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june 1996 

Dear Mr President 

On behalf of the Competitiveness Advisory Group, I hereby submit the Third 
Report, dealing with competitiveness and employment. The issues in this 
Report are closely related to the wider subject of the competitiveness of the 
European Union. A higher level of competitiveness would effectively be the 
best way to create more jobs. In addition, a better use of the labour resources 
in the Community would also mean that the waste of productive people being 
idle would be reduced, thus improving our competitive position. 

We do make a number of suggestions which are, where possible, supported by 
examples taken from various countries. 

The preparation of the Report was largely done under the chairmanship of Dr 
Ciampi who, as you know, resigned mid-May following his appointment in the 
new Italian Government. 

Mr jacques SANTER 
President 
European Commission 
Brussels 

Yours sincerely 



I. SUMMARY AND CONCLUSIONS 

In its first two Reports, the Competitiveness 
Advisory Group (CAG) focused on issues 
which Europe must resolve if it is to meet 
today's global challenge.These included comple
tion of the internal market. steps toward EMU. 
progress in the priority trans-European net
works, public-private pat·tnerships, the East
West win-win opportunity, expansion of 
Europe's vibrant small and medium-sized enter
prise sector: The CAG also stressed the role 
environmental policies and education and train
Ing policies play in establishing the competitive
ness ft-amework. 

This Third Report moves to what is often 
regarded as an even more central area, the 
labour market. employment. and competitive
ness. We start from a basic fact unemployment 
is too high in Europe. The waste of resources 
this represents is one side of the coin. The social 
consequences, the t-eal hardship, even the 
potential political repercussions, are all just as 
· impot-tant. Europe's current dismal petiormance 
is fairly new. Historically, we did better than our 
trading partners. The time has come to see why 
we no longer do so, and how we can do better: 
There are other /about- market models outside 
Europe. These have some apparent advantages 
in tet-ms of job creation, yet each carry with 
them definite costs. Europe has to find its own 
way, in the context of a social' model based on 
consensus, agreement and involvement. 

The competitiveness of an economic system 
cannot be divot-ced fr-om the range and scale of 
employment prospects it offers its people. Bet
ter functioning of the labour market in Europe is 
generally acknowledged to be vital for competi
tiveness, just as competitiveness itself is a deter
mining factor for the level of employment. We 
cannot avoid policy changes - as well as 
changes in attitudes - and not only in labour 
matters. There is a view of unemployment as the 
inevitable corollary of the present stage of 
industrialization.This must be countered by both 
sides in the employment equation - workers 
and employers. In terms of labour market mod
emization, the perceived dichotomy between 
efficiency and solidarity need not be so stark. 
This is one CAG message. In combination with a 
supporting macroeconomic policy, we need to 
encourage mobility, positive fiexibility and 

change in the labour market. avoiding rigtdities 
which become disincentives to work and to take 
on new employees. The CAG is convinced that 
reforms in this direction need not conflict with 
Europe's high standards of social protection, nor 
affect provision of the safety net which those 
most exposed to hardship as a result of jobless
ness have a right to expect. 

The Report is in three sections. Part I traces the 
current situation and how it has developed over 
time. It analyses what should be done - and 
what can be done - to establish positive flexi
bility in labour markets and to reform labour 
relations in Europe. Parts !I and Ill adopt a novel 
methodology. They develop the CAG's estab
lished bottom-up approach, illustrated by case 
studies, applying it both to a country-by-country, 
as well as to a company-by-company, analysis. 
The benchmarking of countries provides practi
cal illustrations ·from the Europe of today of 
measures that can be taken to increase employ
ment and, particularly, to decrease unemploy

ment in exposed groups. The companies and 
organizations analysed are knowr· to have 
undertaken changes in work organization, giving 
greater flexibility to achieve enhanced competi
tiveness with job creation and job Enrichment 
and benefits to employers and employees. 

In its work, the CAG discovered a significant lack 
of comparative evidence relating to socioeco
nomic policy across the European Union. This is 
clearly regt-ettable and should be rectified. The 
Report aims to offer first indications for such 
comparative analysis, a start on which bench
marking which will enable us to agree the para
meters of debate and so start the process of 

reform. 

The Report makes a senes of key recommenda
tions in the following policy areas. 

I. Modernization of the labour market needs 
to be carried out in the framework of a 
growth-oriented scenario. This includes 
completion of the single market to realize 
the European dimension of our economy, 
infrastructut-al investment. a fresh commit
ment to education to provide the full range 
of core skills which must be available in the 
wod<force of a successful economy operat-

7 



ing in the global marketplace. But the bene
fits of reform and restructuring will not 
materialize if macroeconomic policies do 
not play their role in ensuring that the 
potential increase in the output of the econ
omy is matched by an expansion in demand. 

2. There is an ongoing need for wage modera
tion. Wage moderation facilitates the task of 
maintaining low inflation and keeping public 
finances under control, and achieves the 
Maastricht criteria. But excessive reliance on 
wage moderation only can generate serious 
problems of inadequate demand and even 
incur the risk of deflation. A broad consen
sus is required. For this reason, national social 
pacts, in the light also of the overall scenario 
set out in President Santer's Confidence 
Pact, will enable us to move forward simulta
neously on the stability and on the employ
ment front. 

The question of relative wage levels must be 
seen in context, given by age, sector, region. 
Minimum wages help contain excessive 
wage inequality, but may hurt those seeking 
to (re-)enter the !about- market. 

3. An important contribution to kick-starting 
Europe's labour markets would be a sizeable 
lowering of employment costs for the 
lower-skilled and the long-term unem
ployed. The aim should be to reduce the 
cost of labour without reducing the retur-n 
on that labour. The CAG recommends the 
suppression of employers' social security 
contributions and the reduction of wage 
taxes for the lowest paid. In this connection 
it is important that Member States agree to 
refrain from tax competition on capital and 
energy. 

4. Training is intangible investment with real 
benefit to company and worker. We give 
examples of competence development and 
extensive company traimng that t-etain work
ers and lead to more jobs. Tt-aining is also a 
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key weapon in our fight to reduce long-term 
unemployment. 

5. Measures to facilitate mobility between 

companies, regions and countries will make 
an important contribution to reducing 
unemployment. There is a clear correlation 
between low mobility and high unemploy
ment. Changing this will require new housing 
market provisions and allowing transfer of 
pension rights across Member States' 
boundaries. 

6. Flexibility in working hours in a day or a 
week, across the business cycle has been 
proven to inct-ease competitiveness, with 
better response to market, higher customer 
satisfaction, more secure employment and 
new jobs. Such flexibility is obtained through 
local agreements, with sectoral and national 
agreements providing a general framework. 
Today's more decentralized labour market is 
also marked by different and changing tasks 
as well as novel forms of work organization 
often deriving from the application of 
advanced information and communication 
technologies. All this implies new challenges 
to workers and employers, and to their 
respective organizations, with the need for 
them to adapt to new forms. 

7. The social partners should act in concert to 
facilitate recourse to part-time jobs which 
can be of special benefit to groups such as 
people with family responsibilities, the young 
and those approaching retirement. 

8. More effort should be dedicated to the 
cost-benefit analysis of EU social legislation 
foreseen in the Maastricht Treaty. 

9. The CAG t-eiterates its belief that modern
ization of the labour market. and the fight for 
more employment in Europe, are not only 
social policy: they are essential for our long
term economic competitiveness. 



II. LABOUR MARKET, UNEMPLOYMENT 
AND COMPETITIVENESS 

The growth in employment 

European unemployment in 1995 stood at 
I I. I%. Economic recovery since 1993 has had 
only marginal impact on the number of the job
less. This pattern is by no means new. Since 
1973, each downturn of the business cycle 
seems to have led to a further. unprecedented, 
peak in the unemployment rate. Conversely. 
economic recoveries provide only temporary 
relief to the otherwise uninte1Tupted rise in the 
unemployment rate. Compared to the USA, 
unemployment in Europe is much more persis
tent, particularly at the individual level. It is true 
that the probability of losing a job is substantial
ly lower for a European worker than for one in 
the USA; however. following job loss or at entry 
into the labour force. the probability of over
coming unemployment and findi'lg a job in 
Europe is far below that in the U5A. As a result. 
unemployment in Europe is typically of long 
duration. Long-term unemployment accounts 
for 42.9% of total unemployment. .1gainst I 0% in 
the USA and 15.4% in japan. 

The lack of employment opportunities 

European economies have also failed to create 
an adequate number of employment oppol·tu
nities.The employment gains between 1986 and 
1990 were all but lost in the subsequent reces
sion. Since 1980, employment growth in Europe 
has averaged only 0.15%, in stark contrast to 
other OECD countries. In Japan, employment 
growth was 1.26% during the same penod. In 
the USA, it reached 1.54%. The difference 
between Europe and the United States of 
America cannot be ascribed to a faster rise in 
the population of working age in the USA. As a 
matter of fact, the ratio of employment to work
ing age population grew in the USA from 71% in 
1980 to 77.1% in 1995. During the same period. 
it stagnated in Europe, passing from 66.2 to 
66.3%. High unemployment rates and limited 
employment creation have taken a toll on the 
willingness of many Europeans to keep actively 

seeking jobs. Traditional ways of measuring 
unemployment are thus bound to underesti
mate the deterioration in the labour market. 
Allowing both for discouraged workers (those 
who would be willing to work but have stopped 
searching because they have little hope to suc
ceed) and for involuntary part-time workers 
(those who work part-time being unable to find 
a full-time job) raises the 1993 unemployment 
rate quite dramatically; from I 1.5 to 14.7% in 
France and from I 0.4 to 18% in Italy (Bureau of 
Labour Statistics, 1995).The exit of so many able 
workers from the labour market is a forceful 
indication of Europe's inability to put the avail
able human and productive resources to good 
use. 

Unemployment and competitiveness 

Widespread unemployment represents a major 
threat to the cohesion of the European society. 
The view of unemployment as an unacceptable 
waste of existing productive resources is cor
l·ect. but too nanrow. First of all, high levels of 
unemployment foster both poverty and emar
gination. They therefore erode social cohesion, 
create a sense of social disfranchisement and 
may, at times, breed social conflict. Furthermore, 
they often undermine an individual's incentive to 
invest in his or her own human capital. Finally, 
with unemployment in two digit figures, the loss 
of a job can imply a long spell of unemployment. 
bringing real hardship. Plant closures can trigger 
the decline of entire neighbourhoods, even 
regions. It is difficult for those concerned to 
accept the logic. As a result. growing unem
ployment typically strengthens political pres
sures in favour of more protectionism, thereby 
furthe1· weakening the ability of European 
economies to take advantage of new opportu
nities and adjust. All these factors undermine 
our competitiveness.The fight against unemploy
ment is not social policy: it is an economic 
Imperative. 
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The causes of unemployment 

The rise in endemic unemployment can to a 
large extent be traced back to a set of shocks 
that hit most industrial countries from the mid-
1970s on. These include the two oil shocks, 
which compelled major restructuring of indus
try: restrictive demand policies, aiming to offset 
the infiationary impact of higher oil prices in 
1979 and of the German unification in the early 
1990s; high taxes, also made necessary by the 
need to finance the rising costs of the welfare 
State; fierce competition from newly emerging 
countries, that hit labour-intensive sectors par
ticularly hard; a pattern of technological 
progress that has put unskilled labour at a dis
advantage.The impact of these shocks was then 
to some extent exacerbated by the lack of any 
coordinated response from European policy
makers. Similarly, weak coordination did not 
allow European economies fully to exploit the 
opportunities offered by a number of favourable 
developments in the second half of the 1980s, 
with the precipitous fall in real oil prices and 
decline in infiation and in the 1990s. the single 
market. 

11.1. The need for a flexible 
response 

Adjusting to a changing environment 

Trade and technology at-e often blamed for ris
ing unemployment. Their effect however is easily 
misjudged. History, particularly European history; 
teaches us that technological progress and 
expanding international trade in time have 

always provided opportunities for sustained 
growth and employment. By themselves, they 
cannot and should not take the blame for Euro
pean unemployment.Technological progress and 
international competition can, however, be a 
source of dislocation and job loss, both in the 
short run and at a regtonal level. Workers can 
indeed be made redundant by increasing pro
ductivity at unchanged output or by growtng 
competition from imports. In order fully to 

exploit the opportunities offered by trade and 
technology. firms, workers and governments 
alike must strive to adapt in a flexible and 
dynamic way to a continuously changing envi
ronment. It is a great challenge. Firms may real
ize that cherished products or long-standing 
management procedut-es, once a source of 
strength, no longet· t-etain their validity and have 
even become a bt-ake on competitiveness. 
Workers and unions may find that old practices 
and even the notion of the lifelong job may have 
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become untenable in a steadily changing and 
competitive environment. Governments need 
to adapt as well, with policies which are more 
proactive, aiming to exploit new opportunities 
rather than merely manage the problems of 
adjustment. Policies should be aimed at cushion
ing the price of adjustment but they should be 
designed to protect people, not to protect jobs. 
Too often· these simple messages have been all 
but forgotten in the past, at great cost to the 
European economy and to its people. 

The need for action 

The rise in European unemployment calls for 
courageous and coordinated action by Europe's 
policy-makers. We should not forget that things 
have not always been like this. In the 1960s and 
until the mid-1970s, unemployment in Europe 
fiuctuated around 3%, just half the level in the 
USA. Today; it stands at I 1.1 %, almost 6 percent
age points above the American \eve\. We can 
and should do better. We must look at best 
practices both in Europe and elsewhere to 
devise a comprehensive strategy against unem
ployment. We need to examine the experience 
of other countries. This does not mean that we 
should try to replicate mechanically what has 
been done elsewhere. Labour market institu
tions have been forged also to reflect the aspi

rations of European people. They should not be 
discarded, but rather reformed after careful 
scrutiny of their social, political and economic 
role. For instance, minimum wage regulations 
are often said to be the main culprits for youth 
and unskilled unemployment. Yet, these regula
tions have helped Europe avoid a precipitous fall 
in the unskilled wage and a deterioration in 
income distribution. In the USA, by contrast, 
income distribution deteriorated further, and 
this despite its initially highly unequal pattern. 
Europe's ability to preserve greater equity in 
income distribution is even more remat-kable 
given that the unemployment rate among 
unskilled worket·s, albeit increasing, is no higher 
than in the USA. All this being said, the Euro

pean social model does need to be reviewed 
and modernized so that it can better cope 
with the profound economic, social and demo
graphic changes taking place throughout the 
world economy. We argue that this reform can 
best be done by achieving a high degree of con
sensus among social partners in support of the 
necessary changes. 

Towards a comprehensive strategy 

The CAG believes that a sizeable reduction 1n 
unemployment is essential to strengthen the 



competitiveness of the European economy 
Devising a strategy agarnst unemployment is, 
however; a complex task. Prescriptions may dif
fer between the different countries. No short
cuts are available. While each country retains 
responsibility for devising its own approach, we 
believe that a comprehensive and coordinated 
European strategy in the fight against unem
ployment should be developed. Such a strategy 
must emphasize the following factors. 

(a) Establishing a growth-oriented scenario. 
For this we certainly require financial rigour, 
a check on inflation and a supportive macro
economic framework to avoid insufficient 
demand hampering employment growth. 
We also must move more rapidly to full 
implementation of the single market pro
gramme. 

(b) Implementing the infrastructure invest
ments necessary to manage and fully exploit 
opportunities offered both by new tech
nologies and completion of the single mar
ket 

(c) Promoting the growth of small and me
dium-sized enterprises, known to be the 
maJOr source of employment growth in 
Europe. 

(d) Promoting lifelong learning so as to allow 
workers flexibility to adapt to the continu
ously changing needs of modern economies. 

(e) Promoting a new system of industrial rela
tionships, based on a cooperative approach 
between firms and unions to strengthen the 
ability of firms to compete in the interna
tronal economy and provrde workers with 
enhanced pmtection against the risk of 
unemployment. 

(0 Modernizing the institutions governing the 
labour market and the other markets 
which have hampered employment perfor·
mance. Any proposed policy should aim at 
controlled der·egulatron, or r-eregulatlon, in all 
these markets (for labour~ goods and ser
vices and capital) where institutional barriers 
stifle competition and employment growth, 
and at reforming so as to strengthen social 
rnstitutions underlying our· welfare systems. 

The CAG has alrendy stressed many of these 
factors, particularly the need for infrastructur·al 
investment, the mle of small and medium-sized 
enter-prises and the benefits of lifelong educa
Lion and le<tming.ln this Repol"l, we focus on the 
role of macroeconomic policies, the need for 

incisive labour market reforms and the scope 
for a new approach to industrial relations. We 
try to draw indications from companies and 
countries across Europe. In attempting this task, 
we have been surprised to discover that no 
benchmarking analysis of Europe's experience 
with labour market reforms and evolving indus
trial relations has ever been conducted. We 
hope that the bottom-up approach taken in this 
Report will allow Europe to identify lessons 
from best practices and to develop effective pol
icy recommendations. 

11.2. Establishing a 
growth-oriented scenario 

A supportive macroeconomic 
framework 

Macroeconomic policies can provide a major 
contribution to r·educing unemployment by cre
ating the conditions for· sustained, non-inflation
ary growth. Three key variables have a shared 
responsibility in the maintenance of stable, low 
inftation.These are monetary policy, fiscal policy 
and the evolution of wages. Even if the ultimate 
responsibility for price stability lies with mone
tary policy. the more fiscal policy and wage 
behaviour are in line with the objective of low 
inflation, the more accommodating monetary 
policy can be. Macroeconomic policy can take 
into account the beneficial effects of structural 
reform in labour markets. Reform can, for
instance, allow faster growth in output and 
employment without igniting inflation. Similarly, 
the benefits of structural reform in terms of 
lqwer unemployment will not materialize if the 
macroeconomic stance is too restrictive. A 
supporting macroeconomic policy is required to 
ensure that any potential increase in supply is 
matched by an expansion in aggr·egate demand. 

The role of fiscal policies 

Fiscal policies can play a crucial mle in smooth
ing the impact of economic fluctuations. In the 
long run, fiscal policies must be designed so as to 
prevent expanded government borrowing 
crowding out private investment and growth. 
Moreover. expansionary budgetary policies may 
clash with the Maastr·icht criteria. The reduction 
in deficits should not, however, be accom
plished by indiscriminate cuts in public invest
ment expenditures, as too often has been the 
case in the past.Thrs temptation must be strong
ly r·esisled. In line with its pr·evious Reports, the 
CAG r·ecommends that the programme for 
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infrastructural investment (in particular; trans
European networks) be implemented as sched
uled. This will boost the process of European 
integration as well as employment. We also 
believe that the Maastricht criteria regarding 
budget deficits should be interpreted in such a 
way as to acknowledge the crucial role that pro
ductive public investment (that financed, for 
instance, by the EIB) plays in enhancing compet
itiveness, employment and growth. Finally, we 
share the belief that the effectiveness of fiscal 
policy, both as a macroeconomic policy instru
ment and as a major influence on the pattern of 
resource allocation. would be greatly improved 
by the development of a common European fis
cal policy 

The scope for monetary stimuli 

In recent years, monetary policies have eased 
considerably, with ex-post short-run real inter
est rates in Germany falling from a high of 5% in 
1992 to 2.3% in 1995. Over the same period, 
the real interest rate differential between Ger
many and the USA dropped from 5.1 to -1.6%. 
Further declines in real interest rates in 
Europe are both possible and necessary. At 
present, however; they are precluded by contin
uing exchange rate uncertainty, credibility prob

lems in the peripheral countries and a wide
·spread fear that the European monetary union 
may be associated with laxer anti-inflationary 
policies. All this hampers growlh by discouraging 
both domestic and foreign direct investment. 
These problems can only be exacerbated if the 
schedule for monetary unification is delayed .The 
CAG believes that the resolution of monetary 
uncertainty is an essential step toward lower 
interest rates. It may even require acceleration, 
certainly not delay, along the path toward mon
etary unification. 

The role of wage policies 

The task of macroeconomic policies would be 
made easrer if wage settlements could also 
incorporate the objective of low inflation. 
Employer-s and the unions naturally have con
flicting interests in Lhe wage-setting pr-ocess. All 
social partners should, however; acknowledge 
that a stable macroeconomic environment is a 
necessar-y prer-equisite for· high and sustained 
growth. Recurr-ing spurts of inflalion have a neg
ative impact on growth. They discourage invest
ment and force policy-makers to take con·ective 
measures. Since 1993, however; wage restraint rn 
Eumpe has overshot the larget of I% below 
pmductivity gains sel in the Commission Whrte 
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Paper on growth, employment and competitive
ness. Moderate wage growth should prompt 
policy-makers to adopt policies supporting 
growth, otherwise moderation in wage bargain
ing could merely result in weak aggregate 
demand, not growth in employment and output. 
Appropriate behaviour in wage negotiations is 
therefore a necessary counterpart to any 
employment policy, both for micro and for 
macroeconomic reasons. Moderation in nomi
nal wage demands is necessary to avoid an 
inflationary spiral and to allow growth to pro
ceed uninterrupted. At the same time, moder
ation in real wage demands can 'buy' more 
employment by favouring a more labour-inten
sive pattern of growth and by boosting com
petitiveness and investment. Finally, in addition 
to the wage level, the wage structure is bound 
to play a crucial role in determining employment 
performance. In particular; more flexible wage 
differentials can enhance employment oppor
tunities for disadvantaged workers (young 
people, the low-skilled, workers in less favoured 
regions, etc.). Achieving the three goals of nomi
nal and real wage moderation and relative wage 
flexibility may require a differentiated approach. 
Nominal and real wage moderation may be 
facilitated by a centralized incomes policy 
framework; the goal of relative wage flexibility 
calls for a decentralized approach. An appro
priate institutional framework, that recognizes 
the differences in wage institutions across the 
EU, will have to emerge to reconcile these dif
ferent objectives. Income policies can play a use
ful role in this process. They can also be instru
mental in ensuring that a reduction in inflation is 
not achieved through higher unemployment. 
Income policies must not, however, be seen by 
social partners as a way to extract concessions 
from central government which, in the end, end 
up aggravating the budgetary situation. 

11.3. Reforming labour market 
institutions and building 
new industrial relations 

Reconciling social protection and 
flexibility 

Introducing a more flexible regulation of the 
labour market has been the focus of much 
debate on unemployment. With r·espect to 
labour market institutions, greate1- flexibility first 
of all means removing limitalions that have 
impeded the birth and development of sever-al 
market segments (for instance, agencies fortem
por-ar·y workers are still forbidden in some 
Member States). This is also an issue involving 
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the regulation of several product markets (for 
example, restrictions on retail opening hours) 
and the institutional environment for the devel
opment of non-traditional activities (such as the 
non-profit sector). Recognizing the need to 
strike a balance between the need of fwms for 
flexibility and that of workers for security, part
time work and temporary contracts can 
in\=rease employment opportunities for groups 
such as people with family responsibilities, 
young people and the elderly and offer a palat
able alternative to early retirement More wide
spread use of temporary contracts will also con
tnbute to employment growth. Finally, reform of 
welfare systems must emphasize limiting 
labour supply disincentives produced by cer
tain welfare mechanisms and boosting labour 
demand, by lowering non-wage labour costs, 
particularly for less-skilled and disadvantaged 
workers. In the second part of the Report, we 
take a closer look at Europe's experience with 
labour market reforms, with a view of identifYing 
best p1·actices which combine the obJective of 
social protection with the need to improve the 
functioning of labour markets and reduce long
term and youth unemployment 

For a cooperative approach to industrial 
relations 

Greater flexibility is often interpreted as tilting 
the balance of powe1· in favour of employers. It 
can therefore be opposed by trade unions. Yet a 
more positively flexible labour market could, in 

many circumstances, benefit both workers and 
firms. For this to come about. it is essential that 
greater flexibility be achieved through a collabo
rative approach linking unions and employers. 
This is the essence of the Confidence Pact that 
President Santer has proposed to Europe's 
social partners. A cooperative approach to a 
different organization of work within the firm 

will improve industrial relations, allow greater 
worker participation in decisions and poten
tially lead to better product quality .The latter in 
fact represents an essential component in any 
strengthening of the competitiveness of the 
European economy. Collaboration between 
unions and employers is also essential to achieve 
greater flexibility in working hours, thereby 
allowing firms to achieve a better match 
between utilization of the labour force and flue
tuations in product demand, while at the same 
time protecting workers against sudden lay offs. 
Overall. more flexible working hours will allow 
more effective use of the firm's productive 
capacity. They will lead to a reduction in labour 
costs and possibly to an expansion in employ
ment Similarly, unions and employers should 
strive to achieve a less restrictive approach to 
individual job descriptions so as to allow both 
more flexible utilization of the existing labour 
force and improved Incentives for on-the-job 
individual learning and the accumulation of 
human capital. In the third part of this Repo1·t 
we look at several experiences in Europe in 
which a flexible and participative approach to 
industrial relations benefited both firms and 
workers. 



Ill. LABOUR MARKET REFORM 

Credibility and confidence are essential to gen
erate the desired degree of labour market flexi
bility without creating greater uncertainty and 
hardship, and to avoid the waste of productive 
resources that arises from industrial conflict and 
loss of motivation. 

Confidence pacts and collective agreements can 
bring about a change in attitudes, moving away 
from the logic of conflict towards one of mutual 
understanding and cooperation.There are coun
tries that have already taken steps in this direc
tion. More action is needed, at both EU and 
Member State level. taking into account national 
characteristics. 

In the following, we examine a number of col
lective agreements and (more or less devel
oped) nationwide confidence, or soc1al, pacts. 
Labour market reforms are then examined, 
along with the lessons to be drawn, in a number 
of key areas: youth unemployment the low
skilled unemployed, minimum wages, unemploy
ment and poverty traps, long-term unemploy
ment and (regional) labour mobility. Finally, we 
put fo1ward concrete policy proposals. 

111.1. A supporting framework: 
collective agreements and 
confidence pacts 

At a time when stl-uctural adjustment is needed, 
a certa1n amount of decentralization of wage 
and employment negotiations becomes desir
able. Collective agreements at the sectoral Ol
plant level take into account the local situation. 
The confidence, 01- social. pacts can give an over
all macroeconomic coherence. 

Collective agreement in the German 
chemical industry 

Some 90 000 jobs have been lost in the Gel-man 
chemical industry since 1991. This agreement 
concerns 605 000 employees: 

(i) a limited nominal wage increase (2%) in 
return for a moratorium on job cuts from 
June 1996 until June 1997; 

(ii) a lower wage for new entrants (including 
trainees) during their first year of employ
ment 95% of the normal wage, reduced to 
90% for long-term unemployed workers; 

(iii) an official statement by social partners to 
encourage flexibility in working hours and 
differentiation, promote part-time work 
and the hiring of trainees; 

(iv) employees over 55 to have access to flexi
ble part-time arrangements paying 85% of 
the previous wage and spread over five 
years; new workers to be hired to take the 
jobs made available; 

(v) overtime work to be compensated by 
reduced working hours later, rather than 
by wage payments. 

Macroeconomic policy 
and confidence pact in Ireland 

There is an explicit wage moderation agree
ment between the lnsh government employers 
and employees. Nominal wages may increase in 
line with anticipated inflation; rises in l-eal wages 
must remain below productivity growth. This 
agreement has allowed Ireland to take full 
advantage of the beneficial effects of sound fiscal 
policy (with a sharp reduction in the public debt 
that reduced the debt burden and eventually 
contributed to a rise in household disposable 
income) and of devaluation of the Irish pound. 
The 1-ecovery, initially due to export growth, is 
continuing now fuelled by growth in domestic 
demand (private investment and consumption). 
The expected GDP growth rate for 1996 is 
expected to continue to exceed significantly the 
EU ave1-age. The increase in domestic demand 
has benefited the local (labour intensive) service 
sectoc The Irish unemployment l-ate remains 
high however: as a result of increasing participa
tion rates. 
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The 1993 social pact in Italy 

The agreement signed by the social partners in 
july 1993 related to income policy. wage negoti
ation procedures and labour market issues 
including short-term contracts. Two formal 
round tables bringing together government, 
employers' representatives and workers are 
now scheduled every year (in May and Septem
ber). to fac'llitate consultation between social 
partners before definition of the principal eco
nomic policy obJectives. 

The july 1993 agreements gave Italy for the first 
time a formal. organized system of industrial 
relations. They define negotiating rules between 
employers and employees, both at national (for 
each sector) and at plant levels. The national 
level determines minimal wage increases. With 
the end of automatic wage indexation following 
confirmation of suppression of the scala mobile, 
wage negotiations take place every two years. If 
no consensus is reached after three (respective
ly six) months, wages are automatically 
increased by an amount equal to 30% (respec
tively 50%) of the forecast infiation rate. Concil
iation procedures have been set up. At the 
decentralized level. wage increases are linked to 
productivily gains or to quality improvements. 

The agr-eement also stipulated that the Italian 
government would set up and implement an 
economic programme aimed at stimulating the 
economy and increasing employme11t (including 
spending on R&D. infrastructure, urban renew
al). especially in the South. 

These agreements helped Italy avoid inflation 
after the steep devaluation of the liraThe strong 
economic 1-ecovel-y that followed in 1994-95 
(mainly driven by exports) led to record capac
ity utilization rates. Investment and private co~<
sumption expenditure remain relatively low 
howevec This follows from uncertainty regard
ing public investment programmes, restrictive fis
cal policy and wage moderation. 

The role of collective agreement 
and confidence pacts 

Similar examples of collective agreements and 
social pacts could be taken from other countnes 
(including Belgium, Fr·ance, Germany, the 
Nethedands). From an EU point of view, it is 
important to ensure that wage moderation 
does not become synonymous with wage 
competition and/or create deflat'1on. Wage 
moderation is to be seen as part of an overall 
macroeconomic strategy. 
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111.2. Youth employment 

The unemployment rate of workers under 25-
years old. is substantially higher than the aggre
gate unemployment rate (often twice as high) in 
almost all countries. including the USA In 
Europe, the rise in the aggregate unemployment 
rate has made the problem unacceptably more 
acute. Unemployment among the young is on 
average over 20% and, in some countries, over 
30%.The issue is now of primary concern. Youth 
unemployment higher than the national aver
age is related to various factors: inadequate 
training, minimum wage constraints, employ
ment regulations (via their effects on flows in 
and out of unemployment). Over recent years. 
a number of policies aimed at reducing youth 
unemployment have been implemented We 
examine here the effects of active labour market 
policies implemented in France. Minimum wage 
effects will be discussed later. 

Training programmes in France 

Various types of active labour market policies 
were implemented in France in the second half 
of the 1980s. They provided subsidized job 
opportunif1es and on-the-job training for young 
unemployed workersThe policies differed in the 
amount of tr-aining provided. the length of the 
employment contract and the nature (private or 
public) of the employer: Training usually involved 
both the private employer and a vocational 
training agency. Incentives for a private firm to 
enter such a scheme were the opportunity to 
take on labour at a rate below the official mini
mum wage and exemption from all social secu
rity contributions. 

Econometric evaluation of the effects of these 
policies on the employability of the beneficiaries 
has been made on the basis of panel data. The 
main results can be summarized as follows: 

(i) firms select the relatively more educated or 
experienced workers; 

(ii) a subsidized training scheme has a signifi
cant impact on the employability of the 
young workers and the probability of 
becoming lo11g-term unemployed is 
reduced by 50% for workers with relative
ly low educational attainment 

(iii) the higher- the tr-aining content of the 
scheme, the higher the pr-obability of 
obtaining a stable job in the future; what
ever the educational level of the beneficia
r-y. public jobs (TUC) have the lowest 



impact on the probability of leaving unem
ployment; 

(iv) for the workers concerned by these 
schemes, the duration of unemployment 
benefits has no impact on the probability of 
becoming long-term unemployed: benefit 
duration has a positive effect on chances of 
getting a stable job at the end of the peri
od of unemployment. 

The effect of training policies for the 
young 

These results imply that specific, carefully tar
geted and structured training policies involving 
private firms can help young workers enter the 
labour market. They are especially useful for 
those who have a reasonably good educational 
attainment level (secondary school). Similar con
clusions have been reached in other countries. 
Germany provides the best-known example of 
a very comprehensive and successful training 
and apprenticeship system. The French case 
study shows that good results can be obtained 
in other countries. An important element of 
these schemes is the incentive that is given to 
private firms to participate, in the form of 
lower wage costs, in part supported by the 
worker (the wage is below the official minimum 
rate), in part by the State (exemption from 
social security contributions). In Germany, 70% 
of jcos for young people are apprenticeships 
which pay from 26 to 37% of adult wages. Pri
vate companies may contribute (and in some 
countries do contr·ibute) to this effort by subsi
dizing or funding schools. Although the macro
economic effects of such policies may, by them
selves, be lim1ted (as subsidized workers may 
take the place of other workers or might have 
been hired anyway), they do contribute to 
reducing the ,-elative unemployment rate of 
young workers. 

111.3. Low-skilled 
unemployment 

The unemployment rate of low-skilled workers 
is usually above that of high-skilled workers. This 
is true in the USA as well as in the Union. This 
phenomenon was already observed in the late 
1970s. Low-skilled workers have, however, 
been especially hard hit by the economic 
trends of the last 20 years. Their relative unem
ployment rate has risen in most EU countries. 
Low-skilled unemployment now ,-epresents, on 
average, 50% oftotal unemployment in Member 
States- mo1·e lhan 60% in some. This situation 
can be explained either by the so-called 'ladder 

effect', by which high-skilled workers take the 
jobs of the low-skilled when the economy is hit 
by a negative macroeconomic shock, or by a 
genuine structural change in the demand for 
labour not matched by corresponding changes 
on the supply side or by relative wage costs. 
Both phenomena reflect downward rigidity at 
the lower end of the wage scale. 

Improvement in the macroeconomic perfor
mance of European economies would con
tribute to solving this problem. Rigidity in relative 
wage costs IS none the less an important issue. It 
can be tackled in several ways: by a decrease in 
minimum wage levels or cuts in taxes on labour, 
by subsidizing low-skilled employment, by a mix
ture of these three.Tax wedges are now so high 
(the total wedge stands at around 40% of the 
cost of labour in many EU countries, with 24% 
coming from employer contributions) that a 
substantial relative cost change can be achieved 
in this way, without affecting take-home pay. 

Social security contribution exemption 
in Belgium 

In November 1993, the Belgian government 
decided to reduce employers' social security 
contributions for low wages (up to BFR 42 000) 
by 50%. The exemption is progressively reduced 
for higher wages and disappears for wages 
above BFR 60 000. The exemption from social 
contributions amounts to a I 0% decrease of the 
total cost of wages for the lowest end of the 
scale. The direct loss of revenue to the Belgian 
government is less than half a percentage point 
ofGDP 

The effects of such a policy are not easy to eval
uate, especially taking into account the need to 
make up for revenue lost from other taxes (VAT, 
C02, withholding tax on interest income, etc.) 
or fi·om cuts in other expenditure. Employment 
gains can come from a slow-down in capital
labour substitution as well as from genuine 
employment creation, for instance in services. 
Furthermore, it takes time for all the effects to 
appear. Macroeconometric models suggest 
employment gains of the order of 0.5 to I% of 
total employment (some 22 000 to 35 000 
jobs), or alternatively around I 0 to 20% of the 
number of unemployed workers with low edu
cational attainment. These are not negligible fig
ures. Full exemption from employer social con
tributions for those on the lowest wages would 
double them. 

Incentives to employ the unskilled 

Exempting low wages from employer social 
security contributions could contribute signifi-
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cantly to improving the relative position of the 
low-skilled, without increasing income inequal
ity. There is perhaps one caveat Significant job 
creation for the lowest-skilled workers 1s only 
possible in the services sector. A number of 
personal, and local, services are now kept out 
of the formal labour market (underground 
economy, do-it-yourself, unsatisfied needs) 
because of excessive costs and inadequate 
incentives. The change in relative cost needed 
to bring these services back into the official 
market is probably much larger (compared to 
I 0% in the above example). Such a radical 
change can only be obtained via well-targeted 
and specific initiatives aimed at fostering 
demand-solvency and 'structuring' the supply 
side. An EC study on possible local employment 
initiatives in France, Germany and the UK esti
mates the employment potential of such actions 
at around 400 000 jobs a year. Several countries 
have taken steps in that direction (service 
vouchers in France, local employment agencies 
in Belgium, a new law in Germany aiming at 
reducing administrative and financial costs of job 
creation in the personal service and health-care 
sectors). 

111.4. Minimum wages 

· A decrease in minimum wages should help cre
ate new jobs for the most vulnerable workers, 
as suggested by the above examples concerning 
youth and low-skilled unemployment. Still, the 
effect of minimum wages on employment 
remains a much debated issue. Case studies in 
the USA have suggested that a decrease in min
imum wages may have little, or even negative, 
impact on employment. In Europe, France and 
the United Kingdom provide two contrasting 
cases. 

Minimum wages in France 

There is an economy-wide minimum wage 
(Smic), fully indexed to the cost of living and par
tially 1ndexed to labour productivity. The govern
ment may (and on several occasions did) decide 
additional increases. From 1967 to 1986, the 
minimum wage increased steadily relative to the 
average wage. Since then, it has remained fairly 
stable. In the 1970s, the ratio was similar to that 
in the USA (around 0.45). It continued to rise 
during the first half of the 1980s (up to 0.50) 
and then remained fairly stable, while il steadily 
deo-eased HI the USA (down to 0.36 111 1989). 
The proportion of workers paid at the mini
mum wage more or less doubled in France over 
the period ( 12% in 1987), while it was almost 
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cut in half in the USA (5% in 1988, aga1nst 9% in 
1981 ). 

The effect of the minimum wage on employ
ment in France remains much debated. Econo
metric analysis of its effects on youth as 
opposed to adult employment indicated that 
the Smic has a significant long-term effect on 
young workers' wages and little effect on adult 
(25-year o\ds and above) wages. The effects on 
youth employment are negative though limited. 
Looking at the effect of the minimum wage on 
low- compared to high-skilled employment. the 
effect seems potentially greater, although the link 
between the minimum wage and the average 
low-skilled wage rate is not firmly established. 

Minimum wages in the UK 

There is no economy-wide minimum wage. 
During the 1980s, wage councils provided a sys
tem of industry-based minimum wages, setting 
minimum pay for low-paid workers not covered 
by collective agreements and representing 
around I 0% of total employment. At variance 
with othet· EU count1·ies, the ratio of minimum 
to average wages has decreased in the UK since 
1979. The ratio of the minimum to average 
hourly wage in wage council sectors dropped 
from 0.82 in 1979 to 0.68 in 1990.Wage coun
cils wet-e abolished in August 1993. 

Several micmeconometric studies suggest that 
changes in minimum wage significantly affected 
wage dispersion. There is no strong evidence, 
however~ that they signif1cantly affected employ
ment in the sectors directly concerned. 

The effect of minimum wages 

The impact of the minimum wage on employ
ment is not easy to assess, probably because it 
depends on other inter-related factors. Its effect 
may vat·y from one sector to the other, depend
ing, inter olio, on the degree of openness of the 
sector considered. It must be judged in the con
text of other policies and institutions (for 
instance, unemployment benefit levels). Simple 
dismantling of the minimum wage system may 
have more impact on wage inequality than on 
employment. To the extent that economic poli
cy seeks to strike a balance between solidat·ity 
and economic efficiency, the aim should rather 
be specific, targeted minimum wage adjust
ments, especially to create more job opportuni
ties for those (re)entet-ing the labour market 



111.5. Unemployment 
and poverty traps 

Tax and transfer systems have progl-essively 
become mol-e sophisticated. Complexities lead 
in some cases to extreme distortionary effects. 
Marginal tax rates are sometimes so high at 
low income levels as to discourage people of 
working age and unemployed workers from 
taking a job in the regular economy. 

Unemployment traps in Belgium 

In Belgium in 1993, a jobless married couple 
with no unemployment benefit entitlement 
would have received a transfer of BFR 26 000 
per month (minimex). Both husband and wife 
would be allowed to earn, each month, up to 
BFR 6 000 as earned income (about one fifth of 
the net monthly minimum wage rate). This 
implies that they would probably never accept a 
full-time job offering them less than BFR 32 000 
(or even BFR 38 000), net of taxes. 

Ways of eliminating unemployment 
and poverty traps 

The1-e are probably many examples like this in 
most EU countries. Every effort should be made 
to avoid this type of situation, while at the same 
time maintaining our comm1tment to alleviate 
hardship fol- the poor: Some people have sug
gested simplifying our p1-esent welfare systems 
by issuing benefits (as social dividend or partici
pation income) independently of employment 
status, thus replacing existing forms of social 
transfers (unemployment benefit. family 
allowance, pension, etc.). Such a system would 
eliminate unemployment traps, but it could be 
extremely costly to implement An earned
income tax credit (as used in the USA) may pro
vide an J.lternalive, and easier to administer, 
solution. The combination of unemployment 
benefits and earned-income credit is compara
ble to a subsidy per worker (focused on the 
low-paid), independent of employment status. 
It could thus help eliminate unemployment 
traps. The difference from participation income 
is that these transfers are only paid to workers. 

111.6. long-term unemployment 

Long-tenn unemployment 1-epresents on aver
age in EU countl-ies about 50% of total unem
ployment It is less than I 0% of the total in the 
Uniled States.The European figul-es do not take 
into account all worke1-s in eady retirement ol
social assistance schemes. This depressing situa-

tion is the outcome of several factors and we 
have already discussed some of them under 
youth unemployment, the weakened position of 
low-skilled workers, the effects of unemploy
ment traps. 

Long-term unemployment is of course related 
to the characteristics of the unemployment 
benefit system. It is not only the level, or the 
duration, of unemployment benefit that matters, 
but also all the institutional features of the sys
tem. The more the system can be monitored so 
as to avoid abuses, the more it can afford paying 
generous unemployment benefits without creat
ing long-term unemployment 

The UK restart programme 

The restart programme was introduced in April 
1987. It consists of a compulsory interview for 
each unemployed person after they have been 
reg1stered as unemployed for six months. The 
interview, with an official of the Employment 
Office, is designed to help unemployed workers 
find a job by way of advice and counselling. It 
may also facilitate direct contact with employers 
or training agencies. A cruoal feature of the pro
gramme is the threat of having benefit suspend
ed if the worker does not attend the interview 
or is not considered to be actively seeking a job. 
From this point of view, the restart progl-amme 
can be seen as one way to circumvent fraurl; it 
1-eplaces administrative criteria for the alloca'l.on 
of benefits. 

Analysis of the effects of the programme shows 
that 

(i) the restart programme increases the prob
ability of receiving an (at least temporary) 
JOb offer; 

(ii) it has no effecl on the probability of getting 
a training offer: 

(iii) it has a substantial self-selection effect, by 
inducing many people not genuinely seek
ing a job (or not satisfying the imposed cri
teria) to withdraw their benefit claims. 

Active labour market policies for the 
long-term unemployed 

The problem created by long-term unemploy
ment is twofold. First, avoiding over-reliance on 
benefit (or actual fraud) without however, at the 
same time increas1ng the hardship of those who 
are genuinely looking for a job. Second, avoiding 
social d1senfranch1sement among the latte1~ As 
the UK example suggests, interviewing and 
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counselling unemployed workers can be help
ful from both points of view. Another kind of 
active labour market policy that has been used 
in several countries is to subsidize the hiring of 
long-term unemployed workers. It is now well
known that such policies do not create many 
additional jobs (as the subsidized workers may 
take the place of other workers or might have 
been hired anyway). Still, they may help avoid 
the social disenfranchisement of long-term 
unemployed workers. The question is, for how 
long. Offering systematically a temporary (subsi
dized) job to long-term unemployed workers 
amounts in a sense to combining both policies. 

111.7. labour mobility 

Unemployment rates vary greatly not only 
across countries, but also across regions in a 
given country. Regions may suffer from region
specific economic problems or may be hit dtffer
ently by current economic trends (de-industrial
ization, lower growth rates). Transfers across 
regions (through regional development funds) 
may help correct such asymmetries to the 
extent that they at·e used to speed up the struc
tural adjustment process. The latter can also be 
facilitated by relative wage adjustments, geo
graphical mobility, or changes in participation 
t·ates. 

Geographical mobility 
and regional unemployment 

It is not clear whethu regional mismatch has 
systematically increased in EU countries over 
the past 20 years. Still, the comparison between 
internal migration rates and cross-regional dif
ferences in unemployf11ent rates suggests a 
negative correlation between the two. 

Even within the same countt·y, regional mobility 
ts much weaket· in Europe than tn the USA. The 
lack of regional mobility, together with rigid rela
tive wages are given as key factors to explain the 
persistence of regional unemployment dtffet·
ences in Spain. Italy is anothet· prominent exam
ple of a country with huge and persistent differ
ences tn regional unemployment rates, and 
simultaneously little responsiveness from migra
tion flows and regional wages to economic vari
ables. In both, empit·ical evidence suggests that 
regional unemployment rates affect regional 
wage levels to only a limited extent. The main 
detet·minant of wages in a given regton withtn a 
given sector is Lhe level of wages in that sector 
in the rest of the economy. The situation is likely 
to be similat· in several EU countt·ies. 
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In urging a review of the above, the CAG 
emphasizes that persistently high differences in 
regional unemployment rates affect social cohe
sion and are likely to slow down the adjustments 
needed both to achieve the single market and 
to face the challenges of technological progress 
and global competition. 

111.8. Policy recommendations 

The cases discussed in this Report can help 
define concrete policy proposals. They indicate 
the direction in which we must go. 

I. Collective agreements at the sectoral or 
plant level can give the flexibility necessary 
to avoid that structural adjustments trans
late into unnecessary and costly job 
destruction. Today's labour market regula
tions now also have to take into account the 
growing importance of atypical patterns of 
working, such as teleworking. 

2. We have to facilitate the entrance of young 
workers into the job market above all to 
ensure that they do not end up swelling the 
ranks of long-term unemployed. This means 
provision of adequate training, linking pri
vate firms and training agencies with the 
right economic incentives, including both a 
lower minimum wage and exemption from 
social security payments. 

3. The relative cost of low-skilled workers has 
to be reduced. One way is to exempt 
prospective employers from all social secu
rity contributions. This measure has to be 
financed from othet- taxes or from cuts in 
expenditure but for the fight against unem
ployment, it is crucial that now we reverse 
the upward trend in taxes on labour. For this 
to happen, however. it is important that 
Member States agree to retrain from tax 
competition on resources such as capital 
and energy. 

Exemption from social security contribu
tions may not be enough to maxtmtze 
employment gains from growth in personal, 
and local, services. These can create many 
low-skilled jobs. Member States must consid
er other practical measures and targeted 
incentives (fot· example, set·vice vouchers). 

4. Minimum wages play a substantial role in 
avoiding the wot·sening of cut-rent inequali
ties in income distribution. However, the 
rules governing minimum wages need to be 
adjusted so that, while safeguarding against 
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hardship, they can better facilitate 
(re)entrance into the labour market and 
reftect diversity in terms of age, sector and 
region. 

5. More effort must be given to eliminating 
unemployment and poverty traps. Different 
adjustments in different countries are called 
for. Use of earned-income tax credits 
and/or in-work benefits targeted to the 
low-paid should be considered whenever 
necessary. 

6. Long-term unemployment (together with 
early retirement schemes) is an enormous 
social and economic burden, for the workers 
and their families and for the State. Specific 
counter measures are required. Making sys
tematically available counselling and tem
porarily subsidized jobs (via in-work bene
fits replacing unemployment benefits) can 
both monitor the unemployment benefit 

system and mitigate social disenfranchise
ment. 

7. The present difficulties hampering regional 
mobility within and across EU countries 
have to be eliminated. Among ways to tack
le this problem are: 

(i) changes to housing market provisions; 

(ii) easier transfer of pension rights; 

(iii) an end to institutional barriers restricting 
the mobility of professionals and high
skilled workers (non-recognition of diplo
mas and professional qualifications): 

(iv) stimulation of cross-border competition in 
labour-intensive sectors such as services 
and construction, starting with public pro
curement. 
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IV. THE COMPANY AND EMPLOYMENT 

The skills, creativity, and commitment of its 
workers have always been some of the most 
important assets any company can possess. Yet. 
historically, as assets they have not been fully 
exploited. In the past, European companies have 
tended to organize their activities according to 
the principles of Taylorism.This is now changing. 

As their competitive situation evolved, a number 
of companies developed different more partici
pative and complex relationships with their 
employees. Successful companies have adopted 
new strategies. They have sought to differentiate 
themselves on the basis of added value and high 
quality, rather than on cost, and to maximize 
flexibility. At the same time, however. such com
panies have sought to match today's now global 
standards of cost. Achieving these goals has 
required major investment greater focus on the 
core business, the creation of comprehensive 
networks throughout the value-chain (involving 
cooperation with suppliers and customers and 
public-private partnerships) and organizational 
innovation. 

This Report illustrates, for the first time, a series 
of organizational initiatives undertaken by both 
large and small, private and public, organizations 
in several Member States. The bottom-up 
approach attempts to highlight the benefits such 
initiatives bring in terms of value added, job 
enrichment employment creation and preserva
tion; the obstacles to adopting similar innova
tions; policy recommendations for extending the 
usage of these new forms of organization and 
positive labour flexibiltty to improve Europe's 
competitiveness. 

IV.1. A case study approach 

A number of case studies have been developed. 
These illustrate changes in work organization, 
working practices, corporate cultures, training 
and reward systems. They span a wide range of 
sectors and include small. medium-sized and 
large companies, as well as private and public 
sector organizations, State-owned enterprises, 
and not-for-pmtit ot-ganizations. 

The approach helps identtfy the lessons to be 
leamed and policy recommendations. 

Manufacturing companies, 
job protection and job enrichment 

Taylorism has its origins in the introduction of 
mass production in manufacturing industry. It 
maximizes productivity and reduces costs 
through complex, hierarchical organizational 
structures and extensive division of labour -
simple jobs and the rigid separation of 'thinking' 
and 'doing'. It focuses on production and vol
ume, and upon the standardization of work 
within strong functional and technical structures. 

The case studies illustrate that new forms of 
work organization have evolved which challenge 
these principles. They are based on teamwork, 
decentralization, personal autonomy, flat orga
nizational structures, and more complex jobs 
requiring a wide range of skills. Communication 
and coordination take place both horizontally 
and vertically. The focus of the organization is 
upon the customer. continuous improvement 
learning, and flexibility. New forms of remunera
tion complement the overall approach. The case 
studies demonstrate that these innovations in 
organization lead to improved business perfor
mance, better job protection and job enrich
ment. 

The first case study is the Baxi Partnership, illus
trating the introduction of new forms of work 

organization and training to cope with signifi
cant changes in the competitive environment. 

Baxi Partnership 

Baxi Partnership is a major competitor in 
the UK domestic heating appliance market. 
Founded as a family firm over a century ago, 
ownership was transferred to the work
force in the 1980s. With a turnover of ECU 
I 08 million, Baxi has I 400 employees. 

In the late 1980s, Baxi faced four key prob
lems: declining demand, a more competitive 
market rising overheads, and recurring qual
ity problems. Baxi had to make fundamental 
changes to survive. 

Baxi undertook a major restructuring of the 
company. Key features include: 
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(1) reorganization of the business into 
customer-focused strategic business 
units and the creation of self-governing 
teams. These teams are multi-skilled 
and empowered to schedule their 
own work; 

(ii) a reduction in the number of 
management levels from five to three; 

(iii) the introduction of continuous 
improvement programmes; 

(iv) major investment in training, including 
the creation of an on-site Open 
Learning Centre. 

As a result, Baxi has maintained profitability 
and increased market share throughout the 
severe recession of the 1990s.The pace of 
innovation has improved significantly and 
manufacturing cycle times have been dra
matically reduced. Productivity has 
increased by over 20%. The level of partici
pation and commitment of the workforce is 
high. Individual companies have their own 
employee directors and elected councils. 
The majority of jobs have been protected, 
manpower numbers now being similar to 
those a decade ago, as reductions in manu
facturing have been offset by increases 1n 
R&D and investments in new products. 

The Nokia case study illustrates th0. importance 
of corporate culture, training, and ··lat organiza
tional structures in managing growth in a high
tech global industr-y. 

Nokia 

The Finnish firm Nokia has transformed 
1tself from a manufacturing conglomerate 
into a focused telecommunications compa
ny with wor-ld-wide oper-ations and global 
leadership in the cellular infrastructure and 
handset markets. Nokia has a turnover of 
ECU 6 billion. It employs 34 000 staff. 
Nokia faced the challenge of managing 
rapid growth, sustaining entrepreneurial 
agility and enhancing organizational learning, 
in a highly compelitive and fast moving mar
ket. Solutions have been both cultural and 
structural, covering organization and man
agement. 
(i) The corner-stones of Nokia's 

cor-porate culture -the value of 
customer satisfaction, respect for the 
individual, achievemenl, conlinuous 
learning- ar-e being internalized on a 
global basis. 
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(ii) Training and development activities, 
which have been closely linked with 
business strategy, are complemented 
by cross-functional job rotation and 
new assignments. Technology is also 
used to facilitate information sharing, 
personal development and learning 
across the organization. 

(iii) The structure of the group has been 
kept as flat as possible, with operations 
built around businesses and processes. 
Cross-functional account teams 
operate with maximum decision
making authority. 

As a consequence, Nokia has expanded its 
business substantially and, despite fierce 
competition, strengthened its position as 
market leader: Sales of telecommunications 
units more than tripled between 1992 and 
1995. Some 13 000 new employees have 
been taken on in the past two years, whilst 
maintaining Nokia's flexibility and its capabil
ity to innovate. 

The ABB Sweden TSO case study illustrates a 
case of employee involvement and compe

tence development. 

ABB Sweden 

From functional organization to process 
organization: in ABB Sweden, the customer 
focus programme was conceived to create 
'customer value through involvement of all 
employees'. An overall target of reducing 
cycle time by 50% over a three-year period 
was set. The TSO programme focused pri
marily on employee involvement and com
petence development. By making a thor
ough analysis of cycle time and process 
steps involved in fulfilling customer 
demands, most of the I 00 ABB companies 
restructured their activities from traditional 
functional organizations to process organi
zations. 
Building target-oriented teams: a corner
stone in this development has been to set 
up target-oriented teams. In these, individ
ual employees in teams are able to take 
responsibilities for their performance and 
fulfilment of goals. Today, more than I 000 
different teams are in oper-ation in ABB 
Sweden under the following TSO team 
structure: 
(i) process flow teams (6 to I 0 people) 

that focus on impr-oving the quality and 



productivity of the order process for 
delivery: 

(ii) cross-functional teams, working over a 
more limited time period for new 
product and market development: 

(iii) plant system teams focusing on fulfilling 
large plant projects. 

Competence development: to create the 
necessary flexibility within the teams, much 
effort has been put into developing the skills 
and competence of all employees. Compe
tence development is defined as: 
(i) on-the-job training in the teams in 

which members subsequently learn 
each others' tasks: 

(ii) job rotation between different posi-
tions within the companies: 

(iii) traditional course training. 
In 1995, it was decided that all employees 
should have their own personal compe
tence plan defined as part of the annual 
reviewing process. 
The new TSO programme produced a dra
matic improvement in productivity and 
employee involvement in cycle time and on
time delivery over five years of change. 
For ABB Sweden, the results are the follow
Ing: 
(i) net company result improved five-fold 
(ii) inventory 1n product businesses 

reduced by 15% 
(iii) cycle-time reduced by more than 50% 
(iv) orders received increased by 53% in 

five yeat·s 
(v) pmductivity (revenue per employee) 

improved by 45% 
(vi) process orientation resulted in the cre

ation of more than I 000 small target
oriented teams 

(vii) competence plans for all employees 
established. 

Service organizations, job creation 
and job enrichment 

The application ofTaylorism has not been con
fined to manufacturing companies, nor to the 
private sector. The organization of wot·k in the 
service sector, and 1n parts of the public sector: 
has been heavily influenced by its principles. 

As the following case studies tllustt·ate, innova
tive service secto1· and public sector ot·ganiza
tions have developed new forms of work orga
nization to overcome the inadequacies of what 
came to be called 'sctentific managemenl'.These 
innovations emphasize continuous learning, 

comple~ jobs, work flexibility, teamwork, hori
zontal coordination and communication, flat 
structures, personal autonomy and new forms 
of remuneration. The case studies also illustrate 
use of such organizational techniques by fast
growing service sector businesses. 

The case of Bremer Landesbank illustrates the 
use of more flexible working time to improve 
customer service and increase job satisfaction. 

Bremer Landesbank 

Bremer Landesbank is the largest bank in 
Germany's north-west coastal region. It is 
publicly owned. Lending activities focus on 
public sector and business customers. With 
a turnover of ECU 40 million, it has over 
I 000 employees. 
In the face of changing customer needs and 
successive reductions in contractual work
ing hours, negotiated with the trade union, 
Bremer Landesbank was ftnding it increas
ingly difficult to provide acceptable stan
dards of customer service. In addition, staff 
dissatisfaction had increased. 
Bremer therefore introduced a new vari
able working time model. Key features 
include: 
\i) the replacement of the traditional 

flexitime concept of 'core time' with 
'function time', which varies from 
function to function and reflects the 
requirements of both external and 

internal customers; 
(ii) the empowerment of each team to 

determine staffing arrangements; 
(iii) extensive consultation wtth staff. 
The new system of variable working time 
has enabled Bremer Landesbank to better 
meet the requirements of its customers for 
longer oper:1ing hout·s and hence to improve 
the level of customer service provided and 
expand the number of its customers. job 
satisfaction has improved as staff are better 
able to determine their own working time 
and achieve more freedom in balancing 
their personal and working lives. As a result, 
staff motivation and loyalty have increased. 

The Nalionale Nedet·landen case illustrates the 
role of employee participation in the process of 
change and the importance of effective support 
through IT. education and training. 
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Nationale Nederlanden 

Nationale Nederlanden (NN), a subsidiary 
of lNG (the International Netherlands 
Group), is the market leader in the insur
ance sector in the Netherlands. With a 
turnover of ECU 6 billion, it employs 4 000 
people in two main divisions: Life Insurance 
and General Insurance. This case describes 
changes made in the General Insurance 
Division, employing 2 000 staff with a 
turnover of ECU I billion. 
Historically, most sales were made through 
a network of insurance intermediaries. In 
1990, the company identified threats from 
competitors using direct selling and from 
fast-changing customer needs. 
The principal changes introduced were: 
(i) a move from a traditional product-

based organization (with clear 
separation of responsibilities between 
different groups) to a market-based 
structure which integrates field and 
support staff: 

(ii) a reduction in the number of levels of 
management 

(iii) a change in staff responsibilities: more 
employees now deal more quickly 
with a wider range of customer needs; 
they also have greater authority to 
solve problems and to seize 
opportunities: 

(iv) a fundamental redesign of IT systems 
to make them knowledge-based and 
user-friendly: 

(v) heavy investment in lat-ge-scale training 
programmes for employees, team 
leaders and managers. 

A critical feature of the process of change 
was its participative nature. Employees, 
managers, the board of NN and the works 
council were actively involved throughout. 
SuffiCient ttme was allowed to obtain under
standing and commitment at every stage. In 
consequence, NN has improved its rela
tionships with its customers, and indepen
dent insurance Intermediaries, through 
shorter processing periods, lower error 
rates and improved productivity. Employ
ment has grown by 2.5% in 1995 and job 
satisfaction has improved due to broader 
job responsibilities and gt-eater accountabil
ity. 

SMEs and job creation 

The CAG Report of Decembet- 1995 already 

stt-essed that two thirds of all European employ-
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ment is provided by companies with fewer than 
250 employees. Europe's SMEs have also taken 
advantage of the revolution in organizational 
thinking to develop innovative forms of work 
organization that enhance their fiexibi\ity and 
competitiveness. 

As the following case studies illustrate, a number 
of fast-growing SMEs have developed organiza
tions based on continuous learning, teamwork, 
job complexity, flat structures, new forms of 
remuneration, personal autonomy and work
ing flexibility. These innovations have helped to 
create JObs, and to enrich the quality of employ
ment. 

The Netwerke Service case illustrates how new 
forms of organization, working practices and 
reward systems facilitate fast growth. 

Netwerke Service 

Netwerke Service GmbH (NSG) is a fast
growing company in the information tech
nology and telecommunications market in 
Germany. Founded in 1989 by its current 
CEO, it has a turnover of ECU 60 million, 
and now employs 700 people at 22 differ
ent locations in Germany. 
NSG faced the problem of managing fast 
growth. It has focused on keeping fixed 
costs under control. managing working cap
ital, keeping up to date with rapid develop
ments in technology and responding to fast
changing customer needs. To do this, it has 
used fiexible and pat-ticipative fol-ms of 
organization. 
Key features include: 
(i) a non-hierarchical structure; there are 

only three levels between the CEO and 
the customer: 

(ii) multi-skill teams throughout the organi
zation. including multi-skill tt-aining with 
key suppliers; 

(iii) a system of 'internal job posting', under 
whtch employees can apply for jobs in 
new areas and at new levels, with 
appropriate training: only new-to-com
pany skills are recruited from the mar
ket 

(iv) a pmfit-sharing scheme and additional 
incentive and bonus schemes for indi
viduals and teams; 

(v) strong staff pat-ticipation and communi-
cation in the decision-making process. 

As a result, customet- responsiveness is high, 
and NSG has loyal, well-tt-ained, multi-skilled 
staff who are highly motivated. Substantial 
gmwth in tut-nover. profitability. and employ
ment has been achieved. Turnover has 



increased by a factor of 35 since 1989. 
There has been considerable growth in 
high-tech jobs. Employee numbers have 
increased by a factor of 8 over the last six 
years. 

The Spano case illustrates the value of flexible 
working patterns in creating jobs and improving the 
operating efftciency of an SME in a mature sector. 

Spano 

Spano is a medium-sized company with 350 
employees. Based in Belgium, it manufac
tures chipboard for a wide range of domes
tic, commercial and industrial uses. A large 
proportion of its sales are for export. 
The company faced two problems. First, 
product demand did not fit with the ftve day 
wot-king pattern of its staff Second, it need
ed to decide on a major plant replacement 
Until I 994, it coped with the first problem 
through overtime working. However, faced 
with the need to invest a significant sum in a 
new power press, more radical solutions to 
both problems became imperative. Spano 
chose to introduce new working patterns, 
and use existing machines more productive
ly, rather than continuing with the existing 
way of working but investing in a new 
machine .This avoided a major capital invest
ment and created 40 new jobs. 
New working practices were introduced 
which matched production to demand, and 
eliminated the need for overtime working. 
This was achieved through: 
(i) a 'five teams scheme' whereby each 

employee must work two weekends in 
every five; 

(ii) a reduct1on of hours worked per 
employee by less overtime working. 

As a result Spano has avoided major capital 
expenditure, retaining scarce cash resout-ces 
for other uses. Existing assets are worked 
more intensively, t-aising capacity utilization. 
Demand and production are now matched 
more closely, customer responsiveness has 
been improved, stocks reduced and pro
ductivity increased. Forty new jobs have 
been created - an exceptional perfor
mance for an SME in a mature sector. 

The Telepizza case illustrates how devolved 
responsibility and new remuneration tech
niques can hat-ness the entt·ept·eneurial talents 
of staff, with exceptional results for sales and 
jobs. 

Telepizza 

Telepizza, a Spanish retailer of take-away 
food, is one of Europe's fastest growing 
companies. Established in 1988, it has 200 
outlets in Spain and 50 elsewhere. It has 
pioneered the development of the Spanish 
pizza home deliveries market. From very 
small beginnings, with a turnover ofECU 40 
million it now employs I 600 people . 

. As everywhere, the fast-food market in 
Spain is expanding rapidly.The key issue fac
ing the company was how to grow quickly 
whilst continuing to meet high standards of 
quality and service at acceptable levels of 
cost. Telepizza recognizes that staff motiva
tion is critical to its success. It has therefore: 
(i) built a corporate culture based on 

decentralization, empowerment and 
minimum bureaucracy: 

(ii) ensured that front-line people are 
imbued with entrepreneurial spirit and 
rewarded appropriately. For example, 
delivery staff are given direct 
responsibility for building business 
within a small geographic area.They 
are rewarded for their success through 
sales incentives and bonus packages. 

Telepizza has created a highly motivated 
team with a strong entrept·eneurial spirit. 
The company has achieved phenomenal 
growth, with a 30-fold increase in turnover 
over the last five years. Employment has 
grown from just 50 employees in 1989 to 
over I 600 in I 994. 

The ETAP case study illustrates the use of a new 
voluntary flexible working time system. 

ETAP NV 

ETAP is a medium-sized company manufac
turing lighting systems in Belgium. It has 300 
employees. 
ETAP has introduced a new voluntary flexi
ble working system-There are two schemes. 
(i) Employees volunteer to work four 

days out of five each week (the 80% of 
working time scheme).Teams of five 
people who carry out similar work are 
formed. For each team working on this 
basis, a new employee is taken on by 
the company. 

(ii) Employees volunteer to work half-time 
(the 50% working time scheme), 
alternating between two and three 
days a week. Each post included in this 
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scheme is occupied by two employees, 
permitting engagement of new staff. 

Remuneration in both schemes is reduced 
in proportion to the hours worked. 
Employees following the 50% scheme also 
agree to flexible working arrangements 
whereby they work extra hours in certain 
circumstances. These hours are compensat
ed during less busy periods. The company 
receives a temporary and limited subsidy 
from the State for each new employee 
recruited. In addition, each existing em

ployee joining the scheme receives a small 
premium from the Flemish government for 
two years. 
The original objective of the scheme was to 
ftnd 25 volunteers to follow the 80% 
scheme. and hence create five new jobs. In 
the event. 70 people have joined (i.e. 14 
teams) and 14 new jobs have been created. 

Companies and youth unemployment 

A number of businesses have taken steps to 
reduce· unemployment. particularly among 
young people. 

The Renault case illustrates the importance of 
helping academically unsuccessful youngsters 

to obtain the vocational skills needed 1n modern 
manufacturing. 

Renault 

In 1992. Renault agreed with the French 
government to train approximately 600 
young people who have failed academically. 
The training is designed to provide these 
youngsters with vocational skills relevant to 
modern manufacturing. It is provided on 
Renault's sites, within their production 
teams. 

At the end of the training penod. the 
youngsters receive a vocational training cer
tificate. In addition, Renault and government 
agencies then wol-k with other manufactur
ing enterprises to find job opportunities for 
the successful trainees. 

The case of Air Rianta illustrates how customel
service can be improved by providing jobs for 

unemployed youngsters. 
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Air Rianta 

Air Rianta manages Ireland's airports. Its 
most important airport, Dublin. is located 

close to an area of extremely high unem
ployment. To reduce unemployment and 
improve services. it persuaded a local job 
centre to establish a small service company 
This business recruits local people to pro
vide services such as portering. left luggage 
facilities. and taxi-rank management at 
Dublin airport. 

As a consequence of this rnitiative. 26 new 
jobs have been created. In addition. Air 

Rianta now provides a better service to its 
customers. 

Innovative union approaches 
to organizational change 

The new forms of work organization pose par
ticular problems for trade unions. Organizations 
using them frequently seek to create a culture 
within which the views and interests of em
ployees and the company are aligned directly 
through cooperative relationships. Furthermore. 
such innovations frequently challenge historic 

forms of job demarcation and work organiza

tion. The changes appear, at first sight. to reduce 
the role of the trade unions and to undermine 
their importance. However, as the following case 

studies illustrate. many trade unions have sought 
to work with the firms concerned. They have 
helped them to introduce innovative forms of 
work organization which take advantage of new 
ways of working whilst protecting jobs and 
increasing job satisfaction. 

This next case study illustrates the way in which 
the Irish Congress of Trade Unions (ICTU) 
intends to adapt to the profound changes tak

ing place in organizational structures, manage

ment style and industrial relations practices 1n 

both public and private sectors. 

Irish Congress of Trade Unions 

In 1994, the Executive Council of the ICTU 
established a review group to consider 
issues arising from company restructuring 
and the implications for trade unions. This 

group was asked to assess the extent. of 
change in the business environment (such 
as globalization of competition. new tech
nologies. deregulation. ,-eductions 1n State 
aid) and their implications fot- management 



and unions. They were asked to recom
mend better ways of handling change in the 
workplace by management and workers, to 
recommend improvements in union proce
dures for negotiating change in the work
place and in decision-making and to assess 
the adequacy of training programmes in 
equipping trade union off1cials to deal with 
the management of change. 
As a result of this review, the ICTU believes 
that trade unions: 
(i) must prepare themselves for change. 

This will involve the development of 
expertise in the management of 
change and an understanding of the 
economic and other factors which are 
driving change; 

(ii) must critically examine their own 
practices, including industrial relations 
procedures, and adapt them to the 
new commercial reality (especially in 
the public sector): 

(iii) must put greater emphasis on public 
sector reform of accessibility and 
accountability, in order to win support 
from the public for provision of public 
services; 

(iv) must be proactive, not just reactive, to 
proposals brought forward by 
employet-s.The key to increased 
competitiveness lies in improving the 
efficien.:y of Irish industry and the 
quality of the products and services it 
produces and markets. Where 
companies do not respond to 
competitive threats, unions should take 
the lead in identifying what needs to 
be done and demand action by 
management. 

In addition, the ICTU believes that 
(i) strategic reorganization of companies is 

necessat-y; 
(ii) detailed analysis of training needs is 

essential. This should be conducted 
throughout the trade union movement 
to identify detailed training needs so as 
to enable tr·ade unions to r·espond to 
the process of change within compa
nies. 

IV.2. The direction of change, 
the benefits, the obstacles 

The changes made 

The case studies illusu-ate the pr-incipal outlines 
of a revolution that is taking place in the way 

that work is organized within companies. Tay
lorism, with its complex organization and simple 
jobs, has been replaced in some companies by a 
diverse mix of approaches characterized by 
complex jobs and simple organization. 

The main changes have been in the following 
areas. 

Internal flexibility has been increased: including 
more flexible working time, working patterns, 
job groups and job content. 
New organizational structures have been 
introduced: including process-based organiza
tions, market-based organizations, multi-skilled 
teams and flatter; decentralized structures. 
New techniques and best practices have been 
introduced: including continuous improvement, 
knowledge-based IT systems, closer relation
ships with suppliers and customers and quality 
management. 
Education and training have been improved: 
including improved job skills and the introduc
tion of wider management-type skills through
out the organization, such as problem-solving. 
group working and learning skills. 

New working practices have been implement
ed: including greater internal flexibility; 'multi
skilling', greater use of temporary and part-time 
workers, new management models based on 
coaching and support, more devolved responsi
bility and empowerment. 
New reward systems have been adopted: 
including payments for knowledge, performance 
bonuses, profit-sharing schemes and share own
ership programmes. 
New corporate cultures have been developed: 
including more participation, greater personal 
autonomy, better alignment of employee and 
business objectives, increased consultation, focus 
on the customer and focus on quality. 

The benefits 

These new forms of work organization, when 
combined w1th other str·ategic initiatives, provide 
European companies with ways to improve their 
competitiveness. In turn, this leads to enhanced 
marketplace and financial performance. Compa
ny competitiveness is improved because of: 

(i) improved innovation in products and 
processes as a result of lower costs, 
improved cooperation between 
departments and greater flexibility: 

(li) increased operating efficiency as a r·esult 
of improved productivity; reduced costs. 
higher quality and increased flexibility; 
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(iii) improved structural adjustment as a result 
of greater awareness and acceptance of 
the need for major changes by employees. 

Employees also benef1t from these innovat1ons 
in work organization. The benefits include: 

(i) increased job opportunities as a result of 
more opportunities for those who wish to 
work atypical hours; 

(ii) improved security of employment as a 
result of companies becoming more 
competitive: 

(iii) greater job satisfaction as a result of 
increased responsibility for a wider range 
of tasks, greater personal autonomy and 
empowerment. 

For the EU economy and citizens there are a 
number of potential benefits for the European 
economy overall, including: 

(i) improved standards of living, increased 
employment and enhanced job security, 
through an increase in the volume and the 
value of sales of existing products and 
services, and an increase in sales of new 
products and services: 

(i1) increased employment and enhanced job 

security, by improving the competitiveness 
of the EU economy: 

· (iti) increased job satisfaction, through an 
improvement in the scale and the scope of 
jobs. 

The obstacles to change 

There is still a wide variety of different labour 
market practices and cultural specificity 
between companies and countries in Europe. 
Companies which have successfully introduced 
new forms of wOt-k organization have made 
major tmprovements in their competitiveness. 

However~ there appears to be a number of 
powerful obstacles to change. specifically: 

(i) Lack of awareness amongst certain com
panies of the new forms of work organiza
tion and their benefits. If managers and 
employees do not know what is possible. 
then the forces of change will be weakened. 

(ii) Negative attitudes among some managers, 
workers and trade unions inhibiting the 
adoption of new forms of work organiza
tion. These at-e based on 'traditional' views 
about the 'con-ect' relationship between 
worket-s and management. as well as on the 
natut-al tendency for change to be opposed 
by those who benefit from the current situ-
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ation and those who are uncertain about 
the impact of any change. 

(iii) Barriers limiting internal employment flexi
bility in areas like working time. and atypical 
work: product market regulations and prac
tices reducing competition; collective bar
gaining arrangements unnecessarily limiting 
the freedom of negotiation at plant level. 

(iv) Practical difficulties in implementing the 
new forms of work organization. 
It is not easy to introduce innovative ways 
of working into a company. The 'technology' 
is complex and must be adapted to each 
company. In addition. implementation 
requires major disruption of existing activi
ties. The programme of change must also 
continue for a number of years before the 
benefits are won .These major practical diffi
culties make ot·ganizational change unat
tractive to many companies. 

(v) The financial cost of implementing the 
new forms of work organization. Taking 
advantage of these new methods of orga
nizing work can require major expenditure. 
Companies must spend money on employ
ee training, the acquisition of the technolo
gy. programme design. and implementation 
support. In addition, there are opportunity 
costs arising from diverting management 
from other activities, as well as from possi
ble short-tet·m d:sruption of sales. If all of 
these factors at~ taken into account. the 
introduction of new forms of organization 
within a companv is a significant investment. 
albeit in an inta'lgible asset. Moreover; as 
with many other investments in intangible 
assets, it is difficult to quantify the beneftts. 
This leads in some cases to companies 
believing that they are acting rationally in 
refusing to incur the costs associated with 
the introduction of new forms of work 
organization. 

(vi) The inability of companies, particularly 
SMEs, to introduce new organizational 

techniques because they lack the capacity 
and resources to make the necessary 

changes. Deficiencies include: lack of skills 
among managers and staff, lack of manage
ment time, lack of financial resources. 

IV.3. Policy recommendations 

There is no single driver of change in work orga
nization and industrial relations, nor IS there a 
single correct model for change in Europe. Our 
attempts to bring about reform and President 
Santer's Confidence Pact, proposed to the 
Council, must stal't from this awareness. 



I. We need to know more. Based on existing 
material, the Commission must immediately 
embark on a comprehensive benchmarking 
exercise at EU level analysing positive 
labour market flexibility initiatives. The test 
is to identify those that have produced the 

greatest benefits in terms of job protection, 
job enrichment and especially job creation. 
Confwmed by an analysis of what has already 
been done, if at limited sectoral level primar
ily in Europe's smaller countries, the social 
partners can move forward decisively to 
tackle much needed reforms. 

2. We must do better what we do already. Pan
European, private/public benchmarking of 
positive labour-market flexibility must also 
be used to improve current government 
and private sector training programmes, 
their priorities and budgets. 

3. We must learn from experience.This bench

marking must take into account current 
Commission monitoring of Member State 
labour policies (tableau de bord) with the 
aim of identifying not only best practices, but 
also recommendations to help Europe 
achieve concrete improvements in positive 
labour- market flexibility: 

4. We need to focus our efforts. Europe's 
employment and training 01-g.nizations must 
work in a more efficient way ,vith the socral 

partners. To reduce dilution of energy and 
financial resources on critical employment, 
training or quality of work programmes and 
issues, the scope and resources of existing 
and new institutions, such as the European 
Foundation for Working and Living Condi
tions and the European Industrial Relations 
Observatory, should be reviewed and bet
ter coordinated. We must reduce unem
ployment. but not by having more people 
studying the subject. 

5. We need to look to the future. The Com
mission and the Council should entrust to 
the most appropriate single institution and 
to· a selection of innovative European com
panies a single programme to increase job 
creation initiatives and apprenticeships for 
young people across the EU, linking to the 
existing work in this area, for instance in the 
Erasmus programme. 

6. We have to be aware of the true cost. A for
ward looking competitiveness strategy must 
be geared more toward job creation than 
job preservation. With the involvement of 
the social partners, the Commission should 
proceed with the cost/benefit analysis of 
EU social legislation as laid down in the 
Maastricht Treaty, highlighting the most suc
cessful examples of incentives improving 
working conditions and industrial relations. 

31 



European Commission 

Enhancing European competitiveness -Third Report to the President 
of the European Commission, the Prime Ministers and Heads of State- june 1996 

Luxembourg: Office for Off1cial Publications of the European Communities 

1996-31 pp.- 21 x 29.7 em 

ISBN 92-827-3908-2 

Price (excludingVAT) 1n Luxembourg: ECU 7 


