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Trends 

demand will result from a slowdown 
of all its components, especially pri­
vate consumption and gross fixed 
capital formation (GFCF). 

Underlying the evolution of pri­
vate consumption is a persistent dete­
rioration of consumer confidence. 
The consumer confidence indicator2, 
which is derived from an average of 
the responses to several qualitative 
questions, has tended to register con­
sistently lower values since the first 
quarter of 2000. In particular, there 
appears to be widespread pessimism 
about unemployment and the eco­
nomic prospects of the family unit. In 
2001 this indicator showed the lowest 
average levels since 1996. 

The drop in private consumption 
in 2001 is also expected to be sharper 
than the fall in real disposable 
income, and this will result in a fur­
ther increase in the family savings 
ratio. 

GFCF is expected to show virtu­
ally zero growth in volume in 2001, 
particularly as a result of prevailing 
trends in the demand for equipment 
(machinery and transport vehicles). 

In 2001 , sales of light commercial 
vehicles are expected to fall by 
18.3% and sales ofheavy commercial 
vehicles by 9.3% in comparison with 
2000. 

On the other hand, exports of 
goods and services are set to grow by 
4.25-5.25% in 2001, following a 
growth rate of 7.9% in 2000. Imports 
in 2001 will increase in real terms by 
1.25-3.25% in comparison with an 
increase of 5.5% in 2000. This slow-

Figure 2: Long-term unemployment as a percentage of 
overall unemployment 
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down is apparent in the import of 
goods and to a greater extent in that 
of services, given that it is basically 
associated with a reduction in the 
consumption of durable goods and 
investment in equipment as well as a 
fall in the consumption of tourism 
services abroad by residents in 
Portugal. 

In this context, and in support of 
the above forecasts, it is important to 
note that the combined indicator of 
economic activity3 continued to reg­
ister a negative trend in the third 
quarter of 2001. The average value of 
this indicator in the first three quar­
ters of 2001 was at its lowest level 
since 1995. 

In December the consumer price 
index rose by 0.2% compared with 
the previous month and by 3. 7% in 
relation to the same month in the pre­
vious year. The average rise in con­
sumer prices in 2001 was 4.4%, i.e. 
1.5 percentage points higher than in 
2000. 

3. Characterisation of the main 
short-term trends in the labour 
market 

3.1 Employment4 

The employment rate in Portugal in 
the third quarter of 2001 was 68.8%, 
i.e. up 0.2% over the previous quarter 
and up 0.5o/o over the same month in 
2000. 

3 This is a combined indicator of the development of economic activity in commerce, industry and construction. The 
individual indicators used for calculating the aggregate value are the following: an average value of the responses to 
questions concerning the estimated volume of sales in retail and wholesale commerce ("Inquerito mensa! de 
Con juntura ao Comercio" - Monthly survey of the current situation of commerce), a similar value for estimates of 
current production in the processing industry ("Inquerito mensa! de conjuntura a industria transformadora" - Monthly 
survey of the current situation of processing industries), and the sales of cement by national cement manufacturers on 
the domestic market. 
4 The statistical data analysed here are those published in the "Inquerito ao Emprego" (Survey of Employment) of the 
National Institute of Statistics. 
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In the first three quarters of 2001, 
employment continued to grow, with 
the total number of people in work by 
the end of this period standing at 
5,002,900. 

Employment rose by 1.5% com­
pared to the same quarter in 2000 and 
by 0.4% compared to the previous 
quarter. In comparison with previous 
periods, this growth was mainly con­
centrated in the 15-24 age group, i.e. 
young people. 

Also in comparative terms, it is 
apparent that in 2001 (first three 
quarters) the growth of employment 
was consistently greater among self­
employed workers than among 
employees, the figures for the third 
quarter being 8.2% and 1.4% respec­
tively. This constitutes a reversal of 
the trend observed in the previous 
year. Furthermore, this tallies with 
the expectations of employers in 
industry, construction and commerce, 
who had generally forecast a less 
favourable development of employ­
ment in their sectors in the second 
half of 2001. The opinions expressed 
in the December surveys confirm this 
less optimistic outlook as regards the 
prospects of employment for those 
workers who are not self-employed. 

Additionally temporary employment 
contracts increased by 5.3% in com­
parison with the previous quarter, 
whereas permanent contracts 
decreased by -0.4%. This is an 
expected development in view of the 
fact that Portugal is the descendent 
phase of the economic cycle. 

Both the primary sector ( 1.1%) 
and the service sector (2.5%) showed 
a significant increase in employment 
compared with the third quarter of 
2000. In industry as a whole, includ­
ing construction, energy and water, 
employment increased by 0.2%. 
However, a fall (-4.2%) was experi-

Figure 3: Unemployment registered at official employment 
centres 
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enced in the construction sector when 
considered in isolation. As regards 
this sector it should be noted that the 
construction of homes dropped in 
2001, largely as a result of falling 
demand for homes among families. 
On the other hand, growth was 
recorded in the construction of public 
works in 2001. In the sector as a 
whole, insufficient demand and a 
lack of qualified personnel were con­
sidered the main obstacles to devel­
opment ("Direcvao Geral de Estudos 
e Prospectiva"- General Directorate 
for Economic Studies and Planning, 
2002). 

3.2 UnemploymentS 

The unemployment rate in Portugal 
in the third quarter of 2001 was 4%, 
i.e. 0.1% higher than in the previous 
quarter and identical to that for the 
first quarter in 2000. It is among 
young people (aged 15 to 24) that 
unemployment is most widespread 
(8.8% in the third quarter), and this 
has been a consistent tendency since 

1998. The region (NUT I) with the 
highest unemployment rate is 
Alentejo (6.4%). 

Between the second and third 
quarters of 2001, the number of 
unemployed rose to 208,900, a 1% 
variation in relation to the same peri­
od in the previous year and a 2.7% 
variation on a quarterly basis. 

Among the unemployed, the pro­
portion of first time job seekers 
increased. In the third quarter of2001 
there were 36,700 people looking for 
first time employment, in comparison 
with 30,600 in the third quarter of 
2000. Significantly, about 14,000 of 
these had secondary or higher educa­
tion qualifications. 

The number of job seekers as a 
whole decreased from 188,000 in the 
first quarter of 2001 to 172,200 in the 
third quarter, in comparison with 
176,400 people in the corresponding 
quarter of 2000. 

Long-term unemployment has 
tended to fall consistently in absolute 

5 The statistical data analysed here are those published in the "Inquerito ao Emprego" (Survey of Employment) of the 
National Institute of Statistics. 
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terms since the first quarter of 2000, 
from 94,400 people down to the pres­
ent figure of 80,800. However, the 
proportion of long-term unemployed 
in relation to overall unemployment 
is still relatively high (38. 7% in the 
third quarter of 2001 ). 

3.3 Registered unemployment6 

In 2001 registered unemployment 
decreased between February and 
August, grew towards the end of 
September and fell again in 
December. A similar pattern was 
recorded for unemployment the pre­
vious year. 

Thus the increase in unemploy­
ment recorded between September 
and November was not directly relat­
ed to the events of 11 September. 
Rather it was due mainly to the sea­
sonal change in this variable in the 
Portuguese labour market. 

The average number of registered 
unemployed in 2001 was 324,600, 
compared with 327,400 in 2000. 
These figures correspond to a month­
ly average of 2,749 unemployed. 
However, although the monthly aver­
age decreased overall, registered 
unemployment was higher in 
September and October in compari­
son with the same two months in the 
previous year. 

At the end of December 2001, 
324,200 people were registered as 
unemployed at the Employment 
Centres of the Employment Public 
Service (i.e. -0.5% less than in the 
previous year). Of this figure, 60.8% 
were women, 1 7% were under 25 
years of age and 40% had been regis­
tered for longer than one year. 

As regards their level of educa­
tion, in 70% of cases this was equal 
to or lower than compulsory school-

Figure 4: Unemployment rate compared with annual variation of 
GOP mp (1990 constant prices) 
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Figure 5: Volume of employment compared with variations in the 
growth rates of GOP mp and wages (1990 constant prices) 
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ing (i.e. nine years); barely 7% had a 
higher level of education. 

In comparison with the situation 

observed a year ago, the regional 
breakdown (NUT I) shows higher 
unemployment levels in the northern 

6 The statistical data analysed here were published by the Institute of Employment and Vocational Training (Public 
Employment Service). 
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region (+ 1.5%) as well as in the 
Lisbon and Vale do Tejo regions 
(+0.6%) and the Algarve(+ 10.0%). 

The available job offers in all the 
employment centres throughout the 
country at the end of the year totalled 
8,707, including 8,102 in continental 
Portugal and 605 in the autonomous 
regions of the Azores and Madeira. 
These figures are lower than those 
recorded for the same month in 2000. 

It should also be noted that in 
2001 the average number of job 
offers was 12,220, compared with 
15,141 in 2000. The number of job 
applications also decreased on aver­
age compared with the previous year, 
from 366,883 to 363,922. 

It is important to consider the 
data of a recently published OECD 
study on the public employment 
services in Greece, Ireland and 
Portugal. According to this study, 
national employment services have 
the lowest levels of workforce 
employability in Europe (1.4%), and 
workers seeking employment by this 
method had the lowest chances of 
success (1.5%). 

In Portugal, the employment service 
is the most widely used method for 
seeking employment: approximately 
26o/o of job-seekers choose this 
option. The second most popular 
method is to approach one's friends 
and relatives for help (24.8% ), and 
the third is to apply directly to 
employers (22.3%). Overall, the 
method with the highest employabil­
ity rate is the job-seeker's informal 
network of friends and relatives 
(7.5%). 

Furthermore, the results of the 
study indicate that the jobs provided 
by employment centres are mostly 
temporary and relatively low-paid. 

4. How did the Portuguese labour 
market react to economic turbu­
lence in the past? 

Since the end of the 1970s, the evolu­
tion of unemployment in Portugal has 
been largely determined by variations 
in the national product. 
Since that time, fluctuations in the 
unemployment rate have reflected the 
fluctuations in the country's GDP 
very closely, albeit with a time lag of 
just over a year (Silva Lopes, J., 
1996). 

In fact, the unemployment rate 
dropped between 1978 and 1981 
thanks to the economic upturn of 
1976-80, 

rose in 1983-85 because of the 1982-
84 recession (largely determined by 
the oil crisis in 1979), fell again 
between 1986 and 1991 as a result of 
the expansion of GDP in that period, 
and increased again in 1992-94 as the 
growth of GDP slowed down. 

According to Okun's Law, the 
unemployment rate is a function of 
the output gap between the respective 
growth rates of the real product and 
the potential product. This gap in 
Portugal is estimated to be around 3% 
annually. The estimates carried out 
suggest that, in Portugal, a 1% nar­
rowing of the output gap will reduce 
the unemployment rate by 0.5% 
(Mendon<;a, A., 1999). 

Furthermore, although the unem­
ployment rate in Portugal has fol­
lowed a similar pattern to that 
observed in other European countries 
since the beginning of the 1980s, it 
has consistently been at a lower level, 
and this difference has gradually 
increased over the years. The more 
favourable evolution of unemploy­
ment in Portugal is mainly explained 
by the greater flexibility 7 of the 
labour market. In periods of crisis the 

adjustment was carried out mainly 
through a reduction in real wages 
rather than through an increase in 
unemployment, and this made it pos­
sible to overcome the effects of a cer­
tain rigidity (characteristic of the 
Portuguese labour market) in the vol­
ume of employment (Silva Lopes, J., 
1996). 

As a matter of fact, Portuguese 
workers have traditionally preferred 
to trade off wage increases against 
the saving of jobs, and many of them 

even accepted and still acceptS jobs 
where wages are below the standard 
level.from the start. 

Inasmuch as a comparison can be 
drawn between past situations and 
current economic developments in 
Portugal, it should be noted that the 
value established through collective 
bargaining for updating the salaries 
of state employees in 2001 (which 
serves as a reference value for bar­
gaining in the private sector) was set 
below the value of average real infla­
tion, i.e. 3.71% compared with 4.4%. 
Similarly, the value that has already 
been established for 2002 (2.71 %) is 
below forecast average inflation for 
this year. 

It should be stressed that the flex­
ibility of real wages in the past 
occurred against a background of rel­
atively high inflation rates and, there­
fore, in the context of "monetary 
expectations" which were often unre­
alistic. With the introduction of the 
single currency and the ever present 
objective of achieving price stability, 
this trade off between volume of 
employment and development of real 
wages might very well come to an 
end (Mendon<;a Pinto, A., 1999). 

On the other hand, we should 
bear in mind that the economic devel­
opment model adopted by Portugal is 

7 A concept used here from the point of view of neoclassical economic theory. 
8 According to the "Uniao dos Sindicatos de Lisboa" (Lisbon Trade Union Confederation), employers in the Lisbon 
district alone owe some 20,000 workers close to 22.7 million escudos in wage arrears and outstanding compensation 
claims. 
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based on extensive growth, that is, 
growth generated by an increase in 
the use of manpower rather than an 
increase in productivity (intensive 
growth). Indeed, Portugal has one of 
the highest employment rates in 
Europe and has already achieved the 
quantitative objective that was set at 
the Stockholm Summit for 2005 
(67%). However, as far as productiv­
ity is concerned, it ranks last among 
the EU member countries, its produc­
tivity being only 62.4% ofthe EU-15 
average. 

No doubt this fact is related to the 
low level of education and training 
prevalent in the Portuguese work­
force. Thus the problem in Portugal is 
not unemployment, but rather 
employability, and it is above all on 
this front that measures have been 
taken. It should be stressed that 
employers have an important role to 
play here. They cannot afford to con­
tinue to wait for state subsidies before 
undertaking a thorough reform of 
production processes, both in terms 
of investing in the development of 
human resources and in terms of 
acquiring new equipment and adopt­
ing new forms of work organisation. 

5. Measures to promote employa­
bility 

Portugal's national strategy for 
the promotion of sustainable devel­
opment, implemented in conjunction 
with the common European strategy, 
is based on three closely interrelated 
lines of action, i.e. early, preventive 
and remedial action against situations 
resulting in social exclusion (2000 
National Employment Plan). 

Preventive action comprises a set 
of measures targeting groups of 
workers who are in the process of 
adapting to the new requirements of 
the labour market but who are already 
active in the latter (2001 National 
Employment Plan). Such actions 
include measures to facilitate the 
integration of young people in the 

world of work and measures to pro­
mote the further training of employed 
personnel. One key measure in this 
area was the recent enactment of leg­
islation regulating the award of the 
basic diploma in Information and 
Communication Technologies (ICT) 
in accordance with the 2001 National 
Employment Plan. In addition to 
being obtainable by any citizen who 
has the required qualifications, 
regardless of whether he/she gained 
them through formal or informal 
training, the diploma in ICT skills 
will become an integral part of the 
new basic education curricula as 
from September 2001. It should also 
be noted that, starting in 2002, there 
will be a requirement for at least 1 0% 
of the workers in every company to 
take part in further education activi­
ties each year. 

All the various actions aimed at 
working with unemployed people to 
help them join the labour market rap­
idly, thus preventing long-term 
unemployment, are subsumed under 
the concept of early action (200 1 
National Employment Plan). A good 
example of this kind of measure is the 
wide range of training programmes 
for the unemployed which are cur­
rently being implemented by the 
Employment Service (in addition to 
the individual counselling and help 
provided for under the INSER­
JOVEM and REAGE measures). In 
2001 these programmes were extend­
ed to also cover the long-term unem­
ployed. 

Remedial action includes a range 
of measures to help groups experi­
encing specific difficulties to find 
employment and, more generally, to 
facilitate their social integration. One 
major action in this area is the CAN­
TIC programme, which promotes the 
installation of multimedia equipment 
in the homes of young people who, 
because of a physical handicap, are 
unable to attend an educational estab­
lishment. 

Spring 2002 I European Employment Observatory Review 

6. The sectoral impact of 11 
September 

In global terms, the events of 11 
September mainly affected three sec­
tors: the airline industry, insurance 
and tourism. 

Given that the Portuguese labour 
market shows a certain degree of 
rigidity in the volume of employ­
ment, we should not expect major 
changes to have taken place immedi­
ately in any of those three sectors. 
However, the international events did 
influence the expectations of the 
national economic actors and, from 
this point of view, it is possible to 
suggest certain future trends. 

TAP (the Portuguese airline) 
showed positive results in September, 
although it did experience a 10-15% 
drop in air traffic in September and 
October. Even so, this fall was small­
er than that faced by its European 
counterparts since TAP is not very 
active on the North American market. 
More recent data, however, indicate 
that TAP suffered losses in excess of 
054.6 million as reported in the com­
pany's recovery plan submitted in 
Brussels. 

In the insurance sector, it is clear 
that since 11 September it has 
become more difficult to obtain 
insurance cover for large buildings 
and public events. The clauses con­
cerning the provision of cover for ter­
rorist attacks have been reviewed. 
Portuguese journalists reporting on 
events in the Middle East have been 
finding it difficult to obtain life insur­
ance covering the risk of war. 
Furthermore, Portuguese insurance 
companies are planning to increase 
insurance premiums in 2002 and to 
reduce by half the amount of insur­
ance paid, given that the European 
reinsurance companies have already 
announced an increase in prices and 
have laid down more stringent condi­
tions for accepting risks. 

Of the three above-mentioned 
sectors, tourism is the most important 
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for the country, as is apparent from 
the fact that the gross value added 
(GVA) from tourism accounts for 
approximately 8% of the national 
GOP and that tourism makes a signif­
icant contribution to job creation 
(about 1 0% of the national workforce 
is employed in this sector). 

According to the (provisional) 
figures published by the General 
Directorate for Tourism, some 
22,029,600 foreigners visited the 
country in the period from January to 
September 2001. This represents a 
rise of 1.5% in comparison with the 
same period in 2000. 

The average occupation rate of 
hotel rooms for the national hotel 
industry as a whole in October 2001 
was 67.3%, i.e. just 1.1% below the 
value for the same period in the pre­
vious year (68.4%). 

The city of Lisbon, which has 
been experiencing a fall in the month­
ly room occupation rates since 
February 2001, showed the highest 
rate for the year in the month of 
October (85. 7% compared with 
87.2% in October 2000), thus even 
exceeding the value recorded for the 
year of the EXPO 98 (79.3% in 
October 1998). 

In October 2001 the Algarve 
region experienced a loss of three 
percentage points in the average 
room occupation rate (68.5% com­
pared with 71.5% in 2000). 

It would seem, therefore, that the 
effects of 11 September have not 
been very significant to date. As a 
matter of fact, in agreement with the 
Vice-President of the World Travel 
and Tourism Council, Portugal is set 
to welcome a greater number of 
tourists in 2002, due to the expected 

132 

redistribution of global demand in 
favour of locations which are closer 
to the country of origin of tourists. 

It should be noted, however, that 
consumers currently show some 
reluctance to book tickets well in 
advance and tend to postpone the 
decision to travel to a time closer to 
the date of departure. If this tendency 
persists in the medium term, negative 
repercussions may eventually be felt 
on employment in this sector. 

7. Conclusions 

Clearly, the immediate economic 
impact of the attacks perpetrated in 
the United States was a loss of confi­
dence by the economic actors. Faced 
with those events, consumers showed 
a tendency to postpone or even cancel 
their planned expenditure. In 
Portugal this effect was aggravated 
by the need - experienced by compa­
nies and families alike - to contain 
costs. 

On the other hand, the national 
labour market shows certain structur­
al characteristics which make it diffi­
cult to assess the impact of 11 
September, at least in the sort term. In 
fact, a degree of rigidity is apparent 
in the volume of employment in 
Portugal. In the past this was offset 
by wage flexibility since traditional­
ly, in periods of economic turbulence, 
workers showed willingness to trade 
off wage increases against the protec­
tion of jobs. 

However, this observation cannot 
be dissociated from the Portuguese 
model of economic development, 
which is mainly based on a more 
extensive use of manpower. 

In future, in a macroeconomic 

context characterised by price stabili­
ty, this trade-off may cease to occur, 
at least in such an obvious form. Such 
a development would undoubtedly 
pose a major challenge for the coun­
try in coming years. 

Helena Miranda, Antonio Caetano 
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Spain 
SHORT TERM LABOUR 
MARKET TRENDS AND 
THE IMPACT OF THE 
SEPTEMBER 2001 
EVENTS - THE VIEW 
FROM SPAIN 

1. Introduction 

The 'golden' economic growth 
enjoyed in Europe since 1995 
seems to have come to an end in 
2001, and world economic growth 
has led to a sort of slowdown, or 
even a recession, in some coun­
tries. The events of September 11, 
the consequences of which go far 
beyond the economic dimension, 
may have at least accelerated the 
effects of the existing recession. 
Certainly, national economies have 
reacted differently to this new situ­
ation with some countries declar­
ing a recession whilst others refer 
to a slowdown. 

A short-term analysis seems 
necessary to assess and evaluate 
this new situation in the economy 
as a whole and at a sectoral level, 
and to examine the impacts on 
employment and the responses of 
public authorities and enterprises. 

2. Economic background 

2.1. GDP growth and confidence 

Economic slowdown is not as 
marked in Spain as in other EU 
countries 1, but there has been an 
important reduction in economic 
growth over the last three quarters. 
In annual terms, whereas econom­
ic growth in 2000 reached 4.1 %, 
GDP p.m. growth in 2001 has been 
estimated at 2.9%, on a decreasing 
trend set at 3.2%, 2.9% and 2.6% 
in the first three quarters2 of 2001. 
This trend reflects a progressive 
loss in the dynamism of domestic 
demand, due to the weaker growth 
of most of its components, espe­
cially of gross fixed capital forma­
tion in equipment and the deterio­
ration of the contribution of exter­
nal demand. On the positive side, 
household and public consumption 
have registered moderate growth 
rates in 2001 of 2.6% and 3.5% 
respectively. This reflects a slight 
downward trend in household con­
sumption which is being compen­
sated by a similar small recovery 
in public spending. 

Using the provisional data for 
economic growth in 2001, it is 
worth noting that the Spanish 
economy will have grown above 
the EU average for the seventh 

consecutive year. Moreover, the 
forecasts by several national and 
international organisations for year 
2002 point to this trend continu­
ing. 

Private spending indicators for 
the fourth quarter of 2001 show a 
continuing decreasing trend with 
respect to previous months. The 
Consumer Confidence Index 
decreased further by 8o/o (3 per­
centage points) in November and 
December each month to reach its 
lowest annual level in December. 
This more pessimistic view of the 
economic situation by households 
is explained to a great extent by 
developments in the labour mar­
ket. Likewise, the Retail 
Confidence Index decreased by 
6% in November (3 percentage 
points) and further 1% in 
December, to reach its lowest 
annual level in December. The 
Industrial Production Index3 regis­
tered a monthly increase of 3% in 
October, after the sharp drop that 
followed the events of 11 
September, but decreased again 
significantly in November to 
4. 7%. Finally, the Industrial 
Confidence Indicator has experi­
enced an important downturn as 
well in 2001; the deteriorating 
downward trend became even 

1 Annual growth rate in the third quarter of2001 has been 2.8% for Spain and 1.4% for Euro-zone and EU-countries. 
Source: Eurostat. 
2 Annual percentage change, trend-cycle. Source: Banco de Espafia3 Source, INE, National Statistics Institute 
3 Source, INE, National Statistics Institute 

Spring 2002 I European Employment Observatory Review 
133 



Trends·. 

more acute over the last three 
months of the year. 

In conclusion, the economic 
situation in Spain has deteriorated 
with economic growth progressive­
ly slowing down to 2.6% in the 
third quarter 2001, the effects of 
which are being felt by consumers 
and enterprises. However, whilst 
other European countries have 
been declared to be in recession 
this is not the case with the Spanish 
economy where both the social 
partners and the government agree 
on a slowdown of economic 
growth. The events of 11 
September cannot be blamed for 
this diminishing pace of growth but 
they might have accelerated it. 

2.2. Short-term labour market 
outcomes 

2.2.1. Employment 

Quarterly data provided by Spanish 
Labour Force Survey (EPA), show 
that Spain's employment growth 
rate is still above EU average. 
However, the data also show a 
notable reduction in employment 
growth in 2001 compared with the 
previous year: from 4.7% annual 
growth rate in 2000 to an estimated 
2.1%4 in 2001. Moreover, the situ­
ation has progressively deteriorat­
ed from a ratio of 2.8% in the first 
quarter to 1.8% in the third. In con­
trast, the employment rate has 
experienced a notable increase over 
the first three-quarters of 2001, 
from 56.6% to 57.6% of the work­
ing age population, due to a slight 
reduction in the working age popu­
lation. 

In terms of contributions to the 
Social Security System from the 
employed, for which monthly data 
are available, the number of con­
tributors registered in December 
2001 increased by 3.4% with 

4 Provisional data for 2001 
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respect to the same month in 2000. 
However, the annual average 
growth rate in 2001 with respect to 
2000 amounts to 3.9%, pointing 
thus again at a significant reduction 
of the growth rhythm from July 
2001 on, and confirming the 
decreasing trend announced by 
LFS data. It is important in this 
context to point out that one third 
of this annual growth has been due 
to the non-EU immigrant popula­
tion. 

Another indicator that reflects 
employment and activity is the 
number of annual contracts. In 
2001 the number of total registered 
contracts increased only by 1.65%, 
as opposed to 4.5% in the previous 
year. However, there has been an 
important difference between open­
ended contracts (whose growth rate 
amounted to 7.9%) and fixed term 
contracts (with an annual growth 
rate of 1.05% ). This lower growth 
rate of total contracts may be part­
ly explained by a substitution 
effect whereby several temporary 
contracts are replaced by one stable 
one. 

A feature of the Spanish labour 
market is that the share of employ­
ees working on fixed term con­
tracts accounts, in LFS terms, for 
about 32% of all employees; addi­
tionally the share of fixed term 
contracts is about 90% of the total 
number of contracts. This means 
that flexibility in the Spanish 
labour market comes from the fact 
that labour adjustments can be 
made through non-renewal or 
freezing of fixed-term hiring, 
instead of redundancies. It also 
comes from employment policy 
measures designed to increase sta­
bility in the Spanish labour market, 
such as reductions in social securi­
ty contributions or minimal costs 
for terminating temporary con-

tracts. 

Comparing monthly figures for 
the number of contracts in 2000 
and 200 1 reveals that there have 
been three instances in 2001 where 
the number of registered contracts 
has been below the figures for 
2000. These were in March, 
September and December 2001; 
conversely, July and October regis­
tered higher levels of contracts. 
These reductions could be 
explained, in part, by the news in 
spring 2001 about a probable reces­
sion in the United States. This may 
have temporarily contracted the 
demand for work, and so the num­
ber of contracts in March 200 1 
decreased notably. Subsequently, it 
seems that the events of September 
the 11 produced a momentary 
freeze on hiring in September 
which then recovered in the follow­
ing two months. The situation got 
worse in December, compared with 
2000, reflecting a drop in business 
and consumer confidence. 

2.2.1. Unemployment 

Data from the LFS, for the three 
first quarters of 2001, show that the 
number of unemployed has 
decreased by some 87,000 persons 
( -7.5% estimated for 2001 ). This 
reduction, together with a slight 
increase in the size of the active 
population, has led to a new reduc­
tion in the rate of unemployment to 
12.8% during the third quarter 
2001 (equal to 0.2 percentage 
points). However, the falls in 
unemployment are slowing down 
with the drop in the first quarter of 
-9.7% and -6.2% in the third. 

These figures do not show the 
situation in the last quarter of the 
year. However, monthly data pro­
vided by the Public Employment 
Service (INEM) show that although 
there was a decrease in the number 
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of registered unemployed up to 
July 2001, from August 2001 the 
trend was reversed and deteriorated 
over the following months. This 
resulted in the number of registered 
unemployed in December 2001 
reaching 18,462 more (1.2%) than 
in December 2000. 

There are notable differences 
between rates of unemployment 
between women and men. In LFS 
quarterly terms, the three first 
quarter of year 20,01 have shown 
for the first time female unemploy­
ment decreasing more rapidly than 
the rate men for men, albeit at a 
decreasing pace. 

The slight increase in regis­
tered unemployment at the end of 
the year can be almost entirely 
attributed to men. As a conse­
quence, whereas the rate for male 
registered unemployment increased 
by 0.4 percentage points over the 
last three months of 2001 to 6.3% 
in December, the rate for females 
decreased by 0.2 points to 13.6%. 
The gender gap has therefore been 
reduced to "only" 7.3 points. 

This increase has been due 
exclusively to the increase in adultS 
unemployment (1.45% from 
December 2001 to December 
2000). Youth unemployment has 
seen an ever-decreasing trend in 
female youth unemployment, and a 
rather rapidly increasing growth in 
male youth unemployment. In 
annual terms, female unemploy­
ment has decreased by 6.5% in 
December 2001 compared with 
December 2000 and male unem­
ployment has increased by 11.4%. 

2.2.3. Redundancies 

Figures showing the total number 
of notified and authorised labour 
force adjustment plans (LFAP) and 

affected workers include October, 
so that the initial effects of 
September 11 are included. From 
January to October 2001, the num­
ber of workers affected by these 
plans reached 83,585, approxi­
mately 67% more than in the same 
period in 2000. This percentage is 
mostly due to the significant num­
ber of workers affected by such 
measures in October 2001, about 
16,500, 344% more than in October 
2000. 

The greatest share of these 
workers (62.5%) has been affected 
by temporary employment suspen­
sion measures, which have been 
used this year much more frequent­
ly than in previous years (they have 
increased by 13 0%). The most 
common reasons that have been put 
forward by enterprises are 
Organisational or Production 
Needs, rather than in previous 
years where Enforcement of 
Economic Measures was the usual 
reason given. 

About one third of workers 
have been affected by definitive 
destruction of their jobs, through 
redundancy or early retirement, 
where the justification has lain 
mainly in Enforcement of 
Economic Measures, rather than 
Organisational or Production 
Needs. Finally, the reduction of 
working time, which has been quite 
limited in previous years (2.5% of 
workers affected in 2000), has been 
practically non-existent in 2001 
(only 0.5% of total workers affect­
ed). 

3. Economic crisis - some sectors 
affected more than others 

The effects of the economic slow­
down or recession, in some coun­
tries, have had different impacts on 

different sectors and this in turn 
has led to changes in employment 
for the different segments of the 
population mentioned in section 2. 
Clearly across European there are 
common sectors that have been hit 
severely including tourism, the air 
industry, banking, insurance and 
telecommunications. This section 
deals firstly with the consequences 
of the recession at a sectoral level, 
before looking at the activities 
most affected in Spain. 

3.1. Main aggregate sectoral data 

In sectoral terms, output growth 
has progressively fallen during 
200 1 in manufacturing and energy, 
with the largest decreases in the 
third quarter (from growth rates of 
about 4% in 2000 to around 1% in 
the third quarter 2001 ). 
Construction and services are the 
most dynamic sectors and have 
experienced a slight slowdown of 
their added value growth rates over 
the three quarters of 2001. 
However annual growth rate esti­
mates for 2001 remain as high as 
5.5% and 3.4% for construction 
and services respectively. 

Looking at output growth, the 
above mentioned falling levels of 
growth in employment (LFS terms) 
affects all three non-agriculture 
sectors, though employment in 
building and construction still 
experienced, in the third quarter of 
2001, annual growth rates of 5.8%, 
much higher than employment 
growth in services (1.9%) or indus­
try (1.1 %). 

However, in annual terms, reg­
istered unemployment has 
increased in all three non-agricul­
ture sectors - services, construction 
and industry - with construction 
being the most severely affected, 
especially during the second half of 

6 As for end January 2002, data referred to workers affected in October 2001 by labour force adjustment plans spec­
ifying the activity sector have not yet been made available. It will be very interesting to analyse the new data and its 
effects as soon as they are available. 
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the year (annual increase rate of 
4.9%). High levels of temporary 
employment and rotation rates lie 
behind this apparent contradiction. 

Actually, the sector most 
severely hit by labour adjustment 
plans in enterprises has been indus­
try, which during the period 
January to September 2001 saw 
68% more plans than in 20006. 
Conversely, the number of workers 
affected in the construction sector 
has decreased markedly ( -30%) 
whilst the number affected in the 
service sector has risen by 18o/o. 

3.2. Detailed approach to most 
affected sectors 

Since September 11 the airline 
industry and tourism companies 
have experienced a decrease in 
activity. Other sectors have been 
affected as well, not as a direct con­
sequence of the September events 
but rather by other, underlying and 
already apparent, economic factors 
as in the case of the telecommunica­
tions or other industrial sectors. 

Airline industry and tourism: 
together through good and bad 
times 

The day the American Airlines 
planes crashed into the Twin 
Towers, all airline companies in the 
world began to make adjustments to 
their annual growth forecasts for the 
rest of the year. Spanish companies 
were no exception, and the reduc­
tion in international air traffic by 
6% in 2001 compared with 2000 is 
mainly due to the sharp falls in the 
months after the September events. 
Consequently, airline companies 
have been forced take measures, 
most of which involve employment 
adjustments. 

The economic uncertainty 
seems to have had an impact on 
tourism. Business travel has fallen 
considerably, especially in the after­
math of the terrorist attacks; at the 
time this affected mostly city hotels, 
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in particular in Madrid and 
Barcelona. Also it is noticeable that 
foreign and national tourism have 
been affected differently. While 
national tourism increased in 
September, and in a more signifi­
cant way in October and November 
of 2001, foreign tourism has fallen 
since September. National tourism 
decreased in December 2001 by 3% 
compared with the previous year, 
and in the same period foreign 
tourism fell by 5.86%. Clearly the 
rise in national tourism after 
September 11 does not fully com­
pensate for the fall in foreign 
tourism, but it helps to swell visitor 
numbers and benefits the sector. 

The number of holiday bookings 
by foreigners is down (the 
Federation of Catalonian Hotels 
reported reservations in the Baleares 
down by 32% in December 2001 
compared with 2000). The main rea­
son seems to be closely tied to the 
economic slowdown in their own 
countries, a situation that produces a 
certain degree of uncertainty in the 
labour markets and therefore affects 
consumer behaviour. There are dif­
ferences among foreign visitors 
depending on their country of ori­
gin. Tourists coming from Germany 
and the United States are the most 
affected, with a considerable 
decrease in the number of visitors, 
due to the economic recession in 
these countries. On the other hand, 
British tourism grew in November 
2001. 

The World Tourism 
Organisation predicts that the sector 
will recover in the second half of 
2002. The Spanish Institute of 
Tourism has asserted that the sector 
does not perceive a crisis, and that 
consumers will recover trust. 
Amadeus, a company that deals 
with 96% of tourist reservations in 
Spain, predicts a growth of 2% to 
3% in reservations for the next few 
months of 2002. 

An important factor in the 

recovery of foreign tourism will be 
maintaining the competitive prices 
that have attracted mass tourism 
from northern Europe. European 
tour operators are concerned about 
restrictions on mass tourism, e.g. 
the eco-tax in the Baleares that 
could prompt a fall in demand in 
favour of more competitive destina­
tions, like northern Africa. In addi­
tion the effects on the sector of 
some European airlines cancelling 
flights have yet to be felt. 

Telecommunications: lights and 
shadows 

The effects of the economic 
slowdown in the telecommunica­
tions sector were already being felt 
in 2001, with some of the main 
Spanish telecommunications com­
panies announcing employment 
adjustments. More specifically the 
slowdown has affected companies 
within the mobile telephone market 
as it has reached a high level of 
maturity. Also the procedure of lib­
eralisation applied to the sector, 
through the selling of UTMS 
licences, has not yet contributed to 
the consolidation in the market of 
alternative operators to Telef6nica, 
the previous monopoly. 

As a response to the present 
immobility of the fixed digital 
telephony market, the National 
Commission on 
Telecommunications, the institution 
responsible for the regulation of the 
sector, has already decided to accel­
erate the opening of the local net­
work belonging to the Spanish 
phone operator Telef6nica. A pro­
posal, including measures to open 
the local loop market, has been for­
mulated by the National 
Commission and submitted to com­
panies in the sector for discussion. 

On the other hand, other activi­
ties within the same sector have 
benefited from the decrease in busi­
ness travel. Enterprises have made 
use of telecommunications tech-
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nologies, such as videoconferences, 
a practice that reduces costs. 
Visolutions, a Spanish enterprise 
specialising in business communi­
cations, has increased its profits by 
25% compared with 2000 and is 
confident about the growth in the 
use of new technologies by enter­
prises. The economic slowdown 
could be, in this case, the occasion 
to accelerate a process of creation of 
demand of new technology by 
enterprises that would occur any­
way, but at a slower pace. 

4. Reactions to the economic slow­
down 

The direct impacts of the events of 
the 11 of September on the Spanish 
labour market include disruptions to 
specific sectors, notably the airline 
industry and related services, 
tourism and telecommunications. 
The banking sector has been affect­
ed by the Argentinean crisis with 
falling profits, but to-date there do 
not seem to have been direct 
impacts on Spanish jobs. Both the 
government and the social partners 
have reacted to the events, but in 
different ways and to a different 
timetable. Meanwhile, enterprises 
have used varied measures to coun­
terbalance the effects of the eco­
nomic downturn. 

4.1. Government and social part­
ners: a convenient compromise 

The Spanish Government has react­
ed to the aftermath of the September 
events by giving signs of confidence 
about the favourable growth of the 
economy. This approach has 
received intense criticism from 
social partners, who wanted meas­
ures to support the foreseen slow­
down in employment creation in the 
National Budget for 2002. The gov­
ernment has continued to develop 
and implement policies designed 
before the 11 of September. The 
Ministry of Economy has asserted 
that there is no advantage or need to 

apply short-term measures, a politi­
cal position that is reflected in the 
national budget for 2002. 

However, as a result of an 
ECOFIN decision, specific meas­
ures have been adopted to help alle­
viate the difficulties faced by insur­
ance companies from terrorism. 
Also enterprises taxes have been 
reformed, favouring company prof­
its in certain cases, in line with the 
need to liberalise the Spanish econ­
omy. 

Additionally there is an increase 
of 5. 7o/o in the 2002 budget for 
active employment policies com­
pared with the previous year. 
Passive policies have received the 
greatest increase of 8.1 %, due in 
part to the negative rotation effect of 
temporary working which produces 
a continuous in-and-out movement 
of the labour market. Enterprises 
seem to be taking on a considerable 
role in creating employment, as no 
other governmental employment 
plans have been developed to allevi­
ate the effects of the redundancies in 
the sectors worst affected by the 
economic downturn. 

In the context of the economic 
slowdown, in autumn 2001, the 
government unilaterally launched a 
legal reform of the Workers' Statute 
in collective bargaining. The ration­
ale behind the reform is to transfer 
collective bargaining to enterprise 
level, but the reform was launched 
without the agreement of the social 
partners. 

The social partners considered 
the proposal unacceptable and 
inconvenient as collective bargain­
ing at enterprise level could lead to 
increases in inflation and more 
social conflicts. In order to partici­
pate in the process of collective bar­
gaining reform, they agreed with the 
government to accept pay modera­
tions for 2002, as a necessary meas­
ure to stimulate growth. 

In a sort of political compro-

Spring 2002 I European Employment Observatory Review 

mise, the social partners agreed on 
the National Multi-industry 
Framework Agreement for 2002, 
where it was outlined that social 
dialogue for 2002 shall be made in 
the international context of an eco­
nomic crisis that Spain is facing. It 
is relevant to note that since 1984 
employers and unions have not 
agreed national collective bargain­
ing conditions, declaring usually 
their objectives separately. 

Furthermore, the social partners 
intend, with the implementation of 
the agreement, to use collective bar­
gaining as an instrument for pre­
venting employment regulations, 
incorporating flexibility measures 
in collective agreements, adjusted to 
the needs and productivity of.each 
sector. The Agreement is consider­
ing obligations for both parties, but 
as they are very general there is a 
danger of the measures being too 
general and ineffective. 

To this end there is an emphasis 
on the use of open-ended contracts 
and proper use of fixed-term 
employment contracts. Recent 
research by the Spanish Labour 
Ministry has revealed that the high 
levels of temporary employment in 
the Spanish labour market, reaching 
31%, are partly as a result of the 
inappropriate use of temporary con­
tracts. 

The reaction to the agreement of 
the social partners on wage modera­
tions for 2002 has not been very 
noticeable, especially in the media. 
The fact that both employers and 
trade unions have re-established the 
social dialogue, broken in April of 
2001, will help create a better plat­
form for collective bargaining in 
2002. 

4.2. Enterprises: employment 
adjustment plans and what else? 

After the events of 11 September, 
and confronted with the magnitude 
of the first effects which made the 
financial world markets sink, 
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Spanish enterprises reacted cau­
tiously, cancelling business trips or 
reducing supplies. 

Above all, the most immediate 
reaction has been to adjust employ­
ment particularly in airlines and 
related industries. The telecommu­
nications sector has suffered a high 
number of employment adjust­
ments, but due to other causes (see 
above). In some cases, like con­
struction, a sector with a very high 
temporary work rate, contracts 
have not been renewed, so employ­
ers do not need to regulate employ­
ment. 

Enterprises have taken different 
approaches to reduce staff num­
bers. Early retirement has been 
used particularly for workers in the 
age range 52-55 years old and has 
been used to reduce staff in the air­
line and related sector and the 
banking sector. Using early retire­
ment does seem controversial at a 
time when policies and regulations 
are set up to prolonging working 
life. 

Apart from early retirement, 
companies have used other meas­
ures such as the redeployment of 
human resources, including geo­
graphical redeployment and also 
temporary suspension of contracts. 
Temporary suspension of this kind 
has been used widely in the indus­
trial sector, more specifically in the 
car industry, throughout 2001, due 
to circumstances of the sector, and 

138 

restructuring production to incor­
porate new models. 

Another measure that has been 
in demand by Spanish enterprises 
is outplacement. This system pro­
vides enterprises with a service 
geared to those workers (mainly 
over 45) who have been made 
redundant and who will experience 
difficulties finding new jobs. The 
outplacement service, offered by 
the company to a worker or a group 
of workers, is a programme 
designed to help them find new 
jobs. 

In 2001 outplacement enter­
prises have increased their profits 
by 20% compared with the previ­
ous year, showing that the econom­
ic slowdown already observed in 
the first semester of 2001 has made 
enterprises resort to outplacement, 
usually as a negotiating tool in the 
restructuring process. As yet there 
are no plans to bring the Spanish 
system into line with the 
Netherlands where outplacement is 
a legally regulated process with no 
additional costs to the company. 
However, outplacement is not such 
an efficient mechanism given the 
concentration of workers from the 
same industry that have to be re­
employed. 

Employment adjustment in its 
different forms has been used 
widely to address the immediate 
effects of the economic downturn, 
but Spanish enterprises have also 

resorted to reducing executive pay, 
with an expected 3% pay increase 
for 2002 compared with 4.71% for 
200 1. The wage moderation agreed 
by the social partners for 2002 will 
also affect executives. 

Main findings and conclusions 

Main economic outcomes point at a 
progressive deterioration of the 
Spanish economy over 2001, as far 
as GDP growth, employment and 
unemployment, consumer and pro­
duction indexes are concerned. 
However, in Spain, a slowdown in 
economic growth is reported rather 
than a recession. All in all, Spanish 
GDP growth has doubled the 
European Union average during the 
three first quarters of 2001. 

Similar to other EU countries, 
the airline and related industries, 
tourism and telecommunications 
markets are being particularly 
affected by this world-wide eco­
nomic slowdown, if not recession. 

In this context, no special eco­
nomic policy measures have been 
implemented to face the effects of 
the slowdown. There is trust in 
existing mechanisms and in the 
capacity of enterprises to create 
employment. Enterprises are 
resorting to early retirement and 
temporary suspension of work to 
address the effects of the economic 
downturn. 

Elvira Gonzalez Gaga, Maria 
Avella Martinez 
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Sweden 

1. ECONOMIC BACK­
GROUND 

1.1 The Swedish economy at the 
beginning of 2002. 

In January 2002, the National Institute 
of Economic Research estimated that 
the Swedish Economy grew at 1% 
during 2001 and that in 2002 growth 
will be less than 1.5%. Figure 1 shows 
that since mid 2000, GDP has been 
below the nine-year trend. 

A downturn in the international 
business cycle impacts first on the 
Swedish manufacturing sector. 
Figure 2 shows that business confi­
dence in manufacturing started to 
decline in early to mid 2000 and has 
fallen steeply since the summer. 
However, by the fourth quarter of 
200 1 there were already some signs 
of a recovery. The outcome of the 
fourth quarter was better than firms 
had expected and production levels 
were at roughly the same level as the 
previous quarter, with capacity utili­
sation at 83%. The most expansive 
industry, chemicals (which includes 
the pharmaceutical industry), contin­
ued to expand production and to 
increase employment. Excessive 
stocks were most pronounced in the 
telecommunication industry. This 
was almost entirely attributable to 
severe problems at LM Ericsson, 
which also announced major redun­
dancies in 2000. Sales prices fell in 
the paper, steel and telecommunica­
tion equipment industries. The pro­
portion of firms expecting redundan­
cies was markedly lower than in the 

previous three months but most sec­
tors still expected some more in the 
near future. Manufacturing firms 
were "cautiously optimistic". 

In services, the outcome for the 
fourth quarter was well in line with 

expectations. The retail trade report­
ed strong growth in both non-durable 
and durable goods. However, trade in 
motor vehicles continued to decline, 
while wholesale trade remained 
unchanged. Following a very weak 
third quarter, there was some recov-

Figure 1: GOP in Sweden 1993-2000. 
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Figure 3: Employment per month 1999-2001 
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Table 1: Employment by Economic Sector November 2000 to 
November 2001 

Increase 

Nace Sector 2000M11 2001M02 2001MOE 2001M10 2001M11 1 vear 4months 

A+B Aariculture, forestrv etc 898 900 

c Mining 77 54 

D Manufacturing 6870 5443 

E Electricitv, water & aas 308 221 

F Construction 2079 1790 

G Trade 4799 4001 

I Transport, storage & com. 2512 2023 

H+O+P Personal & cultural services 3003 2600 

J+Kexcl7 Financial & business 
3 services 5319 4537 

Public administration & int. 
L+Q Org. 1982 1467 

M+73 Research & education 3237 2475 

N Health services 6519 5343 

0 Unknown 50 27 

A-Q Total 37651 30880 

Source: Labour Force Survey. 

ery in computer consulting firms and 
other business services. Expectations 
were relatively optimistic. Retail 
sales were expected to continue their 
modest expansion. Sales in the motor 
vehicles trade were expected to sta­
bilise after having been in decline for 
more than a year. The wholesale trade 
was cautiously optimistic and com­
puter consulting firms and other busi­
ness services anticipated continued 
modest growth. 

883 936 877 -21 -23 

60 50 71 -6 17 

6478 6671 6850 -20 1407 

180 257 288 -20 67 

2234 2233 2094 15 304 

4704 4709 4646 -153 645 

2470 2537 2439 -73 416 

2919 2877 2938 -65 338 

5411 5526 5655 336 1118 

2024 2190 2126 144 659 

3615 3529 3385 148 910 

6680 6455 6713 194 1370 

102 87 43 -7 16 

37763 38055 38126 475 7246 

As regards a sustained recovery, 
it should be emphasised that the 
Swedish economy is possibly the 
most open of all EU economies and 
very dependent upon the US business 
cycle. Any prognosis of the Swedish 
economy is highly dependent on 
developments in the US. 

1.2 The labour market 

Since 1996 the Swedish labour mar­
ket has performed very well with 
rapid employment growth and a sig-

nificant decline in unemployment. 
While most indicators reveal better 
performance in 2001 compared to a 
year earlier, all show that, some time 
in late spring, the positive picture 
changed. 

1.2.1 Employment and unem­
ployment 

Employment has increased in the 
last three years (see Figure 3) and 
employment in December 2001 was 
higher than in the same month a year 
previously. One can clearly note, 
however, a narrowing of the gap 
between 2000 and 2001, particularly 
in the last months of the year. The 
employment rate of 74.8 % in 
December 2001 was exactly the same 
as 12 months previously. In the same 
period working hours, adjusted for 
holidays, increased by 0.3%. 

We can observe, from Table 1, that 
only the primary sector has seen a 
decrease in employment in the last 
four months. The two digit NACE lev­
els (not reported in the table) also con­
firm the widespread trend of employ­
ment growth in the last four months. 
Compared to a year ago, November 
2000, we can observe from Table 1 net 
job losses in Trade, Transport etc 
which includes travel agencies, and 
personal and cultural services. The 
major part of the decline in the trade 
sector is due to a decrease in the trade 
of motor vehicles (both retail and 
wholesale - NACE 50 & 51). Within 
manufacturing a few sectors have 
lower levels of employment compared 
to November 2000. The largest 
absolute decline is in the manufacture 
of motor vehicles (Volvo and SAAB). 

Unemployment hovered around 
or under 4% in 200 1 and was lower 
for every month in 2001 compared 
with a year earlier. However, the gap 
to 2000 has narrowed continually 
during the course of 2001. The sea­
sonally adjusted unemployment rate 
in December 2001 was 3.6%, which 
is the same level as a year earlier. 

Registered unemployment plus 
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Figure 4: Unemployment per month 1999 to 2001. 
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Figure 5: The number unemployed and in active labour 
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those in active labour market policies 
was also lower in 2001 compared to 
every month in 2000 (see Figure 5). 
However, throughout 2001 the gap 
has narrowed. On average, 193,000 
people were registered as unem­
ployed (a reduction of 38,000), and 
111,000 people (or 2.5% of the labour 
force) participated in labour market 
policy programmes. 

As regards youth unemploy­
ment (18-25) registered unemploy­
ment was lower in 2001 compared to 
each month of 2000 until week 21. 
After week 34 youth unemployment 
has been clearly higher than in 2000. 
It should however be underlined that 
youth unemployment is at its lowest 
level since 1991. 

In January 2001 long-term regis­
tered unemployment was appreciably 
lower than a year earlier. However, by 
the end of the year the 2001 figure was 
slightly higher than the 2000 figure. 

To summarise employment and 
unemployment figures, the labour 
force in December 2001 amounted to 
4,381,000 (± 30,000) which accounts 
for 77.6% (± 0.5) of the population of 
working age (16-64 ). This is at the 
same level as a year previously 
(4,361,000 or 77.7%). 

1.2.2. Redundancies and vacan­
cies 

We tum now to the more volatile 
flow labour market indicators, the 
number of lay-offs and vacancies. 
Figure 7 presents the monthly data on 
notified redundancies for 2000 and 
2001. In every month of 2001 the 
total number of notified lay-offs was 
greater in 2001 than in 2000. In all 
there were 40,434 more notified 
redundancies in 2001. There has been 

a trend increase throughout 20011. 

In January 2002 the number receiv­
ing notice was 5,600 which is roughly 

1 We note, however, that the difference narrowed in December, and in January 2002 there were 2000 more lay-offs 
compared to a year earlier. 

Spring 2002 I European Employment Observatory Review 
141 



Trends 

Figure 7: Notified lay-offs 2000 and 2001 

2,000 more than in January 2001. 

Table 2 presents the change in the 
number of notified lay-offs in 
Sweden in 2001 compared to the 
same month in 2000, by broad eco­
nomic sector. 

Table 2 shows that over half of 
the increase in redundancies occurred 
in manufacturing and roughly a quar­
ter in producer services. More than a 
quarter of the notified layoffs in man­
ufacturing can be attributed to the 

10 11 12 
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electronics industry including 
telecommunications where the prob­
lems at LM-Ericsson have been of 
decisive importance. 

Figure 8 presents data on the number 
of vacancies reported to the National 
Labour Market Board every month in 
2000, 2001 and January 2002. 

Compared with a year ago the 
major decline is in manufacturing 
(electronics) and trade. While the 
vacancy figures do show some deteri-

oration, they have held up rather well 
and indicate no widespread fall in 
employers' propensity to hire. A clos­
er analysis of the January 2002 figures 
reveals an increase in vacancies in 
health, care and educational sectors. 

2. Sectoral Impact 

It should have been clear from the 
previous section that signs of a down­
tum in the Swedish economy were 
apparent before the 11th September. 
The specific effects of that event 
were limited to a few sectors namely 
aviation and tourism and appear to be 
temporary. The European 
Commission was particularly inter­
ested in information related to the 
effects of changing circumstances on 
four sectors: 

2.1 Aviation 

The main air carrier in Sweden (and 
in Scandinavia) is SAS. Like several 
other national carriers the company 
has experienced problems for several 
years. 2001 was one of the worst 
years in the company's history. In 
February 2002, the annual report 

Table 2: Absolute change in notified lay-offs per month (between 2001 and 2000) 

Month 

1 2 3 4 5 6 7 8 9 10 11 12 Total 

Agriculture, forestry etc -24 -50 6 -11 -11 6 -14 47 0 -34 0 0 -85 

Mining 200 0 0 -12 -9 0 0 28 -9 -90 0 -35 73 

Manufacturina 311 724 1199 3105 1516 1899 1147 3494 2060 2409 2598 2753 23215 

Electricity, aas & water 25 60 0 18 -22 0 0 0 7 -49 0 0 39 

Construction 90 48 19 10 55 368 4 124 197 414 304 296 1929 

Trade 59 174 125 161 99 -22 106 444 -8 333 51 344 1866 

Restaurant & hotel -48 2 -183 -1 9 15 -187 128 126 214 56 58 189 

Transport, post & telecom 282 -123 -287 -52 -321 39 -10 155 -307 270 376 261 283 

Producer services 531 518 589 729 738 518 660 891 873 1877 2671 434 11029 

Public services 82 -29 -177 207 6 -202 46 45 82 141 578 238 1017 

Private services -59 -196 -24 66 313 159 130 390 65 222 45 -232 879 

Total 1449 1128 1267 4220 2373 2780 1882 5746 3086 5707 6679 4117 40434 
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showed one of the largest losses ever. 
It was involved in a price fixing scan­
dal (the "Maersk affair") and suffered 
from a tragic crash in Milan, the most 
serious in the company's history. 
SAS has announced major cut-backs 
in staffing levels. These are estimated 
to amount to between 2,500 and 
3,600 jobs. The other major carrier, 
Malmo Aviation, is also experiencing 
problems partly as a result of compe­
tition from Ryan Air. While the avia­
tion sector is very sensitive to devel­
opments in the world economy, ana­
lysts of the sector see the World 
Trade Centre events as having a 
major negative impact. 

2.2 Tourism 

On November 30th 2001, the Swedish 
tourism sector organisation held a 
hearing on the impact of the 11th 
September. The hearing underlined 
that signs of a decreased demand for 
tourist services could be observed for 
air transport, travel agencies and 
some hotels, and have resulted in 
some redundancies. However, other 
sectors such are ferries, coach and 
railway transport and hotels outside 
the main metropolitan areas have 
seen a positive development. The 
view within the sector appears to be 
that the impact will be limited and 
temporary. 

2.3 Banking and insurance 

During the first three quarters of 200 1 
employment increased in the banking 
sector by 4000 from the level of 
64,000 a year before, while employ­
ment levels in insurance remained at 
the same level. These sectors are cur­
rently undergoing considerable struc­
tural changes, a development that may 
lead to a fall in employment in 2002. 
The sector was not specifically affect­
ed by the World Trade Centre attack. 

2.4 Telecommunications 

The Swedish telecommunications 
sector has had a very bad 2001. The 
branch is dominated by LM Ericsson. 
A dramatic fall in demand occurred in 
the latter half of the year and compa­
nies, including sub-contractors, have 
shed much labour. More than a quar­
ter of the notified layoffs in manufac­
turing are accounted for by the elec­
tronics industry which includes 
telecommunications. 

2.5 Construction 

Despite experiencing some growth 
in recent years, the construction sector 
is now very cautious about future 
developments and since June 2001 the 
number of redundancies has increased 
noticeably compared to 2000 (see 
Table 2). Unemployment among build­
ing workers, however, continues to 

Figure 8: Vacancies per week 2000-2001 and January 2002. 
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decline, from 10.2 to 8.4 percent in the 
last year. It remains high in the north of 
the country at 20%. A number of major 
infrastructure projects are expected to 
result in an increase in employment in 
construction in 2002. 

3 Policy Response 

There has been no specific public 
policy response to the downturn since 
the spring of 2001. The macroeco­
nomic stance appears to be to "wait 
and see" the development of the busi­
ness cycle. As regards labour market 
policy, the National Labour Market 
Board has not introduced any special 
measures but follows the traditional 
Swedish Model of largely labour 
market retraining programmes2. 

As the downturn has primarily hit 
manufacturing, we examine the 
response of the 20 largest manufactur­
ing companies in Sweden (Table 4). 

These companies employ 603,400 
workers of which 29% are in Sweden. 
They are obviously very sensitive to 
the international business cycle. The 
first companies to experience difficul­
ties were in the electronics sector 
(mainly Ericsson) and trucks (Volvo 
and SAAB-Scania). Roughly two 
thirds of the big 20 companies are 
currently working with rationalisation 
plans. These primarily involve focus­
ing on core activities and selling off 
more periphery activities. The main 
part of the job loss is to be found in 
plants outside Sweden. 

While a third of the big 20 have 
served notice of lay-offs, the only 
major lay-offs in Sweden have 
occurred in Ericsson (and the associ­
ated company Flextronics ), which 
has during 2001 shed 5,000 employ­
ees and served notice on a further 
8,000. As the total figure being 
served notice is appreciably greater, 
one may infer that they have occurred 
in smaller firms many of which sup­
ply the big 20. 

The limited impact on the big 20 is 
a new phenomenon. The brunt of the 
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Table 4: Recent employment measures of the 20 largest manufacturing companies 20013 

Sector Firm Employees Measures taken 
Sweden 

Mining LKAB 2900 Currently cost saving program. Recruitment freeze 

but no redundancies 

Mining Boliden 2500 Plant closure in Laisvall (190 persons). Selling off 
foreign sections 

Steel industi"Y_ SSAB 9100 No notice served. Employment has increased. 
Steel Industry Avesta Polarit 3200 Announced intention to move some activities to 

Sheffield plant within 3 years. 375 jobs to be lost. 
Steel Industry Sandvik 9700 No lay-offs but plan to restructure speciality steel and 

tooling (1500 jobs) 
Steel Industry Ovako 2000 No notice. SKF intend to sell comQ_an_y 
Machine industry Atlas Copco 2400 Closure in Cstersund (120 jobs) partly matched by 

increase in Fagersta 
Machine industry SKF 5200 No blue-collar lay-offs, no recruitment 
Machine industrY_ Alta Laval 2000 Stable 
Machine industry Tetra Laval- De Laval 1000 55 served notice of redundancy 
Machine industry Tetra Laval - Tetra Pak 4000 Very high ca_Qacity, no lay-offs 
Electrical engineering ABB 

Electrical engineering Electrolux 
Telecom Ericsson 

Telecom Flextronics 
Trucks Scania 
Trucks Volvo AB 

Cars SAAB Automobile 
Cars Volvo Cars 

Defence IndustrY_ SAAB 

downturn is now more than ever placed 
on temporary work agency employees, 
other temporary contracts and sub-con­
tractors. The outsourcing strategy is 
best exemplified by Ericsson but also 
SKF has recently engaged in outsourc­
ing. This trend is expected to continue. 

As mentioned above, by far the 
largest redundancy during 200 1 was 
at Ericsson. The firm did not provide 
any significant program for the 
redundant workers. 

4. The Politics of Plant Closures: 
The Case of Gislaved Tyre Plant. 

The most prominent negative feature 
in the Swedish labour market since 
September 2001 is the large number 
of plant closures and redundancies. 
Up to 1990s major redundancies 

19000 12,000 jobs to go, 800 have already gone. Much 
outsourcing 

8200 Stable in Sweden 
37900 8,000 served notice. 5,000 have gone so far this 

year. 
4500 1,500 served notice during 2001 
12100 1 ,200 to leave firm in 2001 through sale of divisions. 
24900 400 notice served in Volvo Aero. No notice served in 

other divisions. 
8300 Stable employment levels- no notice served. 
19000 250 served notice in Autonova. Plans for hiring in 

main Gothenburg plant 
13000 Sale of Kockums Industries. 

were customarily met by extraordi­
nary labour market and industrial 
policy packages. There have been no 
such policy responses to the recent 
spate of plant closures. However, a 
notable and novel feature of the polit­
ical response to plant closures in the 
last five years in Sweden has been the 
pursuit of ad hoc policy initiatives 
from prominent politicians. 

This is epitomised by the after­
math of the announced closure of the 
tire manufacture plant in Gislaved 
involving 800 jobs, which is owned 
by the German company, 
Continental. As by all accounts the 
plant was making a profit, the local 
unions and politicians were outraged 
by the decision and it has figured 
almost daily in the national media 

ever since the decision to close was 
taken in December 200 1. Moreover, 
the closure was also strongly criti­
cised by the Minister of Industry, 
Bjorn Rosengren, who questioned the 
rationale of the closure. 

The issue has a European dimen­
sion. Minister Rosengren has stated 
that the costs for a company to close 
in Sweden are appreciably lower than 
in other countries and that Sweden 
should re-consider its plant closure 
legislation in this light. The issue also 
became related to the structural funds 
as it has been claimed that funds were 
allocated to Continental's plant in 
Lousade in Portugal and that this was 
a factor in the decision to close in 
Gislaved. In response to questions in 
the European Parliament, the 

2 During the 1990s relief work almost disappeared as an active labour market policy measure. 
3 This table is based on an investigation carried out by the Metalworkers trade union. 
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Commission have undertaken to 
investigate the matter. 

One should of course be rather 
wary of political posturing in an elec­
tion year. And there have been voices 
within the Labour Movement that 
have not been as concerned as the 
Social Democratic Minister. It may 
appear paradoxical but the most 
prominent of these other voices have 
been leading trade unionists. For 
example, P-0 Edin the current chair­
man of the National Labour Market 
Board and long-serving chief econo­
mist ofLO (the blue-collar federation 
of trade unions) views the closure as 
necessary and, in the long term "good 
for Sweden" as low skilled low pay 
jobs have no future in the economy. 

As this article is submitted, gov­
ernment action is being led by a senior 
figure in the ruling Social Democratic 
party (Tage G Petterson). It appears 
that a Swedish industrialist is prepared 
to buy the plant and continue produc­
tion. Negotiations with the owner 
Continental continue. Continental are 
firm in maintaining their decision to 
close and have announced that they 

will provide a social plan. No details 
have yet been presented. 

This hands-on ad hoc means of 
responding to redundancy was also 
illustrated by the Prime Minister's 
involvement in an announced SAAB­
Scania plant closure in his previous 
local government constituency of 
Katrineholm. According to Dagens 
lndustri, the major business daily, the 
Prime Minister contacted Chancellor 
Schroder, who in tum contacted VW 
boss Ferdinand Piech who was able 
to guarantee that in fact no jobs 
would be lost. VW is a major owner 
of the company. 

5. Summary and current outlook 
for the labour market 

It is indisputable that the business 
cycle has turned down since the 
spring of 2001 and that all labour 
market indicators have deteriorated. 
By far the most dramatic deteriora­
tion is in business confidence. 
However, the drop in confidence 
shows signs of recovering and has not 
been matched by an equally dramatic 
fall in actual labour market develop-

ments. The most negative develop­
ment is the rapid increase in notified 

redundancies.4 While the long-term 
trend of improving unemployment 
and employment was broken during 
2001, the annual average figures 
were still better than the previous 
year. Moreover, vacancies, which are 
a good measure of current labour 
demand, remained close to previous 
levels. The National Labour Market 
Board expects a modest increase in 
employment (12,000) and an increase 
in unemployment from 4.0% to 4.3% 
in 2002. The negative impact of the 

events of the 11th September were 
confined to the aviation and tourist 
sectors and are viewed a temporary 
and limited. There has been very lim­
ited specific policy response to the 
downturn in the labour market. The 
short-term future of the Swedish 
economy is highly dependent upon 
the US business cycle. 

Donald Storrie 

4 Note, however, that these are only planned redundancies and not all may in fact be implemented. 
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United Kingdom 
UK SHORT TERM 
LABOUR MARKET 
TRENDS 

1. Economic background and 
prospects 

1.1 GDP and Inflation 

The rate of GOP growth has continued 
to fall from its peak in the second 
quarter of2000, even though National 
Accounts revisions suggest that the 
economy has been growing faster than 
previously estimated. Growth (basic 
prices, quarter on previous· quarter) in 
the third and fourth quarter were 0.8 
and 0.5 per cent, respectively. In the 
first quarter of 200 1, a growth rate of 
0.7 per cent was recorded, after which 
the downturn settled in unambiguous­
ly with growth in the second and third 
quarter amounting to 0.4 and 0.3 per 
cent, respectively. Provisional figures 
from the fourth quarter show of fur­
ther decline in growth to below 0.2 per 
cent. Overall, GOP grew by 2.3 per 
cent between the second quarter of 
2000 and 2001, i.e. approximately at 
the trend rate and inflation has stayed 
close to the target of 2.5 per cent. 
Growth to the fourth quarter 2001 
from a year ago was about 2 per cent. 

1.2 The Impact of September ttth 

The impact of the terrorist attacks on 

September 11th has been to exacerbate 
an already deteriorating world econom­
ic scenario. Many commentators, 

despite recognising that the onset of a 
recession had been under way, still 
gloss over this fact in analysing eco­
nomic performance. This is particular­
ly the case in dating changes back to 

September 11th which were actually in 
train well before then. Those effects 
which were genuinely attributable to the 
terrorist attacks were short-lived, even 
in the case of US demand. The need to 
keep in perspective the performance of 
the world economy over the last six 
months or so applies not only to the 
analysis of the macro-economy and 
general business confidence but also to 
assessments of the fortunes of those sec­
tors which were likely to be affected 
more specifically (see section 2), espe­
cially air travel, the business services 
associated with it, and a broader range 
of manufacturing and service industries 
concerned with air transport and aircraft 
production and maintenance. There 
were also uncertainties about the course 
of militaty operations and their impacts 
on business and consumer confidence, 
but ultimately, this can be seen to have 
had only minor significance for short­
term growth and employment, both in 
the US and the EU. 

The CBI/Deloitte & Touche survey 
in August had already identified a sharp 
fall in business and professional services 
activity and this was amplified in surveys 

after September 11th_ As regards travel 
and tourism US visitors were down by 7 
per cent in the first half of200 1 compared 
with a year earlier even before September 

1 This commentary uses sources available up to mid-March 2002. 

2 See HM Treasury (2002). 

11th, attributed by most industry com­
mentators to a combination of the unap­
pealing images of Britain with foot and 
mouth disease and the decline in US con­
sumer spending generally. Foreign visi­
tors as a whole were down in late 2001 
compared with a year ago; UK visitors 
abroad were up by 10 per cent as the 
advantages of already cheap flights from 
the UK were reinforced by further cuts in 
the prices of air travel and foreign holiday 
packages made by the travel industry in 
order to maintain volume. 

1.3 Prospects for 2002 

The stance of UK monetaty and fiscal 
policy had been significantly relaxed in 

the months up to September 11th and was 
further eased thereafter. This has held up 
activity, especially through sustaining pri­
vate consumption and the state of the 
housing market. On the other hand, ulti­
mately, the UK economy cannot insulate 
itself from the recessionary experiences 
of the rest of the world, notably, in the 
US, Japan and Germany. The short-run 
forecast is for a further decline in GOP 
growth for late 2001 and well into 2002 
as service output growth moderates. 

Most forecasts for the UK economy 
envisage a weakening of consumer 
demand, only partly compensated for by 
higher public spending and an end to the 
reduction in inventories, before stronger 
investment growth and a turn round in 
the world economy leads to more rapid 
growth. GOP growth is expected to 

move above trend by the end of2002.2 
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1.4 enterprise 'Demography'3 

Employment depends on the fortunes 
of employing organisations: their cre­
ation, survival, growth and decline. 
Many new enterprises generate few 
jobs and policy has gradually become 
less pre-occupied with new firm for­
mation per se and more concerned 
with the sustainability and growth of 
existing enterprises. Given the short­
term perspective of this article, how­
ever, the only comprehensive data that 
capture recent changes in enterprise 
demography relate to the operation of 
the VAT system and to insolvency pro­
ceedings. VAT-based data do not cor­
respond directly to the births and 
deaths of firms but to the numbers reg­
istering and de-registering for the pur­
poses of paying and claiming back 
VAT. However, the trends in net reg­
istrations are a good indication of the 
overall change in business stock 
which experienced a five year growth 
up to 2000. Net registrations were 
6000 in each of 1999 and 2000 but this 
represented a large fall from the 30 
000 recorded in 1998 and 18 000 in 
1997. Bankruptcies cover only some 
of the firms that cease trading, since 
many do so without becoming insol­
vent. There were almost 4 000 insol­
vencies in the fourth quarter of 2001 
which was roughly 2 per cent above 
the previous quarter and 2 Y2 per cent 
above the same period a year ago. 
This represents an edging up from the 
low point of about 3 Y2 thousand in 
mid-1997, compared with 6000 in 
1993. About 1 per cent of active com­
panies became insolvent in the fourth 

quarter of2001, as was the case in the 
same quarter of 2000. Overall, both 
limited company liquidations and 
business bankruptcies have flattened 
out in 1999-2001 at roughly 16,500 
and 24,000 respectively. 

According to Barclays Bank and 
NatWest sources, the number of start­
ups in the third quarter of 2001 was 
about 1 0 per cent below the figure for 
the second quarter and approaching 30 
per cent below the same period a year 
ago. This represents the lowest level 
recorded since 1992. Closure rates 
among small firms are, however, at a 
relatively low level, though they have 
exceeded start-ups for the last four 
quarters up to the third quarter of 2001. 

Another perspective on changes in 
enterprise demography is that of the 
financial and business services associ­
ated with mergers, acquisitions and 
flotations on the one hand and re­
structuring and insolvency on the 
other. Recent months have seen a con­
traction of work relating to the former 
and expansion in the latter areas. 

1.5 Employment and 
Unemployment4 

According to the Labour Force Survey 
(seasonally adjusted), employment 
has continued to grow through 200 1, 
reaching 28.23 million in the fourth 
quarter. ILO unemployment, however, 
reached a low point in spring 2001 of 
1.48 million and rose to 1.55 million 
in the fourth quarter. Taking the 12 
months to the fourth quarter, employ­
ment rose by 230 thousand and unem­
ployment fell by 15 thousand. So vir-

tually all of the employment gain drew 
on an increase in labour force partici­
pation rather than a reduction in 
unemployment. 

Total hours worked per week 
which peaked in the second and third 
quarter were 919 million in the fourth 
quarter, 4 million below the level in 
the third quarter but little changed 
from one year ago. 

The UK working age employment 
rate peaked at 74.8 per cent in 
January-June 2001, falling by 0.2 per­
centage points by the fourth quarter as 
the ILO unemployment rate edged up 
from about 5.1 per cent in the first half 
of the year to 5.3 per cent in the final 
quarter. 

Employment status 

Self-employment, which has been 
falling since 1997, turned around in the 
autumn 2000 and, with some fluctua­
tion, has since risen by about 53 thou­
sand; in the fourth quarter 2001 it stood 
at 2 per cent higher than a year ago. 
Employees rose throughout the year, 
ending 186 000 (0.8 per cent) higher 
than a year before. The two other com­
ponents of total employment, however, 
both decline. Unpaid family workers 
dropped by 8 000 (8 per cent) over the 
year to the third quarter, largely 
because of the crisis in agriculture, but 
then recovered, ending 2001 slightly 
above the level on a year ago. Those in 
government supported training and 
employment programmes who are 
classified as being in employment 
dropped sharply from the recent peak 
of 151 thousand in the first quarter by 

3 This section draws on Bank of England (2002), Department of Trade and Industry (DTI) (2002) and National 
Statistics (2002). 
4 This section depends largely on the Labour Force Survey. Given the size of sampling errors, care must be taken 
especially when seeking evidence of changes over time for disaggregated features. This explains why some changes 
are not reported. However, many of those that are reported should be taken as being only broadly indicative of what 
has been happening in recent quarters. 
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28 000 (19 per cent) and then levelled 
out in the fourth quarter at about 10 000 
down on a year ago. 

As regards the distinction between 
full-time and part-time employment, 
full-time employees have risen 
steadily throughout the year to the 
fourth quarter 2001 (by 1.0 per cent); 
the full-time self-employed have also 
risen over all (1.6 per cent); part-time 
employees actually peaked in the sec­
ond quarter and fell by about 54 thou­
sand to the third quarter, after which it 
rose, ending the year barely higher 
than it started; and the part-time self­
employed, following a temporary dip 
in the second quarter, rose by 2 per 
cent during the year to fourth quarter. 

The recent decline in part-time 
work should be seen against the strong 
rising long-term trend. Moreover, the 
proportion of such workers who 
would prefer a full-time job (subject to 
the heavy caveats attached to the inter­
pretation of responses to the question 
used in the LFS) has fallen from 14 
per cent in 1995 to 9.6 per cent in the 
fourth quarter of 2000, continuing to 
fall during 2001, reaching 8.4 per cent 
in fourth quarter. 

In terms of job security, temporary 
employment rose quite markedly from 
about 6.2 per cent of employees in 1993 
to 7. 7 per cent in 1997, after which it 
fell back in two periods: 1997-99 and 
during the latter part of 2001, reaching 
6.6 per cent in the final quarter. More 
significant is that the proportion of tem­
porary workers who would prefer per­
manent posts has fallen since the mid-
1990s from 42 per cent to 25 per cent in 
the third quarter of 200 1. Any slacken­
ing of the labour market may lead to a 
rise in both the incidence of temporary 
work and the proportion who are invol­
untarily employed on that basis, and this 
happened to a small degree in the final 
quarter of 2001. Such changes were 
particularly marked in the first half of 
the 1990s, but medium-term forecasts 

suggests that a recession on that scale is 
not in prospect. 

Men and women 
During the year to August-October, 
total employment for women and men 
grew by 125 000 and 106 000, respec­
tively, i.e. about 1 per cent. However, 
the patterns of employment change 
differed with women gaining more 
from the growth in employees ( 1.2 
against 0.3 per cent for men), but 
recording falling self employment (1.6 
against a rise of2.8 per cent for men), 
gaining slightly from unpaid family 
work whereas men did not, but losing 
more than men (13 as against 4 per 
cent, respectively) from the large 
decline in those on government pro­
grammes. The rise in women employ­
ees comprised a 2.6 per cent increase 
in full-time employment and a 
decrease in part-time employment of 
0.5 per cent. In contrast, for male 
employees, the increase in part-time 
work was 2.6 per cent as against neg­
ligible change for full-timers. 

Redundancies 

Although the recession in the UK is 
turning out to be relatively mild, it has 
been accompanied by a significant 
increase in redundancies in those sec­
tors mentioned earlier in the context of 
declines in output or marked slow 
downs in business development: total 
redundancies rose from 157 000 to 179 
000 between summer 2000 and 2001 
(the latest figures available), whereas 
figures were all below the correspon­
ding levels for the same periods a year 
ago. Autumn 2001 saw a further 
increase to 193 000. The industries most 
affected were manufacturing (rising 
from 50 000 to 70 000 'summer to sum­
mer'), transport (from 12 000 to 17 
000), and banking, finance and insur­
ance (27 000 to 36 000); those with 
falling redundancies were, as might be 
expected from the sustained growth in 
consumer spending and the still buoy­
ant housing market, distribution, hotels 
and restaurants (falling from 36 000 to 

29 000) and construction (from 19 000 
to 11 000). Redundancies in the autumn 
compared with the summer saw similar 
levels in manufacturing and distribu­
tion, a rise in construction to 15 000, 
and a decline in transport to 11 000; lay­
offs in banking, finance and insurance 
continued to rise, reaching 44 000. 
More recent reports of redundancies 
include the telecommunications sector 
where major re-structuring has got 
under way, notable in February. This 
reflected, especially, the saturation of 
the mobile telephone market, the 
impacts on corporate finances of what 
turned out to be very excessive bids for 
'third generation licences' governing 
mobile phone access to the wider inter­
net, and the failure of the related mar­
kets to materialise as hoped5. 

Unemployment by age, sex and 
duration 

Although unemployment has increased 
as noted above, this has not yet led to an 
upturn in long-term unemployment 
(over 12 or 24 months duration) for men 
and only slightly so for women. There 
have, however, been significant changes 
in age-sex composition. As the year pro­
gressed, unemployment bottomed-out 
first for the 16-17 year olds in the spring 
and then for each successive older age 
group so that by the fourth quarter of 
2001, unemployment was rising for all 
ages. However, only for 18-24 year olds 
was it much higher (4 per cent) than a 
year ago and for those aged 50 and over, 
it was actually 16 per cent lower. 

Allowing for gender, the rise in 
unemployment among 18-24 year olds 
was 8 per cent for men with little 
change for women. For those aged 50 
and over, male unemployment fell by 
20 per cent and female unemployment 
fell by 10 per cent. Thus the burden of 
rising unemployment has been con­
centrated on men aged 18-24. This 
has not altered very much the gender­
age pattern of unemployment rates but 
it is worth noting that the rate for 

5 The statistical basis for the above measurements derives from the application of labour legislation. 
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women aged 16-17 has risen by 2 per­
centage points since its low of 15 Y2 
per cent in the spring 200 1. 

1.6.More Recent Indicators6 

The above review takes account of 
labour market changes since 2000 to 
the third and final quarter of 2001. In 
order to assess more recent develop­
ments, it is necessary to tum to indica­
tors which are derived from official 
administrative systems which collect 
data on a monthly basis (or more fre­
quently) or to cruder methods of data 
collection which generate statistics 
which have only limited scope for dis­
aggregation but which are capable of 
being produced more quickly. The 
first group relate largely to the social 
security system and record changes in 
the numbers of people on benefits, 
including Job-Seekers Allowance. 
The second group consists of special 
surveys or consultations about busi­
ness conditions usually mounted by 
professional organisations or corpo­
rate intermediaries (e.g. recruitment 
agencies); their samples are small, 
non-random and vary in coverage and 
cannot usually sustain disaggregation 
by, say, employment sector and status. 

Announcements of lay-offs 

Manufacturing lay-offs were apparently 
still rising in mid-February 2002 and 
redundancies and recruitment freezes 
were evident in the financial and busi­
ness services and the travel-related 
industries. However, redundancies cap­
ture only one part of employment 
adjustment and, typically, give an exag­
gerated picture of the employment 
scene, all the more so when attention is 

confmed to the headline redundancies 
dwelt upon by the media. Indications 
about recent movements since August 
are available from Deutsche Banks' 
compilation from Reuters Business 
Briefing; this show that the total number 
of layoffs announced has increased 
steadily from mid-year with large rises 
in September and October. 

Job losses tend to be concentrated 
in large firms whereas job gains are 
found mainly in small firms. Layoffs 
among the former are larger in 
absolute terms and easier to report and 
thus attract more dramatic media 
attention than those among the latter. 

Short-term employment expecta­
tions 

The employment expectations indica­
tors (BCC, CBI and Manpower, as 
applicable) collectively show that 
public sector employment intentions 
were strong during 2001 with a slight 
weakening in the fourth quarter; those 
for the private service sector have 
weakened throughout the year but are 
still at about or somewhat above the 
average recorded for the series in 
question; the manufacturing indicators 
give a rather confusing picture, though 
the majority position is clearly one of 
continuing very substantial decline. 

Skill shortages and skills deficien­
cies 

Despite the fact that the labour market 
has slackened and employment has 
fallen in recent months, recruitment 
difficulties in both manufacturing and 
services have not abated significantly, 
construction and transport remain 

areas of reported shortages, although 
there is evidenced that those manufac­
turing companies wanting to recruit 
have gradually found this less prob­
lematic as they have moved through 
2001. 

The above sources offer little 
scope for a more discriminating com­
mentary. Unfortunately, publication 
of the more detailed official vacancy 
data was abandoned after April 2001 
because of the distortionary effects of 
introducing Employer Direct which 
transferred the vacancy-taking process 
from local offices of the public 
Employment Service (ES) (which will 
merge with the Benefits Agency in 
April 2002, to form 'Jobcentre Plus') 
to regional centres. 

Unemployment 

As reported above, the quarterly ILO 
unemployment measure started to rise 
in the spring of 2001. However, the 
monthly unemployment claimant 
count continued to fall until 
September, after which monthly rises 
amounting to 5 per cent overall have 
been recorded to the end of the year. 
The claimant count increased for both 
men and women by means of a recent 
upturn in inflows to unemployment 
after a marked decline whereas the 
less volatile outflows have levelled off 
after a gradual rise. 

Sectoral Employment7 

The 'workforce jobs' data have been 
substantially revised. They now show 
that employment was about 240-50 
000 higher in the first half of 200 1 
than previously reported. The increas-

6 Note that, in contrast to the case of investment intentions/expectations, where survey data have been systematically 
related to investment outcomes, there appears to be no published work of a corresponding kind dealing with equiva­
lent data for employment (including lay-offs). This is probably partly because of the usually poorer quality of the lat­
ter surveys, compared with those available for investment, and partly because of the less structured business process­
es typically governing employment decisions to which survey responses can be related. Due caution, therefore, should 
be exercised in the interpretation of the information given in this sub-section. In some cases, broad statements are 
made that seek to sum up both movements in the short-run indicators available and more qualitative information about 
business conditions and confidence derived from consultations among enterprises or professional bodies. 
7 The first paragraph takes into account the aggregate data released for December 2001. The remainder of this sec­
tion includes sectoral information up to September only. 
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es apply from March 1999, starting at 
66 000 and then rising. So the year­
on-year employment growth, as cap­
tured by this measure, has been 
revised upwards considerably. 
Workforce jobs now peak in June at 
29.5 million and fell by 22 000 by 
September and then recovered slightly 
to end the year 16 000 down on the 
peak and 53 000 (0.2 per cent) up on a 
year ago. This tells a somewhat dif­
ferent aggregate story from the LFS 
data reported above which imply con­
tinuing growth to date. 

Since the 'workforce jobs' data 
source is the most reliable guide to sec­
toral changes, the latter have also be 
revised. The main areas of job gain 
during the last half of 2001 have been 
in construction ( 64 000 - a 4 per cent 
increase), public administration, educa­
tion and health (50 000-0.7 per cent), 
and 'other services' (21 000- 0.8 per 
cent); the main areas of job loss have 
been in manufacturing (77 000 - 2 per 
cent). Changes in the three main pri­
vate service industry groups amount to 
negligible movement for distribution, 
and losses for transport etc. (30 000) 
and finance etc. ( 46 000). Agriculture 
etc. ended a disastrous year, in which 
employment had fallen by 50 000 (10 
per cent) up to September, in a recovery 
of about 15 000 jobs. 

The recent picture is that of a con­
tinuing decline in manufacturing 
being reinforced by the onset of 
declines in the most important market 
services, leaving construction and the 
public sector as the main areas of 
employment growth. The latest sec­
toral projections for 2002 (Cambridge 
Econometrics, January 2002, forecast 
release) suggest that the weakness in 
market services will continue, that 
employment gains in construction will 
be less than for 2001 but so will the 
losses in manufacturing; with further 
expansion of non-market services, this 
produces a projected economy-wide 
decline of about 60 000 for 2001/02, 
followed by recovery on about the 
same scale for 2003, leaving average 
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employment in 2003 roughly at the 
same level as in 2001 .. 

2. Policy responses 

The UK Government has put in place a 
policy framework designed to make the 
labour market adaptable. Whilst, minis­
terial responses to major redundancies 
often seem to imply that new and special 
assistance will be given to the companies 
and workers concerned, in fact the 
Government usually acts through exist­
ing administrative and financial capacity 
whether at national, regional or local lev­
els. This is partly because recent struc­
tural changes, with the exception of the 
situation in agriculture after BSE and 
foot and mouth disease, do not amount to 
large shocks on the scale previously 
experienced and partly because they are 
not taking place against a background of 
major recession in the UK economy as a 
whole. Special pleading by the airlines 
relating to September 11th is unlikely to 
produce extra state aids simply because 
of the lack of competition and over 
capacity in the industry existing before 
the event. High technology producers 
involved in the aerospace industry have a 
better case on the grounds of the impor­
tance of maintaining R&D efforts and 
keeping very skilled groups of labour 
together so as to avoid the long-term loss 
of research and development capacity -
but such support must conform to the rel­
evant EU regulatory and financial provi­
sions and cannot be said to be new poli­
cy responses as opposed to the triggering 
of conditions that justify intervention. 

3 . Case study of a redundancy sit­
uation- Rolls-Royce 

In summer 2001, Rolls-Royce plc. 
employed about 43 000 people in 
total, including those overseas, of 
whom about 14 000 were in Derby in 
the East Midlands. The company is 
an advanced engineering operation, 
concentrating on aero-engines and 
defence contracting. It is very vul­
nerable to down-turns in aero-engine 
business because over 50 per cent of 

its revenue is earned in that market. 
The aftermath of September 11th pro­
voked a major review and the £150 
million re-structuring plan 
announced in August 2000 was 
eclipsed by plans for redundancies of 
5000, of which 3800 would be in the 
UK; half of the latter being in Derby 
where the UK civil engine production 
is located. It was planned that 1455 
jobs would go initially and the 
remainder of the 1900 reduction 
largely achieved by the end of the 
first quarter of 2002, the job losses 
occurring mainly in the aerospace 
businesses, which currently employs 
28,000. This is more or less what has 
happened, except that about 500 of 
the 1900 redundancies will actually 
take place over the rest of the year. 

The trade and industry secretary, 
Patricia Hewitt, committed the 
Government to assisting with retrain­
ing. But, from the 'new' labour mar­
ket policy point of view, this and 
other announcements of redundan­
cies have reinforced the trade union 
insistence that the government should 
introduce the EU Directive on infor­
mation and consultation because of 
the lack of consultation with staff 
representatives and the unions. The 
tendency for companies to talk to the 
press first rather than their employees 
has bred further distrust and suspi­
cion that the terrorist attacks were 
being used as an excuses for exces­
sive workforce reductions. 

However, the Government 
offered a £250m loan to support the 
development of an engine range for 
the Airbus A380 superjumbo. This 
has been accepted as a legitimate 
state aid by the European 
Commission on the grounds that it is 
for research and capital spending and 
will be repaid by the company. 

Concern is not just for the Rolls­
Royce workers but also for those 
employed by about 200 aerospace 
suppliers in the region. The 
Department of Trade and Industry has 
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been working with the East Midlands 
Development Agency (EMDA), 
Derby City Council and Rolls Royce 
to ease the impact. A task force led by 
the chief executive of East Midlands 
Development Agency, had obtained 
£1m by early December and was 
expecting to take that up to £2m in the 
New Year. It also requested £3m from 
the Government's Rapid Response 
Fund, which was designed to provide 
help in such situations. So far £727k 
has been allocated, though there are 
doubts over whether more will be pro­
vided. It is hoped that this will be part 
of a £5m package, with the other £2m 
coming from the Learning and Skills 
Council (which will also take respon­
sibility for administering the Rapid 
Response funding) and the 
Employment Service. The package 
will support the placement in jobs 
and/or the funding of training and 
development for about 1 000 people 
made redundant by Rolls-Royce sup­
pliers in the East Midlands and around 
the UK. It is also supposed to fund the 
development of new industrial sites. 

The £5m package is thought to be 
sufficient partly because of the rela­
tively buoyant state of the rest of the 
East Midlands economy and evi­
dence from the Development Agency 
of enquiries from companies with 
strong interests in recruiting from 
among the skilled people employed 
by the company and its contractors. 
Nonetheless, the taskforce have made 
a case to the DTI for special support 
for the small aerospace suppliers. 
Roughly speaking, job losses 
amongst direct suppliers are estimat­
ed as likely to be in the ratio 1:1 rela­
tive to Rolls Royce redundancies. 
EMDA has decided to kick-start this 
process by allocating £220k of its 
own resources to support a number of 
initiatives, including the setting up of 
the Midlands Aerospace Alliance. 

Overall, the above case study 
exemplifies the use of existing policy 

structures to deal with a major redun­
dancy situation affecting a strategically 
important industry. A special effort is 
made in co-ordination but the different 
policy areas are drawn upon in line 
mainly with established arrangements 
for delivery at national, regional and 
local levels. The case study also shows 
how much the trade unions are quite 
marginalised through the lack of strong 
social partnership by which they might 
have played a more significant role. 

Conclusions 

The UK government's recent experi­
ence of economic developments and 
their impact on the labour market has 
not led it to re-assess either its macro­
economic stance or its micro-manage­
ment of labour market change. This 
response is probably broadly correct. 
However, the two main medium-term 
problems of UK performance remain: 

dynamic deficiency8 in the economy 
and lack of social welfare gains com­
mensurate with the growth that is tak­
ing place. This is worrying because of 
the continuing difficulties facing the 
public services: education, health and 
social care, and law enforcement are all 
facing major problems of staff morale, 
recruitment, and retention and of their 
consequences for the level and quality 
of service. Indeed, the public services 
embody their own forms of dynamic 
deficiency that seems to affiict the pri­
vate sector. Solving these problems 
undoubtedly depends not only on gen­
erating more resources for the public 
services through greater overall eco­
nomic growth but also adopting coher­
ent public sector labour market policies 
to promote innovation and efficiency 
that ensure that the greatest social ben­
efits materialise. Government handling 
of both the 'business' and 'social' 
economies has yet to acquire the sure­
ness of touch evident in its handling of 
monetary and macro-economic affairs. 

R.M Lindley 

8 See Lindley (2001) in the previous issue of this journal. 
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