the older age groups,
who have similarly low rates
(Graph 46).

In the following ten years, however,
a significant acceleration of ageing
stands to have a substantial effect
on the Community’s labour force. If
rates of activity within age groups
were to remain unchanged, this of
itself would reduce the overall activ-
ity rate between 2000 and 2010
from 55% to just over 53.5% on the
low population projection, so
decreasing the total work force by
some 3.7 million. On the high popu-
lation projection, the effect is even
more pronounced, because the num-
bers of both young and old are
proportionally greater. Given
unchanged activity rates, the Com-

munity’s labour force would be re-
duced by just under 2%, or by over
5 million people, over the 10-year
period 2000-2010.

Potential changes in
active population

These mechanical calculations are,
however, misleading. On the experi-
ence of the recent past, rates of
activity in the Community are most
unlikely to remain unchanged in
the future. For women in particular,
rates in the future are almost
certain to be higher than prevailing
rates given the increase which has
occurred over the past 20 years, and
given also the still substantial dif-
ferences in activity rates, both
within the Community and between
the Community and many other
developed countries.

To give a broad indication of how
the Community’s labour force over
the next 20 years might change,
illustrative projections have been
made on the basis of two alternative
sets of assumptions about the move-
ment of activity rates for men and
women by age group. These projec-
tions are not based on any attempt
to explain past changes in activity
rates in terms of changes in econ-
omic and other variables (which in
any event has proved unreliable).
Rather, the exercise simply
assumes that past and present
trends continue into the future.

The first projection, labelled ‘high’,
makes 3 main assumptions. Firstly,
it assumes that activity rates for
women in the main working-age
groups increase in each country by
the same amount over each future
10-year period as they did between
1980 and 1990. (The change over
the 1980 to 1990 period ought to be
reasonably representative insofar
as it covers more or less a complete

economic cycle — five years of slow
growth or decline in employment
followed by five years of expansion.)
Secondly, it assumes that activity
rates for the very youngest and
oldest age groups, which in some
Member States have shown some
tendency to fall, remain unchanged.

For men, it assumes that activity
rates in each age group remain
unchanged at their 1990 level,
instead of falling — slightly in the
prime working-age groups and
more markedly in the oldest and
youngest age brackets — as has
been the tendency in the recent
past.

Finally, for Denmark, where rates
for each age group are already
higher, often much higher, than
elsewhere in the Community, it is
assumed that rates do not increase
further. The Danish rate for each
age group is used to define an upper
limit to the level to which rates
could rise elsewhere.

Although this is labelled the ‘high’
projection, it should not be regarded
as the maximum to which activity
rates might rise over the next 20
years. It is perfectly feasible that
rates could increase by more, espe-
cially in parts of the Community
where the rates for women are well
below those elsewhere.

The second projection, labelled
‘low’, assumes that activity rates
for men change in each future 10-
year period by the same amount
as over the period 1980 to 1990. In
virtually all cases, and especially
for the youngest and oldest age
groups, this means a continuing
fall. Lower limits are imposed to
prevent rates declining to what
would appear unrealistically low
levels (10% in the 60—64 age group
and 2% in the 65 and over group,
in particular).
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For women, activity rates are
assumed to change over the next
and subsequent ten years by half
the amount they did over the past
10 years. In most cases, this implies
a rise — except in the oldest age
group — although, again, the rates
in Denmark are held at their 1990
level and no rate is allowed to in-
crease above these.

As in the case of the ‘high’ projec-
tion, the overall activity rate
generated by this set of assumption-
s does not necessarily represent the
minimum level to which they could
fall over the next 20 years. In par-
ticular, if action to encourage and
make it easier for women to join the
labour force were put into reverse
and/or if there were to be little econ-
omic growth and a reduction in
employment rather than an
increase, participation might turn
out to be even less than this. With-
out major developments of this
kind, however, it is hard to imagine
the activity rate falling below this
projection.

Applying the activity rates
generated by these two sets of
assumptions to the high and low
population projections indicates
that the overall rate of participation
among those of 15 and over could, in
one case, rise from just over 55% in
1990 to just under 59% in the year
2000, or fall slightly in the other
case. Over the subsequent 10 years
(2000-2010), the overall rate is
unlikely to increase much even on
favourable assumptions because of
the unfavourable change in age dis-
tribution noted above. On
unfavourable assumptions, it could
decline to around 52% by 2010
(Graph 47).

This means that the Community
labour force could, under a combi-
nation of relatively favourable —
but by no means unrealistic — cir-

cumstances, increase by over 11%,
or by some 17.5 million, between
1990 and the year 2000. This is
more than occurred over the 10
years to 1990. If things continued
to be favourable over the following
10 years, then by 2010, the labour
force could have grown by a fur-
ther 10 million, or by another 6%.
This would imply a net addition of
almost 28 million to the labour
force over this 20 year period as a
whole — more than the current
total working population of, say,
France or Italy.

Even if the population were to grow
over the next 20 years according to
the low growth projection — which
would imply the population of work-
ing age (15-64) increasing by under
1% — a relatively favourable devel-
opment of rates of activity could still
result in the Community labour
force expanding significantly. Thus,
on the high activity rate projection,

the total work force would still
be over 12% larger in 2010 than
in 1990, giving an additional
19 million people available for em-

ployment.

Most significant, at least for the
next 20 years, is the fact that the
assumptions which are made about
movements in activity rates have a
much greater effect on the size of
the future labour force than do the
assumptions about population
growth. For example, even if the
population were to increase up to
2010 according to the high popula-
tion projection, unfavourable
movements in activity rates could
result in very little growth of the
Community’s work force over this
period.

If circumstances turned out to be
relatively unfavourable, both in
respect of population growth and
activity, the Community labour

7 Projected age structure of the labour force in the Community,
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force could remain more or less
unchanged over the next 10 years
and then decline over the following
decade. How far this should be a
cause for concern depends, to an
important extent, on the economic
situation prevailing over this
period. If economic growth turned
out to be relatively low and the
demand for employment relatively
depressed, then a decline in the
labour force would be unlikely to be
seen as creating serious problems.

If, in contrast, economic develop-
ments are more favourable and
demand for labour grows, then
there will increased pressure on the
Community to make more produc-
tive use of the numbers presently
unemployed, as well as to ensure
that more women are able to partici-
pate in the labour force. As an
indication, if half of those now
unemployed were brought into
employment, this would be suffi-

cient to enable the numbers in work
— the utilised labour force — to
increase over the next 20 years,
even under the most unfavourable
assumptions about population
growth and activity rates.

Projected changes
in the labour force
in Member States

Most of the prospective growth in
the labour force over the next 20
years in terms of absolute numbers
is likely to occur in the North of the
Community. On the high activity,
high population projection, the
work force in Germany, France and
the UK would expand by 4-5 million
people in each case between 1990
and 2010, with Italy showing an
increase of around 3 million. In
these four countries, growth of the
labour force over this period would

48 Changes in the labour force in the Community, 1970-1990 and 1990-
2010 (high and low growth scenarios)
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range between 13 and 17%, in all
cases slightly lower than the growth
over the past 20 years (Graph 48).

In percentage terms, the highest
increases would be in the Southern
Member States plus Ireland, where
rates of growth of 30—40% could
occur. In the case of Spain and Por-
tugal, such high growth would in
fact be less than the rate experi-
enced over the 1980s. For Greece,
it would be slightly more, but for
Ireland, it would be significantly
higher (although much more
because of a high projected growth
in working-age population than of
an assumed increase in activity).

For all four countries, but especially
for Greece and Ireland, the key
question is whether the economy
would be able to absorb such a large
expansion in labour supply without
it leading to much higher unem-
ployment. The problem in each case,
therefore — particularly in Spain,
Ireland and Greece — where open
or concealed unemployment is
already very high, is not likely to be
one of inadequate growth of the
labour force holding back produc-
tion, but one of trying to sustain
sufficient growth of output to create
enough jobs to employ those who
might be looking for work. In prac-
tice, if this problem is not resolved
then it is likely that activity rates,
especially among women, will prob-
ably remain relatively low.

By contrast, if both population and
activity trends turned out to be
unfavourable (i.e. if they accorded
with the low population, low activ-
ity projection), then 7 of the 12
countries would experience a
decline in the labour force between
1990 and 2010, of as much as 8% in
the case of Germany (Graph 48).
Even Ireland and Greece — where
the work force is projected to grow
rapidly on favourable assumptions,

-68-



Chapter 3 The Community’s Labour Force : Recent Growth and Future Prospects

and where an increase in popula-
tion of working age is forecast even
under the low population projection
— especially in the case of Ireland
(13%) there would be little growth
or even a decline in the labour force
under these assumptions. Since,
however, such a scenario is more
likely to be fulfilled in the event of
low economic growth and employ-
ment creation, it does not follow
that it would necessarily be associ-
ated with problems of inadequate
labour supply.

The changing age
structure of the
labour force

As noted above, a pronounced
ageing of the population of 15 and
over is in prospect over the next 20
years in the Community, as people
live longer and as the fall in the
birth rate reduces the numbers in
the younger age groups. This has
led to concern being expressed
about the possible detrimental
effect on the Community’s work
force and, in particular, on its pro-
ductivity and capacity to learn new
skills. However, in making this
assessment, account must also be
taken of the upward trend among
women, especially in their 20s and
30s, to want to work.

It is undoubtedly the case that,
under any plausible set of
assumptions, there will be a pro-
portionate decline in the numbers
of young people entering the
labour market for the first time
over the next two decades —
though not necessarily an abso-
lute decline. Nevertheless,
because of increasing participa-
tion of women, the numbers of
people of prime working age in the
work force — those aged 25-49 —
stand to increase significantly in

both relative and absolute terms.
On both the high and low activity
rate projection, the proportion of
the labour force in this age group
stands to increase from under 62%
in 1990 to over 64% in 2010. While
much of the rise is accounted for
by those over 40, the numbers
aged between 25 and 39 are pro-
jected to be more or less the same
in relative terms in 2010 as in
1990.

All and more of this relative
increase, however, will occur over
the next ten years. Thereafter, the
proportion of the labour force in the
25-49 age group will fall and the
relative numbers in their 50s will
rise as the people born in the baby
boom immediately following the
last world war grow older. The pros-
pect of an ageing labour force in the
Community is, therefore, much
more a problem to be faced in the
early years of the 21st century than

in the remainder of the 1990s. Even
then, it is likely to take some time
for the proportion of the work force
aged between 25 and 49 in the Com-
munity to fall below its 1990 level
and much longer for it to decline
back to what it was in 1970 (54%).

The same tendency for members
of the work force aged between 25
and 49 to increase in relative im-
portance over the next ten years
and to represent a higher share of
the total in 2010 than in 1990 is
true for most Member States.
Indeed in the Southern countries
of Spain, Greece and Italy as well
as in Ireland (where activity rates
of women are relatively low) the
share of this age group stands to
be significantly higher by 2010,
largely because of the growth in
participation of prime age women
(Graph 49). Only in the case of
Denmark, France and Luxem-
bourg would the share be slightly

49 ijgeied age distribution of the labour force in the Membﬁétﬁhé;
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- 50 Projected impoftanée of women in the labour force in the Member
States, 1990 and 2010
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lower in 2010 than in 1990 — in
Denmark because participation
among women in the 25-49 age
group is already very high (and
assumed not to rise further), in
the latter two countries because
this group already accounts for a
higher proportion of the work
force (68%) than anywhere else in
the Community except Belgium.

The sex composition
of the labour force

Most of any projected growth of the
labour force over the next 20 years
is likely to come from more women
entering the labour market.

Although the numbers of men and
women in the working-age popula-
tion are naturally expected to
change by similar amounts between
1990 and 2010, a continuing
increase in women’s participation in
the labour force, coupled with the
possibility of continuing decline in
the case of men, will result in
women becoming progressively
more important in the work place.
In the high activity scenario, the
proportion of women in the labour
force would rise from around 40% in
1990 to 45% in 2010 (Graph 50). Of
the total increase in the numbers
coming onto the labour market over
this period, some 73% would be
women.

Under this scenario, the most signi-
ficant changes would be in the
Southern Member States —
although less in Portugal than in
Spain or Greece — where activity
among women is much lower than
elsewhere in the Community. For
example, in Spain, the share of
women in the work force is projected
to rise from 35% in 1990 to 45% in
2010 and in Greece from 37% to
46%. Although these increases are
substantial they represent a much
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lower rate of increase than over the
past ten years. Elsewhere in the
Community, apart from in Italy,
Ireland, Belgium and Luxembourg
— where activity rates of women
are relatively low and/or have risen
relatively slowly over the past ten
years — the share of women in the
labour force is projected under these
assumptions to reach 46-47% by
2010.

On the low activity low population
projection, the importance of
women would still increase over the
next 20 years but the rise would be
much less. Over the Community as
a whole, the share of women would
increase from 40% to around 42% in
20 years time, with little or no rise
in a number of countries, such as
Belgium, Luxembourg and France,
and with Italy even showing a fall.

Population growth
in surrounding areas

The relatively low growth in popu-
lation of working age (defined as
15-64) projected for the Community
over the next 20 years is common to
most developed parts of the world.

For non-EC Western European
countries as a whole, the change
in working-age population,
according to the latest projections,
is likely to be less than in the
Community and only just positive
over the next two decades (a 1%
rise over the period as opposed to
3% for the Community, taking the
average of the high and low pro-
jections). Indeed, in Austria and
Switzerland, population of work-
ing age may well decline over this
period (Graph 51).

In Central and Eastern Europe,
although working-age population is
projected to grow up to 2010 at a
faster rate than in the Community,

the differential is relatively small
(0.5% a year as against 0.2%) even
in the absence of significant out-
ward migration. Moreover a large
part of the increase is accounted for
by just one country, Poland, which
alone is responsible for almost 45%
of the increased number of people
in this age group. In Hungary and
Bulgaria, working-age population is
forecast to decline over the next 20
years.

In the CIS (the former Soviet
Union), growth in the next two
decades is projected to be slightly
higher than in countries on its
Western border (0.7% a year), with
the less developed states in the
South and East of the region likely
to show the largest increases.
Again, however, the future rate of
growth is forecast to be less than in
the past and not so much higher
than in the Community.

It is in the countries to the South of
Europe, in the Arab countries in
North Africa and the Middle East,
where population growth is likely to
be most rapid in the period up to
2010. This is particularly the case
for the population aged 15 to 64, the
growth in which is only marginally
affected by a possible reduction in
the birth rate. Over the next 20
years, population of working-age in
the region as a whole, according to
the latest UN projections, will
increase by some 3% a year,
implying almost a doubling of num-
bers by the end of the period.

This means that working-age popu-
lation in the Arab countries, from
being only around half that in the
Community in 1990, is projected to
be only slightly less by 2010 and
marginally higher than in the CIS.
Within the region, the highest rates
of growth are likely to occur in the
countries in the Arabian peninsular
— in Saudi Arabia, in particular,

where working-age population is
forecast to more than double over
the period — and in the Horn of
Africa. The rate of increase in the
Maghreb and Machrek countries in
North Africa, however, at around
75%, is projected to be only slightly
lower.

The most pronounced difference
in demographic developments
between the Community and neigh-
bouring regions concerns young
people in the 15-24 age group, i.e.
those who are new entrants to the
labour market. For this age group,
a marked decline in numbers is
expected to occur in the Community
over the next 20 years. Taking the
average of the high and low projec-
tions, the numbers will be some 18%
less in 2010 than in 1990. The num-
bers in this age group are also
projected to decline in other parts of
Western Europe and in Central and
Eastern Europe, though by less (by
13% and 4%, respectively), whereas
in the CIS, a rise of over 15% is
expected.

Although the growth of 15-24 year
olds in Arab countries to the South
of the Community is projected to be
slightly lower than for total
working-age population, it will still
be substantial (just under 3% a
year). If the projections are correct,
it will mean that by 2010 the num-
bers of young people of working-age
in North Africa and the Middle East
will be some 70% greater than in the
Community, whereas they were
around 20% smaller in 1990.

It is hard to imagine that the
projected rate of working-age popu-
lation growth in countries to the
South of Europe and the large
expansion in the numbers of young
people imply any kind of competi-
tive threat to Community
producers. They are, however,
likely to have profound political,
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economic and social implications in
the region.

Unless there is a radical accelera-
tion in the pace of economic
development in the Arab countries,
population growth on the scale pro-
jected is likely to lead to further
impoverishment and continued
social and political unrest in many
places. It will also mean that sub-
stantial, and probably increasing,
numbers of people of working age
will be unable to find employment
of any kind in the countries where
they live.

Although demographic pressure
is likely to be much less acute in
Central and Eastern Europe and
the CIS, problems of achieving an
acceptable rate of economic develop-
ment could well be only slightly less
serious (see Chapter 5).

The real challenge facing the Com-
munity is how to respond to these
problems and how it can assist
neighbouring countries to the South
and East to overcome them. The
alternative would seem to be to
accept the prospect of greatly
increased migratory pressure from
these countries, which, although it
might add to labour force growth in
the Community, is likely to create
problems of its own.

-792 -



Chapter 3 The Community’s Labour Force : Recent Growth and Future Prospects

Defining and Measuring the Labour Force

The measurement of the labour force in the Community, or anywhere else, is not
straight-forward. It involves conceptual as well as practical difficulties. There are a
number of definitions which can legitimately be applied — each of which gives rise to
practical problems of measurement.

A first definition is the ‘utilised’ labour force — i.e. those people actually in employ-
ment. This definition is the least ambiguous and is useful for gauging the success of
an economy in employing the human resources at its disposal to produce goods and
services (though there are some difficulties in defining employment as noted below).
 This is the basis of the ‘employment rate’ used by the Employment in Eurepe Report
to make comparisons between the Community and other major economic areas. It is,
however, too narrow a definition to be used as a general indicator of available Iabour

supply.

There is the standard definition for measuring the ‘active population’, which includes
the unemployed as well as those in employment. This definition, developed and
~ sponsored by the ILO, seeks to measure the numbers of people who are either in
employment (including self-employment) or who are unemployed but both available
for work and actively seeking employment. This clearly accords with a commonsense
definition of the labour force. Data are collected on this basis by Member States and
in the Community Labour Force Survey.

Problems may arise here both over deciding whether an individual is employed and
over determining whether non-employed people are looking for work. So far as the
former is concerned, this requires the specification of some minimum period during
which the individual was working — is one hour a day or a week sufficient to constitute
employment, and if not, how many hours are? Different definitions of the length of
this period and different ways of treating non-regular or atypical employment canlead
todifferences in recording employment — and the labour force — as between countmes
(see Box P. 57). .

So far as measunng unemployment aecordmg to ILO is concemed there is am;ﬂe .
evidence to demonstrate that whether a person is actively seeking work or not depends

to an important extent on availability of work (see Employment in Europe 1991
Chapter 3), a factor which cannot be included in a statistical definition to be applied
to a specific reference period. Lack of acceptable jobs is a major deterrent to looking

for work, especially where there is no entitlement to unemployment benefit, and
no incentive to register officially as seeking employment — conditions which may
particularly apply to women. The evidence from the recent period of high employment
growth in the Community is that, when job opportunities are created, a significant
proportion of the people who take up these jobs — women especially — were not
previously recorded as unemployed, and therefore not previously counted as part of
the official labour force. The ILO definition cannot be expected to identify all those, ~
who would work if suitable jobs were available.

Since the concern here is to analyse long-term trends, account has to be taken of t,he .
fact that whether a person works or looks for work (particularly in the case of married
women) is conditioned by a variety of economic, social and labour market factors, which
can change over time, and which are inherenﬂy difficult to predict (see Chapter 6
of this report). The enormous changes in participation rates which have occurred
over the recent past, as described in the text, demonstrate what can happen even over
comparatively short periods of time. -
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A wider definition of the labour force would measure the number of people who would
prospectively be available for work in the longer-term, should sufficient job
opportunities be created. This is probably the most appropriate for assessing future
labour market developments, but it is difficult to formulate a practical deﬁmtmn 80
as to measure the prospective labour force in an objective way.

The closest practical concept to this is that of working-age population, which is termed
here the ‘potential’ labour force, though this should not be taken to imply that
everyone of working age would wish, be willing or be able to take up employment.
Nevertheless, it can be assumed that most people of working age might conceivably
join the labour force under particular circumstances. More importantly for the present
purpose, it can also reasnnably be assumed that the proportion of working-age
population who might so join the labour force is unlikely to be significantly different
as between countries with similar economic and social characteristics. As such the
concept provides a useful benchmark against which the actual labour force can be
judged. The problem is to define the ‘working age’.

Difficulty arises at both the lower and upper ends of the scale. Although, with the
exception of Portugal, there is virtually no-one currently in legal employment who is
younger than 15 years old — and in most countries, younger than 16 — the prevalence
of further education and training beyond the official school-leaving age varies
between Member States and has changed significantly over time. Participation in the
labour force among the young, especially those aged between 15 and 19, is, therefore,
very different in different parts of the Community.

In the upper age brackets, neither official retirement ages nor the propensity to work
beyond retirement age are uniform across the Community. Nor have they remained
unchanged over time.

Moreover, there are significant differences, in both respects, between men and
women. Imposing upper definitional limits on working age creates problems, espe-
cially when attitudes to older people Workmg or their prospects to do so, change over
time.

In many parts of the Community, 30, even 20, years ago, sizable proportions of people
— men especially — in their late 60s and older were in employment. At that time,
definition of working-age population with an upper age limit would have excluded
such people and been highly misleading. Since then, however, there has been a
tendency in Member States to bring forward official retirement ages and to encourage
early retirement. This was especially a feature of the late 1970s and early 1980s, when
unemployment increased rapidly, although it has been less prevalent since the
mid-1980s when unemployment has fallen.

Except for a few countries — notably Portugal and Ireland — the proportion of people
currently working over the age of 65 is now very small in the Community. Unless
there is a major change — which should not be entirely ruled out — defining the
potential labour force to be those aged between 15 and 64 would not, in most cases
exclude a significant proportion of those actually in employment.

Nevertheless the analysis here, for the most part, focuses on the population of 15 and
over — those above workmg-age — partly because historically a significant propartion
of people of 65 and over were in employment in the Community, partly because it is
conceivable that they might be again in the future if labour shortages were really to
materialise. At the same time, special attention is paid to changes in the population
aged 15 to 64, since the vast majority of the labour force will come from this age group.
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Chapter 4

There is little sign of services employment growth ending.
Whether the jobs will be created where they are most needed

is less certain.

Introduction

Over the 1980s, the number
of people employed in the service
sector in the Community
expanded by almost 12 million,
a rise of just under 1% a year. At
the same time, the number em-
ployed in agriculture and industry
declined by around 8 million. The
growth of jobs in services over the
Community as a whole was not
sufficient, however, to provide
enough employment oppor-
tunities not only for those losing
their jobs in other sectors, but also
for the additional number of
people joining the work force for
the first time. Unemployment
was, therefore, over 4 million
higher at the end of the decade
than at the beginning.

The creation of the additional ser-
vice jobs was unevenly distributed
across the Community. It did not
always occur in areas where the
decline of employment in agricul-
ture and industry was greatest.
Moreover, the nature of the service
jobs created varied significantly
from one part of the Community to
another. In some cases, they tended
to involve relatively basic skills,
such as in retailing, hotels or clean-
ing; in others, much higher skill
levels, such as in finance or com-
puter programming.

Furthermore, in some areas, a sig-
nificant proportion of the additional
jobs were part-time whereas the
jobs lost in others sectors were pre-
dominantly full-time. Thus the net
gain in the volume of work available
was less than the figures for num-
bers employed would imply.

Key issues

This chapter examines both the pat-
tern of service sector activities
across the Community and the
growth in services which occurred
over the 1980s. In the light of the
evidence available, it considers
a number of related issues which
are important for the process of job
creation and the future prospects
for employment in different parts of
the Community. In particular, it
considers:

e the scope for future employ-
ment growth in the different
parts of the service sector, in
line with developments in the
US and Japan as well as those
in the Community;

e how far the growth of service
sector employment is the result
of a shift of jobs out of manufac-
turing or agriculture as part of
the progressive specialisation of
activities in pursuit of greater
productive efficiency;

Employment in Services : More Growth to Come

e the importance of population
growth, on the one hand, and
real income growth, on the
other, in determining the
growth of demand for services
and the distribution of jobs in
the sector across the Com-
munity;

e how far the creation of jobs
in services is dependent on the
expansion of manufacturing or
agricultural production or how
far, on the other hand, employ-
ment in services can increase
independently of what is hap-
pening in other parts of the
economy — regional, national
or Community;

e how far the jobs created have
been part-time rather than full-
time.

There is a further issue running
through previous economic ana-
lyses of the sector — namely,
whether the relative growth of
employment in services, which is
a general feature of developed
economies, is predominantly a
consequence of the demand for
services increasing more than the
demand for physical goods as
people become wealthier — i.e. as
real income per head increases —
or whether it reflects a tendency
for labour productivity in the pro-
vision of services to grow by less
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than that in manufacturing or

Data on employment in services agriculture.

The depth of the analysis which it is possible to carry out with In support of the latter view, it is
regard to services is constrained by the general inadequacy of argued that for many service acti-
data. The approach adopted is somewhat eclectic, using what- vities, the scope for increasing
ever data are available to throw light on the issues addressed, output relative to the people em-
even if this means not covering all the Community countries, ployed is limited because they
employing a variety of service sector classifications; examining involve personal contact or require

different time periods, or interpolating or making estimates
when figures are missing. The considerable efforts now being
made to increase data availability at Community level (in the

physical presence — as, for
example, with teachers, nurses,

form of the MERCURE project in particular) ahould improve business advisers or shop assis-
the situation in the future. tants. Indeed, in many cases the

level or quality of service provided
Although the widely differing characteristics of individual may be directly related to the num-
service activities make it important to adopt a disaggregated ber of people involved — as
approach, the statistics available at present at Community level in health care, personal services or
are largely confined to five or six broad groupings — either to hotels.

NACE 1-digit (rather than 2-digit or 3-digit sectors) or to NACE-
CLIO sectors. This means that activities which have very
different features, which are supplied predominantly to busi-
nesses rather than to final consumers and which are likely to

This argument cannot be pushed
too far, however. Most services

be affected in differing ways by economic, social and demo- involve a range of functions which
graphic developments are aggregated together. For example, do not require direct contact with
in NACE, retailing is included with hotels, insurance with the client — administration and
banking, health and education with public administration. record-keeping, for example —

. . . where the scope for automation is
Most of the analysis below is based on national accounts data no less than in manufacturing.

which use the NACE-CLIO system of classification — which
provides other divisions than NACE — dividing the distributive
trades from hotels and catering, and distinguishing between
market and non-market services. Data for employment in six

Even for those services which do
involve contact, modern advances
in technology have opened

service sectors are available for all Member States (with the the possibility for considerable
exception of Greece and Ireland) for the period 1980 to 1989 increases in output per person.
(1990 data are at present available only for some Member

States). For most countries, data on value-added are also avail- Such contact as is necessary can
able for this period (the two exceptions are Spain and Portugal). these days often happen remotely

via, for example, telecommunica-
tions links, although the growth
of such services, the realisation
of economies of scale and improve-

Regional accounts data, for the most part using the same system
of classification (although in Italy, using the NACE classifica-
tion), are used to supplement the national analyses and
examine both the pattern of service employment within

Member States and the changes over the period 1986 to 1990 ments in efficiency are in a number
— the only years for which anything approaching a complete of cases hampered by barriers
set of comparable data are available. to trade, which in some areas

remain important even within the
Because these national accounts data are derived from enter- Community. These barriers, rather
prise and administrative records, they differ — in some cases than the nature of the services

significantly — from the Labour Force Survey data (derived
from households) in terms of both the numbers employed and
changes over time. This applies particularly to the regional
statistics where the national accounts will record the place of

being provided, may be the main
factor requiring the physical
presence of the producer in the mar-

work of those in employment, while the Labour Force Survey ket concerned.

will record the place of residence. (Where commuting across

regional boundaries is involved, the two may show a very The difficulty of assessing what
different picture.) has actually happened in practice

is that, for many services, outputs
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cannot easily be measured inde-
pendently of inputs, which makes
the identification of productivity
gains problematic. This is the case
for most public and social services
as well as for retailing, banking and
the range of business services.

The analysis below shows that
value-added — i.e. the financial
compensation to employees plus
profits — in most service activities
has tended to increase relative to
GDP across the Community and
that real value-added per person
has also tended to increase, again in
most activities, although this may
partly reflect relative price as well
as volume increases (the price defla-
tor used to convert to real terms is
often the GDP or consumer price
index). There are, however, pro-
nounced differences between
Member States and between service
activities, which in some degree
may arise from measurement prob-
lems.

A major aspect of the analysis
is an attempt to distinguish
between different kinds of service
activity — between consumer and
business services, basic and more
advanced services, public and
market services — since the deter-
minants of growth, the factors
influencing their location and,
therefore, the future prospects
for job creation across the
Community, are likely to vary sig-
nificantly from one activity to
another. The availability of data,
however, limits what it is possible
to do, especially as regards separ-
ating business services from
consumer services (see Box, p.78).

Service employment
in the Community

The service sector accounted
for 62% of the total numbers

However, the LFS is the only source of data on part-time working,
which is especially important in a number of service activities.
This has therefore been used to convert the national accounts
estimates of numbers employed to a full-time equivalent basis in
order to give a more meamngful indication of the volume of
employment in the various activities in dlﬁ’erent parts of the
Community. «

The analysls in the chapter is based on three mam sources:

1. Figures published by OECD on the ISIC (Intematmnal .
Standard Industrial Classification) are used for the
international compaﬂsons of empleyment in semces ‘ ,

National accounts data supplied by Member States to Eumstat
are used for the national comparisons within the Community.
These are based on the NACE-CLIO classification of activities,
The figures for numbers in employment from this source
(self-employed and employees) have been adjusted
approximately to a full-time equivalent basis, by using the
Community Labour Force Survey data on the division of
employment between full-time and part-time and on average
hours worked by each in the closest NACE 1-digit sector.

_ Although the latter classification system differs from the’
NACE-CLIO system, in most cases the service activities
distinguished are close enough for this purpose. The main
difficulty arises over employment in distribution, hotels and
catering which is classified to a single NACE 1-digit sector but
to two NACE-CLIO sectors. In this case, the same
full-time/part-time breakdown and the same figures for the
average hours worked by each are applied to both sectors.

For Spain and Portugal where no LF'S data exist before 1986,

it is assumed that the full-time/part-time division and the
average hours worked by each remained unchanged between
1980 and 1986. Since part-time employment is relatively small

in these two countries, the results should be orsly shghtly ’
affected by this assumption.

Community LFS data have been used for the regmnal analysm
The employment figures are for normal hours worked, so that
comparisons of employment both between the various service
sectors and between services and other activities are in terms
of hours rather than numbers of people. For the calculation of
the employment/population ratio, the figures for hours ha*;e,
been converted to numbers of (full-time equivalent) persons
employed by taking 40 hours as the normal workmg week. The
division of employmeut between the service activities
distinguished in the analysis has been carried out by Eurostat.

For Greece, because of changes in the classification of regions,
it is not possible to calculate change in employment by region
between 1986 and 1990, while for Portugal, some adjustment

is necessary to convert the 1986 regmna.l data to the same basis

as the 1990 figures.
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52 Distribution of empléyment by sector in the Member States, 1989
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employed in the Community in
1989, as against 31% employed in
industry and 7% in agriculture.
The share of employment in
services is higher than in Japan,
where the figure for the same year
was 58% (with 34% employed in
industry), but significantly lower
than in the US, where the share
was over 70% (with 27% employed
inindustry and only 3% in agricul-
ture).

Within the Community, the share
of services in total employment
varies significantly between
Member States, the main division
being between the more developed
and more prosperous North and
the less developed South. In
Belgium, the share is on a par
with the US, at 70%, while in the
UK it is around 69% (although, as
indicated below, the share in
terms of the volume of employ-
ment rather than numbers is, in
the latter case especially, much
lower). In contrast, in Greece, the
share was only around 51% and
in Portugal, as low as 46%. In
both these countries, the numbers
employed in agriculture remain
large, at over 20% of the total in
work in 1989 (Graph 52).

The major exception to this divi-
sion is Germany, where services
accounted for under 57% of the
numbers employed in 1989,
around the same proportion as in
Spain. This is a reflection, as is
well known, of the high share of
employment in industry, which in
this year amounted to some 39%
of the total — well above any other
country in the Community, and
higher even than in Japan.

At the regional level, employment
in services is particularly high
in and around capital cities.
Over 70% of the total numbers
employed in the Paris basin, in
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the South-East of England in and
around London, in the Brussels
region, in the Amsterdam—-Rotter-
dam area of the Netherlands and
in the Rome region of Italy work
in services (Map 4). The position
is similar in the tourist region of
the Céte d’Azur in the South of
France.

On the other hand, services
account for under 50% of the num-
bers employed in most of Greece,
much of Northern and Central
Spain and the North of Portugal
— where a significant proportion
of jobs are in agriculture — and in
parts of Southern Germany and
Eastern France — where manu-
facturing is responsible for over
40% of employment.

Part-time
working

Because of the importance of part-
time working in services in a
number of Member States, the
figures for the numbers employed
can give a misleading impression
of the relative contribution of ser-
vices to the volume of employment
across the Community. On aver-
age, 18% of those employed in
services worked part-time in
1989. The proportion, however,
was over 38% in the Netherlands
and around 28% in both the UK
and Denmark — all three coun-
tries in which the relative number
employed in services is high. By
contrast, the proportion was only
around 5% in Greece and Italy and
under 10% in Spain and Portugal
— all countries with relatively low
numbers employed in services —
as well as in Luxembourg
(Graph 53).

If the figures for numbers em-
ployed are adjusted for
part-timers and converted to a

volume-of-work basis, the vari-
ation between Member States in
the share of services in total em-
ployment narrows significantly.
Whereas for the Southern Mem-
ber States, the adjustment makes
little difference to the share, for
Belgium and the Netherlands the
share of services is reduced from
just under 70% to just over 60%
and, for the UK, from 69% to 59%
— less than in all other Northern
Member States, apart from Ger-
many and Ireland, and only
slightly higher than in Italy.

In the analysis below, except
where otherwise stated, the
figures for employment are
adjusted to a full-time equivalent
basis, in terms of average hours
worked, in order to give a more
meaningful indication of dif-
ferences and trends in the jobs
provided by services across the
Community.

Employment in
services relative
to population

A potential explanation of the
variation in service employment
across the Community is that,
unlike industry and agriculture
where there is an international
market for the goods produced,
the market for services tends
largely to be domestic. This
reflects the nature of a high pro-
portion of services in that, as
noted above, they involve
personal contact between sup-
pliers and consumers which limits
the extent to which they can be
traded. On this argument, the
extent of employment in services
might tend to be related more to
population and/or real income
within the country or region in
question rather than to, say, natu-

53  Part-time working in services in the Member States, 1990

% employment in services
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ral resource endowment, or the
international competitiveness of
production.

This argument, however, cannot
be applied to all services. As noted
above, even where contact be-
tween producer and consumer is
necessary, this can often be
achieved remotely and the devel-
opment of an international
market may be largely restricted
by artificial rather than inherent
obstacles. Moreover, the growth of
particular kinds of service activity
in certain areas may be dependent
as much on supply-side factors, on
the availability of particular skills
in the labour force, as on demand.
Since these may be more likely to
be present the larger the size of
the labour force to draw upon,
their availability may also tend to
be related in some degree to popu-
lation.

States, 1989
o ot uton

Expressing service employment
in relation to population, how-
ever, reveals more variation
between Member States than
when expressed relative to total
employment. Thus in 1989 the
volume of employment in services
(measured in terms of full-time
equivalents) relative to the size of
the population, ranged from over
30% in Denmark, Luxembourg
and the UK to under 20% in
Portugal, Ireland and Spain
(Graph 54). Only in the case of
the Netherlands, where the ratio
of employment to population is
relatively low — reflecting low
participation among women —
does this measure give a signifi-
cantly different impression than
employment in services relative to
total employment.

In broad terms, some tendency
is evident for employment in
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services relative to population
to vary between countries accord-
ing to differences in income per
head. Denmark and Luxembourg
(where average income per head
is amongst the highest in the
Community) have the highest
ratios, Portugal and Ireland (with
relatively low levels of income
per head) have the lowest ratios.
Nevertheless, there are important
exceptions to this general pattern
— Germany and the Netherlands
with high income per head and
low service ratios, the UK with
income per head around the
Community average and a service
ratio well above the average. It is
clear that other factors are at
work.

One of these factors is the import-
ance of trade in services. While
many services may not be
tradeable, tourism and financial
services represent significant
sources of export earnings for
some Member States, and neither
is inherently related to population
or real income in the locality
in which the employment is
located. The interrelationship
between employment, population
and real income is examined fur-
ther below for more narrowly
defined service activities where
trade does not complicate the
issue.

Another factor is the intensity of
industrial production which
might be expected to be an import-
ant deteyminant of the scale of
demand for business services.
This, however, is difficult to verify
given the data available largely
because business services can-
not easily be separated from
consumer services. Moreover,
both agriculture and consumer
services as well as industry might
equally give rise to a demand for
business services.
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Value-added
in services

The relative contribution of the
service sector to value-added in
the Community is greater than its
contribution to the volume
of employment. This holds true for
all Member States, apart from
Luxembourg where there is little
difference between the two. For the
Community as a whole, the share of
services in total value-added aver-
aged around 63% in 1989. Only in
Portugal and Greece was the share
less than 60%, and even here it was
only slightly less at 57-58% —
around 10% higher than the share
of services in employment.

Changes in the
share of services
in total employment

The importance of services in terms
of employment has increased
almost continuously over the past
20 years in the Community, from
around 44% in 1970 to 53% in 1980
and 61% in 1989 (Graph 55).
Although there has been some
growth in the extent of part-time
working in services relative to other
sectors, the increase in the share of
services is not much less if it is
measured in terms of the volume of
employment rather than the num-
bers employed.

There is little sign of any long-term
slowdown in this relative growth in
services. While the rise in the share
in the second half of the 1980s was
slightly less than over the preceding
five years, this can be attributed to
the additional jobs in industry
which were created during this
period of relatively high economic
growth. A similar upward trend in
the share of services in employment

is also evident in other developed
parts of the world. In other Western
European countries, the rise in
share was almost precisely the
same as in the Community.
Although the increase was less in
the US and Japan — in the former,
because of a much smaller decline
in agriculture, which already
employed far fewer people in 1965,
and in the latter because of conti-
nuing growth of employment in
industry — it was still substantial,
with an increase from 58% to 71%
in the US, and from 44% to 58% in
Japan. In both countries, the rise in
share was much the same over the
1980s as over the 1970s.

The experience of other countries,
especially the US where services
have been more important than
in the Community for some time,
suggests, therefore, that the growth
of service employment is far from
exhausted. As seen below, however,
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the composition of employment in
terms of the activities undertaken
has changed over time and is likely
to continue to change in the future.

Growth in service
employment relative
to agriculture and
industry in Member
States in the 1980s

In all Member States, employment
in services increased during the
1980s and declined in industry and
agriculture taken together. The
share of services in total employ-
ment, therefore, rose significantly.
The rate of growth of service
employment in terms of full-time
equivalents (i.e. adjusting for the
changing importance of part-time
working), was far from uniform
across the Community, however.
Although there was some tendency

1970 1980 19
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for growth torhave been higher over
this period in the Southern Member
States, where the share of services
in total employment was relatively
low, this was not invariably the
case.

Thus the growth of service employ-
ment between 1980 and 1989 varied
from around 3% a year in Luxem-
bourg, Greece and Spain to under
1% a year in Belgium, Ireland and
the Netherlands. (In the Nether-
lands, however, there is a major
difference between the national
accounts figures for employment
and the LFS figures — the latter
show a substantial growth in em-
ployment between 1983 and 1990,
over 3% a year in full-time equival-
ent terms, the former under 1% a
year. Since average GDP growth
during the 1980s, at under 2% a
year, was relatively low, the
national accounts figures in this

case may be a better indicator of the
actual change in employment.)

In terms of their contribution
to overall job creation, services
were responsible for increasing
total employment by over 18% in
Luxembourg between 1980 and
1989, and by over 10% in Greece,
Spain and Italy (Graph 56). In all
four of these countries, the net
addition to jobs accounted for by the
expansion of services more than
offset the decline in employment
caused by the loss of jobs in agricul-
ture and industry. This was also
the case in Denmark, the UK and
Germany. Except for Luxembourg,
however, the overall net gain in jobs
failed to match the increase in
labour supply, as increasing num-
bers came of working age and as a
higher proportion of women joined
the work force. In consequence
unemployment rose.

56 Changes in employment in services and other sectors in the Member
 States, 1980-1989

20 % total emplqyment 1980 (full-time equivalents)
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Net decrease in employment

1 X £ o
Net increase in employment

In the five other Member States —
Ireland, the Netherlands, Portugal,
France and Belgium — the gain in
service employment was less than
the reduction in other sectors over
this period. (In the case of Portugal
and the Netherlands, the LFS
shows a much higher level of em-
ployment in all sectors in 1989 — in
this case more in line with economic
growth performance).

In terms of the competing views
on the causes of the growth of ser-
vice employment — as outlined at
the beginning of the chapter —
the evidence for the 1980s sug-
gests, if anything, a positive
rather than a negative association
between the change in employ-
ment in services and that in other
sectors, at least at the national
level. Although the relationship is
weak, there is some tendency for
those countries which experi-
enced a below average decline in
employment in agriculture and
industry between 1980 and 1989
to have shown an above average
increase in service employment.

Growth in service
employment by
region in the 1980s

The increase in employment in
services during the 1980s varied
even more markedly between
regions in the Community than
between countries. In, for
example, the East and the South-
West of England, Brittany,
Southern Portugal, Madrid and
the Southern tip of Italy as well as
Luxembourg, the growth of ser-
vices added over 14% to the total
numbers employed between 1980
and 1990. (There are no consistent
data before 1986 to enable the
volume of employment to be esti-
mated). On the other hand, there
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are several parts of France and
Northern Italy where the num-
bers employed in services actually
fell over this period (Map 5).

A key issue at regional as well as
national level is whether there is
any tendency for growth in service
employment to have occurred
predominantly in areas where jobs
in agriculture and industry
declined, or whether, in contrast,
the highest rates of job creation
in services occurred typically in
different regions to those where em-
ployment in other sectors showed
the biggest falls.

The evidence for the 1980s is mixed
and supports neither view conclu-
sively, although on balance there
seem to be slightly more regions
where employment in service and
non-service activities changed in
similar ways than regions where
the changes were in opposing direc-
tions.

Many of the regions which experi-
enced large reductions of
employment in industry and agri-
culture, in Italy, Northern Spain,
the mid-West and Centre of France
— where the loss of jobs in these
sectors reduced total employment
by more than 10% over the 1980s —
enjoyed relatively low growth of
jobs in services (Maps 5 and 6). At
the same time, a number of regions
where employment in non-service
sectors increased — the East and
South-West of England, Madrid and
the Murcia region of Spain and
parts of the Netherlands — also
experienced large gains in service
employment.

On the other hand, there are also a
few regions — notably Southern
Portugal and the Southern tip of
Italy — which suffered large reduc-
tions in jobs in agriculture and
industry, but experienced large

M5

Change in employment in services, 1980-90

Change (% total
employment, 1980)

Decrease

GR national data only, UK 1981-90

‘M6

Change in employment in non—service
sectors, 1980-90

Change (% total
employment, 1980)

) 10% decrease

5 — 10% decrease
- 0 — 5% decrease

GR national data only, UK 1981-90
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increases in service employment.
There were also a few regions where
non-service sector employment
expanded but where comparatively
few jobs were created in services —
particularly Scotland and the North
of England, Northern Ireland and
parts of Western Germany.

One general conclusion which can
be drawn from the evidence of this
period is, however, that — other
than perhaps in the very long term
— there has been no general tend-
ency for services to expand in areas
suffering large job losses in agricul-
ture and/or industry.

This conclusion is confirmed if
growth in employment by region in
market services (i.e. excluding pub-
lic services, the location of which is
determined as much by government
as by economic forces) is related to
the change in employment in other
sectors. Although the period for
which this analysis can be carried
out for all the Community regions is
only four years — 1986 to 1990 — it
is nevertheless indicative.

While the relationship between the
rates of change in employment
(measured in terms of average
hours worked) in these two broad
sectors over this period is not very
close, it does suggest that those
regions which experienced above-
average growth of employment in
market services also tended to show
increases rather than reductions in
employment in industry and agri-
culture combined (Graph 57).

The broad relationship between
changes in employment in services
and other sectors can, of course, be
influenced by a wide range of factors
as intimated above. It is clearly
important to differentiate between
the kinds of activity which are
declining or expanding — not least
to examine the ease or difficulty
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with which the people losing their
jobs in one sector can take up
employment elsewhere — and the
skills possessed by the indigenous
labour force. It is equally important
to carry out the analysis for a longer
period of time than is possible at
present.

It is to be noted that, if the rate of
employment change in public
administration by region over this
four-year period is also related to
employment changes in other
sectors (including market services),
a similar conclusion emerges
(Graph 58). There is no sign of any
general tendency, therefore, for
governments to direct the employ-
ment over which they have control
to areas of employment decline. It
should be emphasised, however,
that four years may be too short a
period for any such policy to show
itself in the pattern of change.

The division of
employment between
service sectors in

the Community,

and elsewhere

Insofar as it can be compared, the
division of employment in services
between different kinds of activity
seems to be broadly similar in the
Community to that in the US
(Graph 59). The main differences
in 1989 seem to be that the
Community had a higher propor-
tion employed in transport and
communication (6% of total em-
ployment as against 5%) and a
lower proportion employed in
finance, insurance and business
services (8% as against 11%).
Since the former activity seems to
decline in relative importance
over time and the latter to
increase, this may reflect dif-
ferences in the stage of economic

development reached, and in
levels of real income per head.

As compared with Japan, on the
other hand, the Community has
similar shares of service employ-
ment in both transport and
communication and finance, in-
surance and business services,
but a much smaller share in dis-
tribution, hotels and catering and
a much larger share in public and
other services. This difference
seems to reflect two distinguish-
ing features of the Japanese
economy: firstly, that Japan has a
notoriously complex distribution
system with, in many cases, sev-
eral “layers” of intermediary
between the producer and
retailer; secondly, that a high pro-
portion of social and welfare
functions are performed by enter-
prises rather than government,
and therefore not included in the
latter sector.

The relative growth of employment
in these different kinds of service
activity seems to have been similar
in the Community to that in the US
and Japan. In all three parts of
the world, the numbers employed in
finance, insurance and business
services have shown by far the
largest increase in percentage
terms, with those employed in
transport and communication
showing the biggest relative
decline.

Employment in
different service
activities in the
Community

On the basis of the data available,
the service sector in the Community
can be sub-divided into six groups
for further analysis. In terms of em-
ployment, the largest by far of these
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sub-sectors is non-market services,
comprising public administration,
health, education and various other
social and communal services. In
1989, these accounted for over
a third of total employment in
services (Graph 60). The next
largest sector, retailing and whole-
saling, was responsible for just
under a quarter of service employ-
ment, while other market services
— consisting of activities ranging
from entertainment to personal
services such as cleaning and hair-
dressing — accounted for around
17%. The other three sectors —
transport and communications,
finance and insurance, and hotels
and catering — were each respon-
sible for less than 10% of
employment in services.

In terms of value-added, the
relative importance of these
sectors is somewhat different.
Both other market services and
finance and insurance contribute
much more to value-added in the
Community than they do to em-
ployment — indeed the former
was responsible for some 30% of
total value-added in services
in 1989 — whereas hotels and
catering, distribution and, in par-
ticular, non-market services
account for significantly less —
the last for only just over 20% of
the total for services in 1989.

This difference reflects differences
in average levels of wages, salaries
and profits as between sectors, as
well as measurement conventions.
Because non-market services by
definition generate no profits, the
value-added which the sector is
estimated to produce is correspond-
ingly reduced relative to other
sectors. For this and other reasons,
it is questionable how far value-
added is a suitable measure of the
output of these various groups of
activity.
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Employment

in different
service activities
in Member States

For purposes of analysis, the six ser-
vice sectors distinguished above can
be divided into two groups. The first
group comprises distribution,
hotels and catering, and transport
and communications — which can
broadly be described as basic
services — which tend to grow rela-
tively slowly over time. The second
group consists of finance and insur-
ance, other market services and
non-market services. In terms of
employment, the relative import-
ance of the first group varies
comparatively little between Mem-
ber States; the importance of the
second group varies considerably. It
is the variation in size of this latter
group which is mainly responsible
for differences in the share of ser-
vices in total employment across the
Community.

Thus the share of total employment
in distribution in Member States in
1989, apart from in two countries —
Denmark where it was low and Italy
where it was high — varied between
14% and 17%, while in transport
and communications, it varied
between 5% and 7%, apart from in
Portugal, where it was only around
4%, reflecting perhaps the less
developed nature of the Portuguese
economy (Graph 61).

Slightly more variation between
countries is apparent for hotels and
catering, although the volume of
employment in this sector was
generally comparatively small in
all Member States. The sector,
therefore, accounted for over 6%
of employment in Spain but for
only around 2% in Denmark and
the Netherlands. Contrary to

what might have been expected,
however, differences in the propor-
tion working in the services sector
do not seem to be closely related to
differences in the importance of
tourism. Both Italy and France, for
example, had proportionately fewer
people employed in hotels and
catering in 1989 than the UK or
Luxembourg.

It is in the remaining three sectors
where differences in employment
are most pronounced. The share
of finance and insurance in total
employment in 1989 ranged from
over 10% in the UK and over 8% in
Luxembourg to under 3% in Italy,
Portugal and Spain (Graph 62). For
both former countries, high employ-
ment in this sector is largely
attributable to their comparative
specialisation in international
finance. Despite the apparent tend-
ency for this sector to become more
important over time as countries

develop and become wealthier, its
share of employment across the
Community does not vary very
closely with income per head, even
if the UK and Luxembourg are
excluded as special cases. Thus the
proportion employed in finance and
insurance in Spain in 1989 was only
marginally less than in Germany or
France.

In other market services, which
includes widely different activities,
the variation in employment shares
is even greater. In the Netherlands
and Belgium, this sector accounted
for 17-18% of the total volume of
employment in 1989, whereas in
Germany, Denmark and the UK as
well as in Spain, the figure was
under 10% and in Portugal under
5%. Unfortunately, with the data
available, it is not possible to ident-
ify the precise activities within this
sector which could be responsible
for these differences.

62 Share of employment by service activity in the Member States,
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Employment in service activities relative to

total employment and population
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For non-market services, inter-
country differences in relative

-employment are equally marked.
While in Denmark this sector was
responsible for over 30% of total
employment in 1989, and in France
for just under 25%, in Spain and
Portugal it accounted for under
18%, in the Netherlands for around
16% and in Luxembourg for under
14%. Again, any association
between the share of employment in
this sector and income per head is
not very close. Since, however, it
includes such a wide range of acti-
vities — public administration as
well as healthcare and education,
refuse disposal as well as cultural
activities — this may not be too
surprising. The pattern of employ-
ment at a finer level of
disaggregation within this sector is
examined below.

Employment in
different service
activities by region

There are more pronounced vari-
ations in the pattern of service
employment between regions
across the Community than
between countries. This is true not
only of the second broad group of
activities distinguished above but
also of the more basic services
included in the first group.

Distribution,
hotels and catering

Although there is comparatively
little variation over much of
Germany, the UK, Denmark, the
Benelux countries and Northern
France in the share of employment
in distribution, hotels and catering
(at the regional level, it is not
possible to separate these sectors),
there are major regional differences

in the South of the Community
(Map 7). This clearly reflects the
influence of tourism which results
in concentrations of employment
around the Mediterranean coast of
Spain, France and Italy and in the
Greek islands. In a number of these
places, this sector accounted for
over 25% of total employment
(measured in terms of average
hours worked) in 1990.

There are, however, a number of
regions with high employment in
this sector where tourism does not
seem to be an important factor. This
is true of most of Central and North-
ern Spain, parts of Central and
Eastern France and the South-East
of Italy. The explanation lies largely
in the size of population in these
localities relative to the total num-
bers in employment.

The number of people living in a
particular area, as well as the scale
of tourism, is an important determi-
nant of, in particular, the size of the
retail sector. However, because of
major variations in activity rates,
this is not necessarily reflected in
total employment. Areas where
employment is low relative to popu-
lation will, therefore, tend to have a
relatively high share of employment
in this sector. This is confirmed if
employment in distribution, hotels
and catering is measured as a pro-
portion of population (Map 8). The
variation in this is much less wide
than for the employment share and
most of the regions where the share
of employment in this sector is
unexpectedly high have a relatively
low ratio of employment to popula-
tion.

Transport and
communications

Employment in transport and
communications services would be

expected to vary between regions
according to two main factors — the
scale of economic (especially
industrial) activity and the size of
the population. The pattern of
employment in this sector broadly
conforms with this expectation,
with the share of total employment
relatively high in the densely
populated areas in the Benelux
countries, the Ruhr valley, Bavaria,
the Paris basin, the South-East of
England, Madrid and the North-
East of Spain. These areas are, in
many cases, also important indus-
trial areas (Map 9).

The share is also high, however,
over much of Southern France and
Southern Italy and in Scotland,
which have neither large concentra-
tions of population nor industry.
In this case relating employment
in this sector to population does
not provide an explanation
of variations. The proportion also
remains high in Denmark and parts
of Northern Germany, where
industry is also not unusually im-
portant (Map 10).

Finance and insurance

The regional distribution of employ-
ment in finance and insurance
conforms more closely to expecta-
tions. The share of employment in
this sector in 1990 was high in
financial centres — London, Paris,
Frankfurt — accounting for over 5%
of employment in the areas
concerned, and was also higher
than average in regions with rela-
tively high levels of income per head
— Denmark and parts of Southern
Germany, for example (Map 11). By
contrast, over much of Greece and
Portugal, where income per head is
well below the Community average
and which are less developed econ-
omically, the share was less than
1% (no regional data are available
for Italy).
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Employment in service activities relative to

total employment and population
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Relating employment to population
reinforces this picture, although a
few apparent anomalies are
revealed — Corsica, the Basque
region of Spain, and Scotland, all
have relatively high ratios of
employment in financial services to
population (Map 12).

Other market services

The regional pattern of employ-
ment in other market services —
which comprise a variety of
activities ranging from business
services to recreational and
personal services — broadly
follows a similar pattern to finan-
cial services. Since the relative
importance of this sector is also
likely to be influenced by the same
factors — population and income
per head — this is only to be
expected. However, it is also likely
to be affected by tourism and the
scale of economic activity.

The influence of all these factors
is evident in the variation in the
share of employment in this sector
across the Community (Map 13).
The share was relatively high in
1990 in many of the more pros-
perous parts of Northern Member
States and low over much of the
less prosperous, less developed
South, with the exception of capi-
tal cities — Madrid, Lisbon and
Athens — and tourist areas — the
South of France in particular
(again no regional data are avail-
able for Italy). This pattern is
again reinforced if employment in
the sector is related to population
rather than to total employment
in the region (Map 14).

The main exception to the general
pattern seems to be Ireland,
which has a relatively high share
of employment in other market
services but below average income
per head, a less developed tourist

industry than, say, Spain or
Greece, and a less developed econ-
omy than many parts of the North
with similarly high shares.

Healthcare
and education

Employment in health services
and education in any given region
can be expected to be largely
influenced by two factors — the
number of people living there
(especially the number of young
and older people) and real income
levels (since the demand for
both kinds of service is likely to
increase with income).

As a share of total employment,
employment in this sector was rela-
tively high in 1990 — over 10% —
over much of Southern Italy and
Southern Portugal and Spain as
well as in Northern France and
parts of Northern Germany
(Map 15). In terms of shares of em-
ployment, there seems to be no
significant difference between the
North and South of the Community.
Both have regions with high and
low shares.

When employment in this sector is
related to population, however, a
somewhat different pattern
emerges. In most parts of the less
developed South of the Community,
the ratio of employment to popula-
tion was below average in 1990, the
only exceptions being Southern
Portugal, the Campania region of
Southern Italy, Sardinia and
Corsica (Map 16). By contrast, em-
ployment in healthcare and
education tends to be high relative
to population in areas with rela-
tively high levels of income per head
— in Northern Italy, Southern
Germany, Denmark, Paris, the
Netherlands and England. Against
this general pattern, the ratio is

also high in Brittany and Northern
Ireland.

The analysis of employment vari-
ations in this sector can be taken
one step further. By adjusting the
employment/population ratio expli-
citly for inter-regional differences
in income per head (as measured
in terms of purchasing power
standards (PPS) relative to the
Community average), some indica-
tion can be obtained of the extent of
the variation in employment in
healthcare and education once
population and real income levels
have been allowed for. If employ-
ment in this sector rises more than
in proportion to income per head,
then this adjusted measure would
show a similar, although less
pronounced, variation between
different parts of the Community as
the unadjusted employment/popu-
lation ratio (as shown in Map 16). If,
on the contrary, employment tends
to rise by less than in proportion to
income per head, then the adjusted
measure should show the reverse
pattern.

In practice, the adjusted measure
shows no clear pattern at all (Map
19). Employment in 1990 was
higher than expected, given popula-
tion and relative income levels, in
the North of the Community, in
Denmark, the North of the UK,
Wales, parts of the Netherlands and
Belgium, Brittany and parts of
Southern France and, in the South,
in much of Portugal, Southern Italy
and parts of Greece. Similarly,
employment was lower than
expected in many parts of Germany,
Luxembourg, Paris and North-East
Italy, as well as over much of Spain
and Greece.

Public administration

Employment in public adminis-
tration in different localities
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Employment in service activities relative to

total employment and population
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% total employment

M18 Employment in public administration, 1990

% total population
(25
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B s - 45
- )45
I—_—I No data
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might also be expected to reflect
population levels. In practice,
it varies significantly across
the Community in relation to
both total employment and
population (Maps 17 and 18),
although relative to population
there is some tendency for
employment to be lower in the
South than in the North of the
Community.

There is some indication,
however, that employment in this
sector, as well as being relatively
high in regions where capital
cities are located — London being
a significant exception — also
tends to be above average
in a number of areas where
unemployment is a problem —
in Northern Ireland, Brittany,
parts of Northern France and
of Northern Germany — sugges-
ting that the sector may form
part of government policy
towards addressing this problem.

As in the case of employment
in healthcare and education, any
tendency for employment in
public administration to increase
as regions become wealthier can
be examined by adjusting the em-
ployment/population ratio for
variations in income per head. On
balance, the differences in this
adjusted measure tend to suggest
that employment in public
administration varies less than in
proportion to income per head,
being low in relation to income in
some of the most prosperous parts
of the Community — in Northern
Italy, parts of Southern Germany,
South-East England, Paris
and over much of the Nether-
lands. At the same time,
employment seems to be high in
relation to both population and in-
come in Portugal, Southern Italy
and many parts of Greece
(Map 20).

M19 Share of population employed in health and
education relative to income per head, 1990

% regional average

M20 Share of population employed in public
administration relative to income per head,

1990

% regional average

(80

1 80 — 100

- 100 — 120
| BREN
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63  Growth of full-time equivalent employment in service activities in
the Community, 1980-1989
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Excludes GRJRL
E,P not full-time equivalents

64 Contribution of activities to overall growth of amplojment‘ in
’ services in the Community, 1980-1989 ‘
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Distribution Credit& Non-maket  Other market

Changes in
employment in
different service
activities in the 1980s

Over the 1980s, the different service
activities in the Community showed
very different rates of growth in em-
ployment. While employment
in other market services and in fin-
ance and insurance increased by an
average of over 3% a year between
1980 and 1989, employment in
transport and communications and
distribution grew by under 1% a
year (Graph 63).

These relative rates of employment
growth were broadly in line with the
growth in value-added in real terms
in the six sectors. For hotels and
catering, however, employment
grew by less in relation to value-
added than in the other sectors
(implying that the growth of labour
productivity was higher) and for
both other market services and non-
market services, it grew by more
(implying that labour productivity
growth was lower than in other ser-
vice activities).

Of the total addition to service sec-
tor employment over the 1980s,
other market services were respon-
sible for 35% of the additional jobs
created (in full-time equivalent
terms) while non-market services
accounted for almost 30%, despite
its relatively low growth rate
(Graph 64). On the other hand, fin-
ance and insurance, which grew by
as much as other market services
because of its small size, was only
responsible for 13% of the increased
employment.

This variation in growth rates is
broadly repeated at the national
level. In most Member States, the
largest increases in employment
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between 1980 and 1989 occurred in
other market services — although
the growth rate varied from around

6% a year in Italy and Luxembourg 198@1989 |

to under 2% a year in the Nether-
lands and Spain (Graph 65, which Al chans .
orders countries in terms of the =~ 8 Av&ragea Lo e’ ,
overall growth in service employ- | NodaaGRIRL

ment). In finance and insurance,
where employment also rose rela-
tively rapidly at the Community
level, the growth was largely
concentrated in the UK and
Luxembourg (with rises of almost
6% and almost 8% a year). In
six of the ten countries, the rise
was under 2% a year and in
three (France, Spain and the
Netherlands) under 1% a year. As a
result, Luxembourg and the UK
especially, which already had a dis-
proportionate share of Community
employment in this sector,
increased their share even further
during the 1980s.

£, Pnotubime cquiclens  [f

M BDFOKPUKIEL MBODEKPUKIEL NMBDFXP

In non-market services, only Spain
showed a rise in employment of
more than 2% a year (as high as 7%
a year), while in three countries —
the Netherlands, Belgium and the

. Change in employment by service
UK — there were barely any ~ 1980-1989 \ \ .
changes at all. In the two sectors

which had the smallest growth of

t Average annual éhange (%)

employment over the 1980s in the \ *\5, . \ .
Community, distribution and trans- | M Transport & communications
port, only Italy, Luxembourg and 4 . ~
Portugal — in distribution only — . lﬁaials&eatanng« .
experienced a rise of more than 1% 3 ﬂ!stﬂbuﬂon .

a year (Graph 66). . I .

There is some evidence of a different
pattern of employment growth
between the South and the North of
the Community (although the
absence of data for Greece and
Portugal limits the extent of , 4
the comparison). In Spain and A T odmGRRL
Portugal, the main area of service ’ o ks

sector growth in the 1980s was . _E’P’@Wm \ e —
hotels and catering, as well as non-  MbDPDRPUCIEL MBDEDKPKI Ly B0
market services for Spain. In the ‘ . ' . . .
North of the Community, the main
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area of growth was other market
services, and to a more limited
extent, finance and insurance, both
of which expanded comparatively
slowly in Spain and Portugal over
this period.

Transfers of
activities from
other sectors as
an explanation of
growth in services

It is sometimes argued that the
growth of employment in services,
especially in relation to employ-
ment in industry, partly reflects a
shift of activities out of industry into
services as the degree of specialisa-
tion in the economy increases. The
argument is that, as economic
development takes place and the
scale of activity increases, it
becomes more profitable — and

more efficient — for businesses to
buy in services which they pre-
viously performed themselves from
specialist companies. Alternatively,
industrial companies might hive off
activities into separate divisions or
even separate companies. Either
way, the result is that employment
previously classified to industry
becomes classified to services. On
this reasoning, an observed growth
in service employment relative to
employment in industry might
occur without there being any signi-
ficant change in the activities
performed within the economy.

It is difficult to distinguish shifts of
this kind from “genuine” increases
in service employment — i.e. those
which involve a net addition to jobs
and not simply a transfer. Some im-
pression of the potential size of this
effect can be gained, however, by
identifying those activities within
services which could plausibly have

67 Employment growth in services auxiliary to banking, finance and
. _ insurance in selected Member States, 1980-1988

© 9% total change in services employment

been previously performed in indus-
try — or, indeed, agriculture. In
practice, while there are a number
of activities which are potentially
transferable, including catering
and road haulage, the great ma-
jority of services are very unlikely to
have shifted from other sectors in
recent years in an economy as de-
veloped as that of the Community.

The main group of activities which
could feasibly have involved a shift
of employment are classified to
what is termed “services which are
auxiliary to banking, finance and
insurance” (NACE 83), which
includes legal services, account-
ancy, advertising, market research,
management consultancy, com-
puter services and various other
technical and business services. It
also, however, includes many acti-
vities, such as those connected with
real estate, which are unlikely to
have shifted from non-service sec-
tors.

For the seven Member States for
which relevant data exist, this sec-
tor accounted, on average, for just
under 8% of total employment in
services in 1988, although for
around 9% in the Netherlands and
the UK and for around 5% in Spain
and Belgium. Although these
figures are small, implying perhaps
that only around 3-4% of service
employment is in potentially trans-
ferable activities, the rate of growth
of employment in this sector was
generally very high in the 1980s.
Indeed, between 1980 and 1988,
it accounted for some 20% of
all the additional employment
generated in services in these seven
Member States and for over 35% in
the UK (although for less than 15%
in Spain and only around 8% in the
Netherlands) (Graph 67).

These figures clearly represent the
absolute maximum estimates of the
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proportion of jobs which might have
shifted between sectors over this
period. More plausibly, the actual
shift is likely to have been only
a fraction of the additional
employment arising in the sector
identified. In practice, therefore, it
seems likely that most of the
increase in employment which
occurred in services in the 1980s
was the result of a net addition to
jobs in the Community economy.

In any event, even if a number of
jobs have effectively been trans-
ferred from other sectors to services,
this does not necessarily mean that
there has been no gain in employ-
ment in the economy as a whole. To
the extent that such a transfer has
been accompanied by an improve-
ment in the efficiency of the overall
production process and a corre-
sponding growth of output, total
employment in the economy may
have been boosted rather than de-
pressed.

Regional growth
of employment in
different service
activities

Unfortunately, given the data avail-
able, it is only possible to examine
the growth of employment in the
different service sectors at the
regional level for the period 1986 to
1990. Although this was a period of
relatively high growth, it is clearly
too short to be able to draw any
conclusions about long-term trends.

What the data do show, however, is
that the change in employment in
most service sectors varied consid-
erably from one region to another,
much more so than the variation
between Member States. They also
seem to indicate, in most cases,
little tendency towards convergence

M21 Employment growth in distribution, hotels
and catering, 1986-90

Average annual
change (%)

Decrease

D No data

GR national data only

MR22 Employment growth in transport and
communications, 1986-90

Average annual
change (%)

Decrease

GR national data only
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M23 Employment growth in credit and
insurance, 1986—89

Annual average
change (%)

Decrease
0 -4
4 -8
) 8

No data

GR national data only

M24 Employment growth in other market
services, 1986-90

V4

/

Y Average annual
change (%)

Decrease

0 —-25
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| BE
[:] No data
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GR national data only

in the pattern of service employ-
ment across the Community.

In distribution, hotels and catering,
a few regions, mainly in Spain,
parts of Southern France and
Northern Italy and South-West
England — in many cases where the
share of employment in this sector
was already high — experienced
growth in employment of over 5% a
year between 1986 and 1990,
although most regions experienced
little increase or a decline (Map 21).

In transport and communications,
while a large number of regions
scattered across the Community
showed a fall in employment,
in many parts of Spain, the Brit-
ish Midlands, Wales, Ireland and
Denmark, employment increased
significantly (by over 4% a year)
(Map 22). In a number of cases —
Alsace in France, South-West
Germany, the East Midlands in the
UK and Catalufa in Spain — the
regions concerned also experienced
relatively high growth in employ-
ment in industry, while in parts of
Central France, Central Italy and
Southern Portugal, where employ-
ment in this sector declined,
industrial employment also fell.

In finance and insurance, despite
the overall growth, many regions in
Spain, France and Germany
experienced a decline in employ-
ment over this period (Map 23).
Significant growth was concen-
trated in comparatively few areas
outside the UK where most of the
country showed an above average
increase in employment in this sec-
tor.

High employment growth in other
market services was much more
widely distributed across the Com-
munity (Map 24). In all regions of
Spain, the UK and Southern France
and in most regions of Northern
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Germany, employment increased
by over 5% a year. On the other
hand, some areas of Northern
France and Southern Germany
experienced a decline in employ-
ment.

For non-market services, the pic-
ture is more varied, with many
regions of the UK and Portugal and
some areas of Northern Spain and
France showing employment
growth of over 5% a year, many
other parts of France as well as
Germany, the Netherlands, Bel-
gium and Denmark experiencing a
fall in employment and most re-
gions of Italy showing a substantial
decline — over 5% a year (Map 25).

Conclusions

The above analysis suggests
that there is little indication of the
significant growth in service em-
ployment coming to an end in the
coming years. In terms of relative
job numbers, the Community is still
well below the level reached in the
US, where there was no sign of any
slowdown in the rate of expansion
during the 1980s. While there may
be scope for further employment
creation, however, whether this is
realised will depend on a number of
factors, not least on the rate of econ-
omic growth achieved and the
growth of real incomes.

The composition of the service sec-
tor has changed markedly over
time and this is likely to continue
in the future, with a shift from
basic services, such as transport
and distribution, towards more
sophisticated activities, such as
business services. This has impli-
cations for the nature of
employment, for the educational
and skill levels required of the
labour force and, therefore, for
training.

It is by no means certain that the
growth of service employment will
occur in the parts of the Com-
munity where the need for job
creation is most acute. The evi-
dence of the 1980s suggests that
services have often expanded by
most in regions where the loss of
jobs in industry and agriculture
has been relatively small, rather
than in those areas where there
has been a considerable reduction
in employment in non-service sec-
tors.

The evidence also suggests that
the more advanced and dynamic
service activities — finance and
insurance and those included in
the other services group — are far
from being evenly distributed
across the Community. Growth
has occurred more in the North of
the Community than in the less
developed South, where the more
basic services — hotels and cater-

ing and other activities associated
with tourism — have expanded by
most.

Employment
in banking
— a case study

Because of its high rate of employ-
ment growth, the financial services
sector was responsible for a signifi-
cant proportion of the expansion in
employment in the Community in
the 1980s, even though it is rela-
tively small in terms of the total
numbers employed. It is open to
question, however, whether this
sector is likely to play a similar role
in the 1990s and beyond. The
spread of automation coupled with
rationalisation, stimulated by
increasing competition within the
industry, could lead to reduced
manpower needs and even a decline

MR5

Employment growth in non—market
services, 1986—-90

Average annual
change (%)

) 5 decrease

0 — 5 decrease

GR national data only
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68 Change in the numbar of emplnyees in commercial bank branches in

nine Member States and Japan, 1981-1985 and 1985-1989
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in employment in future years. On
the other hand, the effects of the
increasing demand for financial
services which seems to accompany
economic growth, and which was
very evident in the 1980s, could out-
weigh these tendencies.

The change in employment in com-
mercial banks over the 1980s does
not show any close relationship to
the change in employment in the
financial services sector as a whole.
While the overriding trend in finan-
cial services has been for some
reduction in the rate of employment
growth over the 1980s in most parts
of the Community, there is no dis-
cernible uniform trend in bank
branch employment (Graph 68). In
Portugal, France and Italy, some
trend towards a decline in numbers
employed in commercial banks is
apparent, while in the Netherlands,
Belgium and Luxembourg, employ-
ment growth accelerated in the
latter half of the 1980s.

Numbers of branches
and their average size

The number of bank branches in
relation to population varies consid-
erably across the Community.
While in Luxembourg, there were
over 75 branches per 100 000 people
in 1989, and almost 50 in the
Netherlands, there was an average
of only 10 branches in Germany and
less than 10 in Greece (Graph 69).
There are no obvious reasons, other
than differences in banking prac-
tice, which explain such wide
variations.

While the number of branches
increased significantly over the
1980s in Luxembourg, the Nether-
lands and Spain — the three
countries which currently have the
highest number of branches relative
to population — it fell in the UK,
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which has a below average number
relative to population, and rose only
slightly in Germany (Graph 70).

In a number of countries —
Belgium, Greece, the UK and
Luxembourg — the average branch
size in terms of employment
increased during the 1980s, while in
others it declined (Graph 71). In all
countries, there was an increase in
automation in banking, reducing
the numbers of employees required
to undertake the normal activities
of each branch, and raising produc-
tivity.

Even the decline in average branch
size which occurred in many parts
of the Community is not necessarily
consistent with rationalisation
having taken place. Within the con-
text of the rapidly expanding
demand for bank services, rationali-
sation does not require, within
limits, that the average branch size
be reduced. It can, for example, be
achieved through transferring
selected operations to regionally
centralised locations, so that indi-
vidual branches become regional
centres for particular services.

The issue of branch size and branch
numbers is therefore closely linked
to the means chosen to accommo-
date rising demand. If there is
sufficient local expansion of
demand in areas where branches do
not exist, or if deregulation or other
institutional change legitimises the
expansion into areas where demand
already exists, then this may war-
rant a significant increase in branch
numbers — as was the case in Por-
tugal. If, however, there are already
many small branches spread over
the country, then increased demand
may best be satisfied by an expan-
sion of operations, and therefore
employment, within existing
branches. Indeed, new methods of
working and new methods of

70 Number of eammercial bank brauches in ten Member Sta
~ Japan, 1981 1985 and 1989 ’

1,000s
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delivering services to customers
made possible by computerisation
may enable, or even require, branch
numbers to be reduced.

New technology

The role of advanced technology,
particularly with regard to the auto-
mation of many banking services to
the consumer, has been significant
in reducing the numbers employed
in the banking sector. This is,
however, by no means a recent
phenomenon, having begun as early
as the 1960s. It has been estimated,
for example, that if all banking
services in the UK were to be
performed by human hand, the
entire working population of the
country would be employed in the
sector.

As against this negative effect on
employment, advances in technol-
ogy have made possible an increase

in the range and diversity of servi-
ces available as well as reducing
costs and prices. The indications are
that these factors go a long way
towards offsetting the negative ef-
fects on employment.

Employment in major
European banks

In an attempt to examine more up-
to-date developments, data on
domestic employment have been
collected from a number of
major European banks in the UK,
Germany, France and Italy. Domes-
tic employment in all of these banks
increased steadily over the 1980s,
more or less in line with the growth
in the banking industry as a whole.
There are some signs, however, not
just of a slowdown in the rate of
employment growth in 1990 and
1991, but in some cases of an abso-
lute fall in the numbers employed,

?2 Annual mergers, atquisitims and joint ventm*es in tha Com:mmity
\ banking sectnr, 1987-1991 \

1B National
| Communiy
I Intemaﬁonai

especially in the latter year. This is
true of all three banks covered in
the UK, of two of the banks covered
in France and of one of the banks in
Italy. Whether this is the beginning
of a downward trend in employment
in banking or merely reflects the
downturn in economic activity in
1991 remains to be seen.

Mergers and acquisitions

Mergers and acquisitions are one
means either of facilitating ration-
alisation, especially if they occur
between banks in the same country,
or of enabling banks to extend their
sphere of operations, especially if
they are between banks from differ-
ent countries. In the latter case,
they may well lead to increased
competition for domestic banks
which might previously have
enjoyed a measure of protection.

Motivated in part by the deregula-
tion associated with the Single
Market Programme, transnational
merger activity between banks
from different Member States has
increased in importance in recent
years, the predominant direction
being from North to South, as banks
in the North of the Community have
sought to position themselves
to take advantage of the potential
opportunities offered by
underdeveloped financial systems
coupled with the possible scope for
higher economic growth. Between
1987-88 and 1990-91, there were
large numbers of mergers in the
Community between banks and an
increasing proportion of these were
transnational in character (Graph
72). In 1990-91, 28% of all deals
were between banks from different
Member States. Nevertheless, over
half of all mergers and acquisitions
were between domestic banks,
opening the way for possible
rationalisation of operations and in-
creased unification of activities.
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Prospective
developments

Although increased competition
will bring with it increased pressure
for improvements in efficiency —
which will almost certainly lead to
reductions in employment per unit
of value-added — it does not necess-
arily follow that the numbers
employed in the sector are likely to
increase less rapidly than in the
past, still less to decline. This will
depend on whether the growth in
demand for financial services which
was strong in the 1980s continues,
which in turn is likely to depend on
the overall rate of economic growth.

There are grounds for believing,
however, that the rationalisation
process which seems to be under-
way will continue, possibly at an
increasing pace, in the 1990s, as the
protection in local markets afforded
by the legal and institutional
arrangements is reduced and,
ultimately, eliminated.

At the same time, as restrictions are
removed, semi- and non-bank
institutions (such as building
societies, life insurance companies
and other financial institutions)
are increasingly expanding into

banking in some parts of the Com-
munity. Similarly, and partly as a
competitive response, banks in
these places are diversifying their
product range to include insurance,
mortgages and asset management.
The same kinds of tendency are
likely to occur in the rest of the
Community as liberalisation of fin-
ancial activities takes place.

As a result of this increased compe-
tition, the price of services and the
rate of return on deposits can be
expected to become increasingly
important factors in attracting new
business, rather than the range and
quality of services which in the past
have tended to be dominant, and
which in some countries may have
resulted in an overexpansion of
bank branches.

Forecasting employment trends in
sectors is fraught with uncertain-
ties. At the beginning of the 1980s,
there were ostensibly sound reasons
for believing that employment in
financial services would increase, at
most, by very little during the
decade. Those reasons are much the
same as those being adduced to sup-
port a similar view at present. Now,
as then, there is a danger of leaving
the potential growth of demand out
of account.
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Chapter 5

Eastern Europe

There is no turning back on market reform. The current, and
expected effects on employment, however, are traumatic.

Introduction

Political and economic reform is
proceeding at a rapid pace in most
parts of Central and Eastern
Europe. In a short space of time, old
systems of central planning have
been dismantled and the legal and
institutional foundations laid for
the development of market econ-
omies.

It was inevitable that these changes
would have damaging effects on
output and employment in the short
term — the complete replacement of
one economic system, however inef-
ficient, by another could not
possibly be achieved without transi-
tional costs. The scale of the fall in
output and employment which has
occurred throughout the region has
been greater, however, than most
people in the countries concerned
expected, or were led to expect.
Moreover, the effects have resulted
mostly from reductions in internal
and external demand rather than
major shifts in activity.

Establishing viable systems of pro-
duction and distribution capable of
achieving sustained economic
development and high levels of em-
ployment will take some time.
Major economic restructuring still
largely remains to be done — with
the need to shift resources from old,

declining sectors into new areas to
meet consumer demand; to abandon
polluting activities and clean up the
environment; and to create enter-
prises which are profitable and
which can compete on world mar-
kets.

Policy responses

The scale of the recession in Central
and Eastern Europe poses problems
for governments in the region. It
has weakened popular support for
reform programmes which the gov-
ernments are endeavouring to carry
through, making it more difficult to
create a viable market structure; it
has increased poverty and social
deprivation; and it has reduced the
finance available to fund both econ-
omic and social programmes.

Governments are attempting to
strike a delicate balance between,
on the one hand, pressing ahead
with the reform process — removing
controls and giving freer rein to
market forces — and, on the other,
avoiding unacceptable rises in
unemployment and extensive social
deprivation. The privatisation of
state enterprises poses a particular
dilemma. Establishing a competi-
tive market environment where
unprofitable firms are driven out of
business is a key element in the
transition, yet the corollary is ine-

Employment Developments in Central and

vitably large-scale job losses and
higher unemployment, given the
high level of company indebtedness
and widespread over-manning
which exists.

These problems have repercussions
on neighbouring regions, including
the Community. Economic and pol-
itical stability in Central and
Eastern Europe is important for the
long-run development of Western
Europe as well as for the East.

Outline

This chapter examines develop-
ments in Central and Eastern
Europe since the process of reform
began, but focuses on changes in
employment, unemployment and
real incomes in 1991 — the first full
year of reform in a number of coun-
tries. It outlines the factors which
have combined to cause recession,
reviews the transition process so
far, describes labour market devel-
opments and the measures taken to
combat rising unemployment and
increasing poverty, and considers
the prospects for output and em-
ployment during 1992.

The focus of the analysis is on the
five Central and Eastern European
countries for which it is at present
possible to collect reasonably
reliable data — Bulgaria, Czechos-
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| {;;The process of reform

 The reform process, in terms of estabhshmg the legal and mshtu-
tional framework for a market economy, is well advanced in all
five countries. However, there are important differences both in
the conditions which existed beforehand and in the length of time
over which the process has taken place. This has influenced what

 has happened over the last two years, especlally as regards the

. pattern of mﬂatlon and the movement of output. In Hungary, the

. foundations were laid progressively over many years and, by

1989, much of the legal and institutional framework was in place.
In Poland, most basic reforms were implemented in 1989 and
1990, while in Czechoslovakia, Romania and Bulgama, this did
not occur until at least a year later — ‘especially in Bulgaria
where important gaps were only closed in early 1992. For these
latter three countries, 1991 was the first year of reform and
economic and employment developments during the year have
special significance.

(In‘ all 'cbuntries the reforms have cohsistéd of:
o the removal of controls on a wide range of prices in all
_countries (only a few basic products and charges remain
_ subject to controls, and the removal of these is planned);
= internal currency convertibility;
e the libéfélisétii)n of foreign trade;
s the legalisation of private business;

s t‘the relaxation of restrictions on dlrect investment from
. abroad . » \

. - ‘ the sale af state property and Iand to pmvabe buyers or, in
___ many eases, restitution to their former owners;

s the creation or modification of welfare systems to proﬂde
. basic social protection; « ,

o the creation of basic instruments of monetary policy and
credit control,;

. i{ the relaxatmn of contmls on employment and on the wm:kmgs \

_of the Iabeur market

\ In all countnes, in addltlon, 1arge state monopohes have, for the

~ most part, been broken up into smaller units and the process of
. ;pnvatxsatmn, starting at the smaller end of the scale, has either

_ begun or is planned. State enterprises, however, still account for

the major share of production and it will be some time before the

larger production units pass into private hands. At the same

_ time, the private sector, though expanding rapidly, consists
predominantly of very small firms which, in total, represent a
relatively small proportion of the labour force.

lovakia, Hungary, Poland and
Romania. The sources of the data in
each case are officials in Statistical
Offices and Ministries of Labour in
the countries concerned.

The economic
situation before
reform

Developments since Central and
Eastern European countries
embarked on the reform process
have to be considered in relation
to the economic situation which
prevailed beforehand. While the
countries vary in terms of their
economic and labour market
structures and their levels of
development, they share a num-
ber of similar features:

¢ all, with the partial exception
of Hungary, had economies
in which the structure of pro-
duction and distribution
of employment was geared
towards material production
and heavy industry;

e in all the economies much of
production was concentrated
in large, inefficient state enter-
prises which employed
outmoded technology and which
had a high level of overman-
ning; in consequence, while
there was no open unemploy-
ment, labour productivity was
very low and employment very
high relative to the output pro-
duced,;

e all had largely neglected envi-
ronmental protection in the
interests of maximising produc-
tion and had severe problems of
pollution in a number of areas;

e all had extensive controls on
prices and wages which were
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fixed by criteria which were as
much social or administrative
as economic and which bore
little relationship to the under-
lying patterns of supply and
demand; as a result, except for
Hungary where price controls
were less extensive, they were
characterised by repressed
inflation which manifested it-
self in shortages and queues,
and by an inefficient deploy-
ment of labour including the
misuse and under-development
of specialist skills;

all, with the exception of Hun-
gary and to some extent
Poland, had virtually no market
sector, formal or informal, and
therefore had limited experi-
ence of how markets — and
competition — work;

all were locked into the COME-
CON trade system, dominated
by the former Soviet Union; as
a result, export production was
geared towards satisfying this
largely unsophisticated market;

after sustaining relatively high
growth during the 1970s, all
experienced low growth during
the 1980s, especially in the
years immediately prior to the
start of the reform process; this
helped to create the economic
conditions for reform, it also
meant that there was relatively
little to fall back on in the event
of a decline in economic activ-
ity;

partly because of low output
growth, all had accumulated
high levels of external debt
which, in a number of cases,
continue to pose acute servicing
problems; for all the countries,
gaining access to additional
foreign credit has meant agree-
ing internal economic policy

with the World Bank and in
some cases the IMF.

All Central and Eastern European
economies are relatively under-

developed in terms of economic

structure. Most still have large
agricultural sectors and, in terms of
the income per head, even the most
prosperous parts are more com-
parable with the poorer regions of
the Community than with the Com-
munity as a whole.

Nevertheless, there are important
differences between the countries of
Central and Eastern Europe in
terms of their economic base and
their productive efficiency which
have affected the extent to which
they are able to secure finance from
external sources (Bulgaria and
Romania have been much less suc-
cessful in this aspect than the other
three countries).

These characteristics have affected
what the different countries could
have been expected to achieve in the
initial stages of transition. They
also indicate that the achievement
of a sustainable pattern of economic
development and employment cre-
ation has to be considered very
much as a long-term process. In
the event, external events have
conspired to lower expectations
even further and have added
greatly to the problems which the
countries already faced.

External
developments

The beginning of the reform process
coincided with the breakdown both
of the COMECON system of man-
aged trade which governed a major
proportion of each country’s exports
and of the Warsaw Pact which sus-
tained a high level of military
expenditure and production. It also

coincided with the collapse of the
former Soviet Union and the
shrinkage of its market which, for
all countries (especially Bulgaria
and Romania) was the principal
source of export earnings.

The reduction in trade between
Central and Eastern European
countries has greatly affected
export industries, and reduced
what each country could afford
to import. It has accelerated
the search for alternative export
markets and has intensified compe-
tition for those markets. Although
all countries have expanded exports
to countries in the West, especially
Hungary and Poland, none has suc-
ceeded in compensating for the
enormous loss of export earnings —
or import credits — from COME-
CON trade and most have
experienced a worsening of already
severe foreign debt problems. In
1991, the reduction in exports to the
former centrally-planned economies
amounted to over 40% in the case of
Poland, for example, and over 20%
in the case of Czechoslovakia, while
for Bulgaria, the level of exports to
these countries was around 60%
lower than had been expected at the
beginning of the year.

After years of selling into protected
markets, all Central and Eastern
European countries face the prob-
lem of trying to produce goods and
services which are both competitive
on world markets and not subject to
import quotas (agricultural pro-
duce, textiles and clothing, which
tend to feature prominently in their
exports, tend also to be limited by
quota arrangements). At the same
time, growth in the Community as
well as in the rest of the world has
slowed, depressing the potential
size of export markets open to them.

The countries in the region have
also had to contend with the Gulf

- 109 -



Chapter 5 Employment Developments in Central and Eastern Europe

War and its repercussions on the
energy market. For Bulgaria and
Romania, which had special agree-
ments on energy supply with Iraq,
this has been especially damaging.

These developments would have
been sufficient in themselves
to depress economic activity in
Central and Eastern Europe. In
practice, they have reinforced the
deflationary impetus of restrictive
fiscal and monetary policies and the
dislocation of the established sys-
tem of production which the reforms
have entailed. Through the close
trade linkages between the coun-
tries, they have both deepened and
helped to spread the recession.

Economic policy

Economic policy in all of the coun-
tries has been dictated largely by
the reform process and the worsen-

ing external situation. Fiscal and
monetary policy emphasis has been
on restraining demand in order to
contain the increase in prices as
controls were removed and to limit
the deterioration in the external
balance as exports have declined —
or ideally to achieve a trade surplus
in order to service foreign debt.

On the monetary side, interest rates
were increased in 1991 throughout
the region and maintained at rela-
tively high levels in nominal terms
so as to restrict the expansion
of credit, to as high as 54% in
Bulgaria, although they remained
negative in real terms. Even where
there was some easing of policy dur-
ing the year, it was not sufficient to
counter the recessionary impetus.
In Czechoslovakia, for example,
although interest rates were
reduced from 24% to 17% after the
first quarter of 1991 and credit
controls were eased, the knock-on

73 ~ Changes in GDP and industrial output in Central and Eastem Emme .
\ and the Commnnity, 1996 and 1991

GDP constant prices

Bl Ce Hm Po Rom  EUR2

Iwaa B 1991
Industrial output

B Cze Hn Pd Rom  EURI2

effects of the initial restriction led to
an accelerating decline in output
during the year.

On the fiscal side, the common
aim has been to reduce the budget
deficit and government borrow-
ing, or at least to prevent them
increasing significantly. This has
been combined with the addi-
tional aim of reducing the burden
of taxation (around 35-45% of
GDP overall — low by Community
standards) especially on profits —
in order to improve incentives. As
a result, the burden of adjustment
has been thrown largely onto pub-
lic expenditure, reinforcing the
case for reducing subsidies on
prices and assistance to non-profit
making enterprises.

At the same time, the fall in real
income and the rise in unemploy-
ment has reduced tax receipts and
increased the pressure on public
spending. This has affected public
sector pay as well as programmes
of income support and the relief of
poverty — essential not only to
minimise social deprivation but
also to maintain support for the
reform process itself. The finance
available for measures aimed at
strengthening the economy and
increasing the rate of job creation
— such as support for investment,
the creation of new enterprises or
training and retraining schemes
— has, therefore, been severely
limited.

Output developments

GDP has declined considerably in
all Central and Eastern European
countries. Throughout the region,
the fall in GDP between 1989 and
1991 was around 20% or more.
Moreover in all countries, with the
partial exception of Poland, where
the decline in both years was
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broadly the same, GDP fell by signi-
ficantly more in 1991 than in 1990.
In none of the countries was the fall
in 1991 less than 10% and in
Czechoslovakia and Bulgaria, it
reached 16—-17% in this year alone
(Graph 73). There are, however,
signs in some sectors of a slowdown
in the rate of output decline in 1992.

Within GDP, the largest falls have
been in industrial production. In
1990, the fall was 17% or more in
three countries — Poland (where it
reached 24%), Romania and
Bulgaria — 8% in Hungary and a
modest 4% in Czechoslovakia. In
1991, apart from Poland (where the
fall was reduced to only 12%) all
- countries experienced an even
larger reduction, of around 20% or
more.

The decline in output has been
largely concentrated in manufac-
turing throughout the region, with,
for example, electrical engineering,
non-ferrous metals and clothing
showing falls of around 40% in 1991
alone in Czechoslovakia and with
steel as well as electrical engineer-
ing showing falls of a similar size in
Bulgaria.

Although less hit by recession than
industry, agricultural production
has also tended to decline in most
countries, by, for example, 2% in
Poland in 1991, 10% in Czechoslo-
vakia and 15% in Bulgaria
(although some of this decline is the
result of transfers of activity from
this sector to others).

The decline in output, as noted ear-
lier, has been partly due to external
factors. Recent movements in the
value of trade flows tend to be mis-
leading, however, because of the
large shift from essentially barter
to hard currency trade within the
region itself, and between the coun-
tries in the region and the new

republics of the former Soviet
Union. Nevertheless the figures
indicate that in two countries,
Czechoslovakia and Romania,
the dollar value of exports either
fell in 1991 or remained roughly
unchanged, while Poland and Hun-
gary experienced growth of exports
and an even bigger increase in im-
ports, despite the large reduction in
internal demand.

Indeed in all countries, although
much less in Czechoslovakia (where
imports were kept down by a very
low exchange rate, taxes and
quotas) than elsewhere, imports
have grown considerably as a share
of domestic expenditure. This, how-
ever, has added to the pressure on
exporters and could create much
greater financing problems when
output in these countries begins to
recover.

Large and small
enterprises

The fall in GDP has been concen-
trated in the state enterprises
which, in all countries, are still
predominantly responsible for
industrial output. Although the pri-
vate sector has expanded rapidly
since the reforms began, in none of
the countries (not even in Hungary
and Poland where it has grown by
most) has its growth been sufficient
to compensate by more than a rela-
tively small amount for the decline
in the output of state enterprises. In
Hungary, for example, where the
number of private (limited liability
and joint-stock) companies in-
creased to around 53 000 in 1991
from only 15 000 in 1989, it is esti-
mated that private sector growth
moderated the decline in output in
1991 — which amounted to some
13% — by only about 2—-3%. In Cze-
choslovakia, where expansion of the
private sector was even more dra-

matic in 1991, estimates of its con-
tribution to growth are very similar.

The limited contribution of small
firms to output reflects the fact
that, in all countries, the private
firms which have been estab-
lished are mostly very small. In
Hungary, 73% of all enterprises in
1991 employed less than 20 people
and in addition there were
another half million businesses,
with probably no or few em-
ployees, with no legal status. In
Czechoslovakia, there were
1.3 million small private firms
registered by the end of 1991, yet
only 900 000 of these were really
trading and half of the owners
involved worked only part-time
(even so a million new full-time
jobs were created in just one year).
In Romania, there were around
900 000 employed in the private
sector, under 10% of the total
work force at this time, while in
Bulgaria there were 199 000 firms
which employed just 280 000
people in total and which for the
most part had not yet started
trading.

While some of the finance for crea-
ting private firms came from abroad
in all countries, the influx of foreign
capital in most areas of the region,
partly depressed by recession in the
West, has been relatively small so
far — especially in Bulgaria and
Romania — even though there are
a number of examples of high-
profile joint ventures in all
countries.

Neither the creation of private com-
panies nor the inflow of capital from
abroad has succeeded, however, in
preventing fixed investment, which
is of critical importance for restruc-
turing, from declining by more than
GDP (and by more than consump-
tion). In Hungary, the decline
between 1989 and 1991 was over
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25%, in Czechoslovakia over 30%,
and in Romania almost 60%.

Employment

Assessing employment develop-
ments involves an element
of uncertainty in all Central
and Eastern European countries.
Although there is complete data
on employment activity in the
state sector — which is, however,
contracting — this is not the case
for the expanding private sector,
where collecting details of the
numbers employed is much less
straight-forward. All countries
have established sample surveys
to deal with the problem and are
in the process of implementing
labour force surveys. Until the
results of these come available,
however, the figures inevitably
involve a variable, and largely
unknown, margin of error

(although this affects the quar-
terly more than the annual data).
Sample surveys, however, will not
pick up people working in the
informal economies of these coun-
tries, who in most cases seem to
have become much more
numerous since the transition
began.

Whatever the estimation difficul-
ties that exist, it is clear that the fall
in output has reduced employment
significantly throughout the region.
Moreover, with the possible excep-
tion of Poland, where the rate of
decline has been relatively stable,
the reduction seems to have in-
creased as the transition has
progressed. Thus, in Poland and
Czechoslovakia the numbers in em-
ployment fell by some 8% between
1989 and 1991, in Hungary by
around 10% and in Bulgaria by as
much as 20%. In Romania, where
there was a small rise in employ-

 Bioeo Wit

ment in 1990, employment fell by
just over 1% in 1991 (Graph 74).

Virtually all of the reduction in
employment has been the result of
job losses in state enterprises. In
Hungary, for example, employment
in firms with more than 50 em-
ployees — which are predominantly
state-owned — fell by 16% in 1991.
In Czechoslovakia, employment fell
by 15% in state and co-operative
concerns employing over 100
workers. Although there has been
an expansion of employment in the
private sector — and although prob-
ably understated in the official
statistics — it has not been nearly
enough to offset the decline in the
rest of the economy, even in the two
countries where the private sector
is most important. In Poland, for
example, the numbers employed in
private companies rose by around
563 000 during 1991 — an increase
of some 30% — but this compares
with an overall reduction of over
one and a half million in state
and other organisations. Similarly,
in Hungary, the additional jobs cre-
ated in the private sector amounted
at most to 20-25% of the reduction
elsewhere in the economy.

Manufacturing
employment

As would be expected from the fall
in output, the major loss of jobs has
been in manufacturing, where em-
ployment in 1991 declined by
around 10% in Hungary, Czechoslo-
vakia and Bulgaria and by only
slightly less (7-8%) in Poland and
Romania (Graph 75). Moreover
these figures probably understate
the real decline since manufactur-
ing is defined to include a number
of service activities, such as repair
and maintenance, which are
increasingly carried out by small
private firms and which are likely
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to have shown an increase in em-
ployment.

Nevertheless the fall in employ-
ment in manufacturing in 1991 as
in 1990, though substantial, was
significantly less than the fall
in output in all the countries.
The clear implication is that the
reduction in jobs was the result of
falling production and not of an
improvement in the efficiency of
employing labour. Indications
are, therefore, that the consider-
able over-manning which is a
feature of most of these economies
has not been greatly reduced.
Since, however, employment
always tends to lag behind output
changes, which have been sub-
stantial throughout the region, it
may be that a major part of the
adjustment of employment to
lower output is still to occur.

Agricultural employment

In Czechoslovakia and Hungary,
the reduction in employment in
percentage terms seems to have
been even greater in agriculture
in 1991 (20% in the first, 13% in
the second) while, in Bulgaria,
although lower, it was still sub-
stantial (13%). However, these
figures — especially in the former
two cases — significantly over-
state the fall which has
undoubtedly occurred because
part of the reduction results from
the statistical reclassification of
manufacturing and service acti-
vities (especially repairs) from
agriculture to these other sectors.
In Poland, employment declined
by slightly less than the fall in
manufacturing in both 1990 and
1991 while in Romania (where the
policy of returning land to former
owners, combined with fewer jobs
in industry, seems to have had an
effect) it remained more or less
unchanged.

Service employment

The loss of jobs in industry and
agriculture does not appear to
have been compensated by job cre-
ation in services — a sector which,
under the former economic
regime, was significantly under-
developed. While employment in
this sector either rose slightly or
remained broadly unchanged in
1990 throughout the region,
according to the official statistics
it fell in all countries in 1991 — by
11% in Bulgaria, 5% in Poland
and 2.5-3.5% in Romania, Cze-
choslovakia and Hungary. These
figures, however, should be
treated with a good deal of cau-
tion. Since private sector activity
tends to be concentrated in this
area, data problems are most
acute in that an unknown, but
possibly significant, proportion of
employment in unregistered busi-
nesses as well as the informal

economy goes unrecorded. Never-
theless the figures may be at least
indicative of no great upsurge in
service employment.

There are, however, apparent dif-
ferences in trends within the service
sector, as well as some differences
in experience between countries.
Thus financial services, which are
under-developed throughout the
region, show increased employment
in all countries where data are
available, and transport, distribu-
tion and catering show a decrease
(although the reliability of the data
is probably at its worst in this area
given the comparative ease of set-
ting up business). In health and
education, the experience is mixed
— with Poland and Romania show-
ing an increase in employment in
both 1990 and 1991, with the other
three countries showing a small
decline (2-3% between 1989 and
1991).
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Differences exist as regards public
administration. Bulgaria in par-
ticular is showing a considerable
reduction (almost 20% between
1989 and 1991) while Czechoslova-
kia, Poland and Romania are
showing some increase (around 12%
between 1989 and 1991). The
figures, however, except for Bulga-
ria, include armed forces which
have declined everywhere, but not
by enough in the latter three coun-
tries to offset the rise in public
administration proper. While there
might seem to be some scope for
employment reductions in this area
as a result of the dismantling of the
apparatus and bureaucracy of a con-
trol economy, there has at the same
time been a significant development
of regional authorities as part of
decentralisation, and an increased
need for the administration of new
systems of taxation, social welfare
programmes and employment ser-
vices.

Sectoral share
of employment

The share of services in total em-
ployment increased in all countries
between 1989 and 1991. With the
exception of Poland and Romania,
moreover, the increase was signifi-
cantly greater than the average
growth that had occurred in the
1980s, before the reform process
started (Graph 76). As is clear from
the above, however, this increase in
share is more the result of the fall
in employment in other sectors than
an acceleration in the rate of job
creation in services.

This fall in industrial employment
was also largely responsible for the
share of employment in agriculture
increasing in the three countries in
which it was already highest —
Poland, Bulgaria and Romania —
between 1989 and 1991, so revers-
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ing the trend decline experienced in
the 1980s.

Compared with the Community as
a whole, the share of employment in
services remains low in all Central
and Eastern European countries.
This is especially true of Romania,
where services account for less than
30% of employment. If comparison
is made with two of the less
developed Community States —
Portugal and Greece — the dif-
ference is less marked. Indeed, in
both Hungary and Czechoslovakia,
the share of employment in services
(at 49% and 47%) was about the
same as Portugal and only slightly
less than Greece.

Women in the
labour market

Women have occupied, and con-
tinue to occupy, a more important
position in the workforces of most
Central and Eastern European
countries than is the case in the
Community. Unadjusted data on
activity rates, however, tend to
overstate the difference, partly
because in Central and Eastern
Europe the figures for employment
include women on maternity and
childcare leave, irrespective of how
long this lasts (it can be up to three
or more years in some countries). It
is also because a significant number
of women over retirement age, who
are not included in working-age
population — defined as all those
between school-leaving and retire-
ment age — remain in employment.

The second of these two factors is
difficult to allow for, though it also
affects the Community figures
defined in this way. In Czechoslova-
kia, for example, around 10% of
women in the labour force were over
retirement age — 55 — in 1989, as
compared with 9% aged 55 and over
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in the Community. Once account is
taken of the first factor, the dif-
ference between the Community
and Central and Eastern Europe is
narrowed and, in some cases, disap-
pears completely.

Thus in the Community, just under
65% of women of working-age (here
defined as those between 15 and 55
— the same definition as for the
Central and Eastern European
countries) are officially recorded as
part of the labour force (in the sense
of either being in work or seeking
employment). This is almost the
same as in Poland and Czechoslova-
kia (where as noted below the
proportion has recently fallen). In
Romania, Hungary and Bulgaria,
however, activity rates of women
are much higher at around 81-82%
in the first two countries and 74% in
the third (Graph 77).

These higher rates of participa-
tion partly reflect the situation
under the former regimes, espe-
cially in Romania and Bulgaria,
where, in general, all people
capable of work were expected to
contribute to the productive
effort. However, they also reflect
economic and social systems
geared to facilitating the employ-
ment of women, not only through
the provision of support services
but also through providing easier
access to job opportunities.

Since the reform, a significant re-
duction in activity rates among
women is evident in Bulgaria, Cze-
choslovakia and Hungary, perhaps
in part as a result of women over
retirement age having more diffi-
culty in remaining employed, but
also because fewer young women
are recorded as active, since they
have no incentive to register as
unemployed (see below). In Poland
and Romania, on the other hand,
activity rates have risen slightly.

Men in the
labour market

For men, activity rates have fallen
since 1989 in all countries, although
the falls have been relatively small
(except in Bulgaria, where the rate

.seems to have fallen from 83% to

68%). To some extent, this general
fall is a consequence of men disap-
pearing from the employment
statistics as they lose their jobs in
the state sector. In some cases, they
may move into jobs in the private
sector which are not recorded
because the employing firm con-
cerned is not registered (which is a
means of avoiding tax and social
contributions). In other cases, they
may be genuinely out of work
although not considered as avail-
able for employment, and thus not
counted in the unemployment
figures, or recorded as being active,
because they do not register.

In yet other cases, they may be
working abroad, legally or illegally,
but again not counted in any statis-
tics. In Czechoslovakia, for
example, of the fall in the recorded
male labour force of 300 000
between 1989 and 1991, some
50 000 are estimated to be working
abroad legally, mainly in Germany
and Austria, while a further 100-
200 000 are thought to be working
abroad illegally.

Unemployment

Unemployment, the inevitable con-
sequence of the transition to market
economies, has risen rapidly and
continuously throughout the region
as employment has declined. For
similar reasons as in the Com-
munity, this rise in unemployment
is not always fully reflected in the
registered unemployment figures.
Nevertheless, the registration
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figures do show unemployment
reaching 14% in Bulgaria and 12%
in Poland by March 1992, almost
10% in Hungary and 6% in
Czechoslovakia (Graph 78).
Although the rate in Romania was
still under 5% at this time if only
marginally — this figure almost cer-
tainly understates the true position.
It leaves out of account not only the
substantial numbers thought not to
register, but also around 1 million
employees, some 10% of the work
force, who were given 2-3 months
leave (termed “technical unemploy-
ment”) at 60% of their wage in 1991.

Unemployment in the region as
a whole has, therefore, risen from
virtually zero at the beginning of
1990 in Poland and at the end of
1990 in the other four countries
(unemployment in three of them,
Czechoslovakia, Bulgaria and
Romania, not being officially recog-
nised as such before then) to levels
which are similar to or above those
prevailing in the Community in a
remarkably short space of time.
Moreover, except in Czechoslovakia
where unemployment fell in the
first few months of 1992, recent
figures show little tendency for the
rate of increase to slow.

The rise in unemployment is pre-
dominantly the result of a reduction
in employment and owes little to
any imbalance between the skills
offered by the people out of work
and those required by employers. As
the numbers of unemployed have
increased dramatically, the num-
bers of job vacancies have declined
at a similar rate and are now at
minimal levels — only 2-3% of the
number of unemployed — throug-
hout the region. Although the
figures for notified vacancies are far
from comprehensive, covering only
a fraction of vacant jobs in the pri-
vate sector, they are nevertheless
indicative of the gap which has
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opened up between the supply and
demand for labour.

Although an imbalance in the skills
on offer by those out of work is not
a major cause of unemployment, it
remains the case that, the less
skilled the individual, the more dif-
ficulty they have had in finding
employment. Thus the unemploy-
ment rate for unskilled workers is
significantly higher than for skilled
workers or professionals throug-
hout the region, even though in
some countries, such as Hungary,
there are now more skilled workers
out of work — because of job losses
— than unskilled. In Czechoslova-
kia, whereas the unemployment
rate among university graduates
was just under 4% at the end of
1991, it was 16% for skilled workers
with only a school-leaving certifi-
cate. Similarly, in Bulgaria,
specialist people with higher educa-
tion accounted for only 7% of the
total unemployed in March 1992 as
opposed to 16% in December 1990.

In all countries in the region, with
the exception of Hungary, unem-
ployment among women has risen
to a higher rate than for men (par-
alleling the situation in the
Community) although the dif-
ference, at around 1%, is smaller
(Graph 79). It is not clear whether
this reflects the relative importance
of women in activities in which
employment has declined most, or
whether it reflects a greater willing-
ness on the part of employers to
make women redundant.

Young unemployed
and long-term
unemployment

Young people have been most
affected by the reduction in
employment opportunities
throughout Central and Eastern

Europe, especially those joining
the labour market for the first
time. As in the Community, the
unemployment rates for young
people under 25 are in many areas
in the region twice, or more, the
rate for the rest of the workforce.
In Czechoslovakia, for example,
the rate for those under 20 years
old was 31% at the last count
while, for those aged between 20
and 24, it averaged 11%. This
compares with a rate of around 5%
for the rest of the workforce.

In Poland, the rate for under 25s
at the end of 1991 was well over
double the rate for older age

groups. Moreover, these figures
almost certainly understate the
true extent of unemployment
among the young in a number of
cases. This is because they relate
only to those registering, and
because — since a lower propor-
tion of the young are eligible for
benefits than is the case for older
age groups, because they have not
previously worked — the incen-
tive to register is less. The reason
for the disparity between youth
and adult unemployment rates is
straight-forward — if fewer new
jobs are being created, those com-
ing onto the labour market for the
first time tend to be hit hardest.
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Moreover, the longer job creation
remains low, the longer people
will tend to remain unemployed
and the greater, therefore, the
rise in long-term unemployment.
This is beginning to be a feature
of all countries in the region, even
though the period since unem-
ployment emerged as a problem is
short.

In Hungary, those unemployed for
more than 360 days increased
from only 7% of the total in July
1991 to 15% in March 1992. In
Czechoslovakia,where unemploy-
ment began to emerge only just
over a year previously, the num-
ber unemployed for more than a
year stood at over 5% in the same
month, while those out of work for
more than 6 months had reached
over 35%. Similarly in Bulgaria,
at the end of January 1992, 24%
of the unemployed had been out of

work for more than 6 months and
7% for over 9 months.

Among the long-term unemployed,
a ‘hard-core’ has emerged consisting
of people who pose special employ-
ment difficulties, such as the
handicapped or gypsies, as in the
Community. It is these people, who
were absorbed into employment
under the former system because of
acute labour shortages, who were
among the first to lose their jobs and
who face the biggest problems in
finding new ones.

Regional unemployment

Although unemployment is a
general problem in most coun-
tries, some regions have been
much more affected than others.
These are predominantly regions
in which agriculture accounts for
a high share of activity, or in
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which heavy industries or basic
industries such as textiles are in
decline. By contrast, capital cities
and the regions surrounding
them, where services are rela-
tively important, tend to have
relatively low rates.

In Poland, unemployment rates
are highest in the North and
West: in Polnocno-Wschodni,
which is predominantly agricultu-
ral and which had unemployment
of almost 17% in March 1992, and
Srodkowy, where traditional tex-
tile industries are important and
where the rate was 16% (Map 26).

In Czechoslovakia, unemploy-
ment generally increases the
further East one goes. Thus in Slo-
vakia — where the level of
economic development is lower
than in the Czech republic and
where a high proportion of produc-
tion is in agriculture and basic
industries — unemployment aver-
aged 12-13% in March 1992, as
compared with West Bohemia
where it was 3% and Prague
where it was only just over 1%.

In Hungary, rates are highest at
around 15% in the industrial
North-East and lowest, below 6%,
in the North-West around Buda-
pest, with its high concentration
of service industries.

In Romania, as in Czechoslovakia,
unemployment is highest in the
East, in Northern and Southern
Moldavia, which are predomi-
nantly rural with relatively few
productive activities offering job
opportunities, where it was
around 7% in March 1992 and
where the migration of labour to
other regions has declined signifi-
cantly. It was lowest, at under 4%, -
in Bucharest and the Central
region, again reflecting the im-
portance of services.
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In Bulgaria, it is the South-West
regions of Plovdiv and the Sofia
district — with rates of 19% and
16% in March 1992 — and the
North-West region of Michailov-
grad (16%), which have the highest
unemployment. Sofia, itself, has the
lowest rate (9%).

Certain areas within regions are
even more affected. In Bulgaria, for
example, there are municipalities
in the South-West of the country
where unemployment was over 30%
at the beginning of 1992, while in
some districts of Slovakia, the rate
reached 20%.

Real wages and
inflation

The upsurge in inflation which has
occurred in all countries as price
controls were removed has eroded
real incomes and created major
problems for governments seeking
to protect those most affected. The
timing, pattern and scale of the
increase in inflation, however, has
varied significantly between coun-
tries, depending on the timing of
price liberalisation, the extent to
which prices were already
influenced by market forces and
prevailing economic conditions.

In Poland, after price controls were
removed, inflation increased to an
average of just under 600% in 1990
while, in Bulgaria, it rose to over
300% in 1991 and in Romania to
around 200% (Graph 80). By con-
trast, in Hungary, where the
liberalisation process started ear-
lier and was spread over a longer
period of time, inflation has
remained below 40%, and in
Czechoslovakia the increase has
been limited to below 70%, despite
liberalisation taking place more
quickly. In all countries, inflation
fell after the initial removal of the

majority of controls and, at the
beginning of 1992, was continuing
to decline towards more acceptable
levels throughout the region with
the possible exception of Romania

(where the data are relatively

uncertain), although it remains
high everywhere (although there
are signs of inflation moving
towards single figures in Czechoslo-
vakia).

Although all governments in the
region attempted to protect real
wages from the worst effects of price
increases by allowing nominal
wages to rise, they all accepted
the need for real wages to fall.
This was seen as necessary in order
to reduce excess demand in the
economy once goods and services
became available for purchase,
and so to contain the inflationary
spiral and the growth of imports.
However, the rise in inflation was
much greater — except possibly in

Hungary — than was expected.
Moreover, the fall in output was
also much greater, so reducing the
finance available for protecting real
incomes.

Average real wages, therefore,
declined by an estimated 27% in
Poland in 1990 — though they rose
slightly in 1991 — by 26% in
Czechoslovakia in 1991, by around
12% in Romania and by over 40% in
Bulgaria (Graph 81). In Hungary,
on the other hand, where the peak
in inflation has been less, but had
existed for longer, the fall in real
wages was only around 5% in 1991
(though 8% between the end of 1990
and the end of 1991). This came,
however, after several years of
little, or no, growth in average real
wages.

Certain points can be emphasised.
Firstly, the movement of real wages
over the recent period is not necess-
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arily a good indicator of changes in
economic well-being in Central and
Eastern Europe because of the
severe shortages of goods and ser-
vices which existed in many
countries — Hungary and Czechos-
lovakia are exceptions — which
existed before the reforms started.
People may have suffered a sub-
stantial erosion in the real value of
their measured income but, at the
same time, had a greater chance of
spending what money they had.
(This, however, is of little consola-
tion to the many who cannot afford
to buy the new goods appearing in
the shops.)

Secondly, average figures conceal
major variations. Many people
will have suffered even larger
reductions in real wages than the
average, especially those em-
ployed in parts of the state sector.
Others may have experienced
much smaller falls or even

increases, especially those with
income from abroad, those work-
ing in the informal economy or
those newly employed in the pri-
vate sector, where average wages
are estimated, in many cases, to
be at least double those in other
parts of the economy. This dis-
parity in experience, which is in
stark contrast to the stable pat-
tern of wage relativities in the
years before the reforms,
threatens to become more import-
ant in the future.

A third point, of unknown import-
ance, is that all the countries,
although to markedly different
extents, have informal economies
which potentially provide an addi-
tional, unmeasured, source of
income to a number of people. This
is particularly the case for Hungary
and Poland, but much less true of
Bulgaria and Romania. It is difficult
to judge the extent to which infor-
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mal activities have moderated the
decline in real incomes, though it is
unlikely that income from informal
sources has remained unaffected by
the scale of reduction in measured
GDP which has occurred.

The people suffering the biggest
falls in real income, however, are in
the main those who have lost their
jobs and become unemployed and
those in retirement.

Systems of
social protection

All the countries in the region have
had to modify, and extend, their sys-
tems of social protection to take
account of new circumstances. In all
countries, the development of an
effective social safety net to prevent
widespread poverty has been seen
as a key element in — and even a
condition of — implementing the
economic reforms required for tran-
sition.

In particular, governments have
set minimum wage levels for those
in work and have introduced
entitlement to benefit for those
affected by unemployment
(although in Hungary, a system
dates back to 1986 when a re-
employment benefit scheme was
introduced). In general, the sys-
tems of unemployment benefit
adopted have related the amount
of benefit receivable to the last
monthly wage earned when in
work, with the rates tending to be
around 50-70% of this. For those
not previously in work — because
they have just left school or
university — benefit has been
linked to the minimum wage.

There has also been a general
tendency to seek to reduce benefit
expenditure as unemployment
increased and as the financial
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positions of governments have
deteriorated. Eligibility criteria
have been tightened, the period of
entitlement to benefit shortened,
and effective rates of benefit
reduced in most countries
(Graph 82).

In Hungary, for example, insurance
principles were introduced in
March 1991 to relate benefit entit-
lement to previous contributions,
while at the beginning of 1992, the
period of entitlement was reduced
by 25%. In Poland, a uniform rate of
cash benefit, equal to around 36% of
average earnings, was introduced
in March 1992 in place of the pre-
vious range of earnings-related
rates, reducing the average amount
paid significantly. In Czechoslova-
kia, in January 1992, apart from
graduates, eligibility was restricted
to those who had genuinely lost
their jobs and were actively seeking
another, and the period of entitle-
ment to benefit was halved. As a
consequence there has been a sub-
stantial reduction in the numbers
registered at labour offices and the
numbers eligible for benefit.

This tightening, however, has not
prevented acute financial prob-
lems emerging as regards the
funding of payments to the grow-
ing numbers of unemployed. In
three countries — Poland, Hun-
gary and Bulgaria — special funds
financed by levies on employers
and those in work — or just on
enterprises in the case of Bulgaria
— have been established to meet
the cost of unemployment. But, as
the cost has risen, finance has
proved inadequate necessitating
the diversion of revenue from
other programmes — especially
active labour market measures —
or, in the case of Bulgaria,
increases in the rate of contribu-
tion required of those paying 