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Foreword 

Unemployment is Ireland's most pressing social and economic 
problem. People are alarmed at the very large number of able
bodied men and women who are without work. Most of the 
world shares this problem, but our unemployment level is high 
even by international standards. 

Irish and EEC unelJlploYlJlent rates 
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Source: CSO (1987) European Economy No. 29, July (1986); ESR I (1987), 
Quarterly Economic Commentary, July. 

As we can see above Irish and EEC unemployment has been 
increasing steadily in recent years - especially since. 1980. 
However, Irish unemployment is considerably above the EEC 
average. This special issue of Administration is devoted ' '[0 

unemployment and includes papers by a wide range of special~' 
ists from Ireland and abroad. In the first paper Breen ou tli"e'; 
the various effects unemployment can have and Walsh then con
siders whether demographic factors have contributed to 
unemployment or if unemployment is due to more fundame~tal 
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difficulties in the economy. A variety of papers follows which 
C!;>nsider various approaches to our employment problem. 
, The present collection of papers does not pretend to cover all 
a~",cts of unem ploymcnt - instead they were chosen to address 
some·of,the more important elements of the problem. Neither 
are the 'contributors' views ones which analyse only the diffi
culties caused by uncmployment. Rather, they are positive 
statements of~ome of the ways in which we could respond to the 
challenge of unemployment. 

As a society we are at a watershed - either we continue to 
respond inadequately to our increasing unemployment until the 
problem gets so large that reasonable solutions cannot be found. 
Alternatively we can respond fully and in time. Toynbee, the 
great historian, said that a civilisation will only continue to 
thrive and develop as long as it responds to the various chal
lenges which it faces. This special issue deals with certain aspects 
of this response and is almost entirely based on papers, specially 
revised, which were delivered at the recent conference on 

. Unemployment organised by the Dublin College of Catering. A 
book containing all the papers is being prepared by BoDie Press 
for publication in 1988. 

ANTO T. KERINS 
October 1987 



The Costs of Unemployment 

RICHARD BREEN 

In attempting to assess the costs of unemployment, it is usual to 
begin by drawing two distinctions. The first of these is between 
the costs of unemployment to the individual and the costs to 
society more generally: so, for example, the loss of income 
brought about by job loss and unemployment is a cost borne by 
the unemployed individual or by his or her family, while the 
financing of unemployment assistance and benefit is a cost that 
falls on the broader community. The second distinction lies 
between the economic costs of unemployment on the one hand 
(as in the above examples), and what we might term the social 
and psychological costs on the other. 

These two distinctions arc not always very clear: the same set 
of consequences of unemployment can entail costs for indivi
duals as well as for society at lar·ge and may lead both to 
economically quantifiable and non-quantifiable costs. So, these 
two distinctions do not purport to yield a means of classifying the · 
effects of unemployment; rather, they provide a loose, but 
convenient, framework in which to seek to cost the phenom
enon. 

I can no! (for reasons that, I hope, will become clear) offer a 
definitive answer to the question of what unemployment in 
Ireland is currently costing us as individuals and as a society. 
Rather, I give some broad indications of the costs and suggest 
why it proves difficult to make a reliable estimate of them. I con
clude by drawing together my findings and ind~cating what they 
imply for government policy. 

This review of the costs of unemployment is; qf necessity, 
selective, but I focus on what I believe to be the major ~ues. On 
the non-economic side, these are the costs of unemploYll.1ent in 
terms of health, marital stability and crime, and, oh · the 

. economic side, the costs to the economy as a whole in lo~t outPut, 
the costs to the Exchequer; and the costs to the individua}s who, 
are unemployed. Essentially, I will review the existing litera
ture. Ideally, I would have liked to review Irish research on these 
issues, but this is relatively s:cant. In some cases, however, --

225 
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."a,lthO~gh it would be desirable to have our own research, its 
om,ission is made less ser.ious by the fact that we can reasonably 
assume that what has been found to hold in other countries 
regardi\lg, say, ' the relationship between unemployment and 
health, will hold, given comparable circumstances, in Ireland , 
too. 

In looking at costs; then, I want to begin with the non
economic costs o[,unemployment, concentrating initially on the 
e/Tects of unemplOyment on physical health. 

Unemployment and health 
The meaning of work is broader than the mere earning of a 
wage. A large number of authors (for example, Hayes and 
Nuttman 1981, pp. 38-43; Jahoda et al 1979, pp. 494-95) have 
identilied several other functions served by work; these include 
the structuring of time, the a/Tonjing of opportunities for social 
interaction, and the provision ar'a basis for one's social status, 
self-respect and personal identity. The absence of work, then, 
results in far more than a loss of income. Numerous writers 
(Eisenberg and Lazarsfeld 1938; Gould and Kenyon 1972; 
Harrison 1976; Hay~s and Nuttman 1981; Hill 1977; Jones 
1972; Marsden and Duff 1975; Sinlield 1970) have suggested 
that the unemployed typically pass through four phases: an 
initial shock at the loss of their job, then optimism in the early 
period of looking for employment, gradually giving way to 
pessimism at their failure to secure work and, finally, fatalism, at 
which stage the unemployed become resigned to their situa
tion,l 

Unemployed adults come under considerable pressure from 
neighbours, family and society at large to get ajob, and this can 
lead to considerable stress, particularly when attempts to lind 
work continually meet with no success. The process of looking 
for work itself often becomes humiliating, and this humiliation 
may be compounded by those who regard the unemployed as 
'social welfare scroungers' or 'defrauders'. The result is the stage 
of fatalism, when the individual ceases to look for work and 
becomes resigned to joblessness. This resignation is self-fulfilling, 
since, as the intensity to seek work declines with the increasing 
duration of unemployment, so does the likelihood of getting a 
job. 'Prolonged unemployment', as one writer (Harrison 1976, 
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p. 340) has noted, 'brings many people face to face with acute 
personal dilemmas and fundamental questions about their 
identity and value to society.' 

Thus, the negative effects of unemployment on individuals 
and their famil ies may arise not simply throu gh the decline in 
their income and their relative poverty, but through the stress 
generated by the fact of being unemployed. However, while 
there is no doubt that unemployment leads in many cases to a 
loss of self-respect and to feelings of depression, hopelessness and 
even despair, the question of whether, and to what extent, 
unemployment can be held responsible for measureable declines 
in physical and mental health (in the sense that the unemployed 
person exhi bits clinical symptoms that require professional 
attention) is much more contentious. 

A good deal of research (for example, Jahoda et al 1971 ; 
Gardner et al 1969; Brenner 1977, 1979; Cobb and Kasl 1977; 
Hakim 1982, pp. 444-45) has shown an association between 
unemployment and ill health: the unemployed sufTer, on 
average, much poorer health than those in work. At the 
extreme, some studies point to a link between unemployment 
and mortality rates: for example, Brenner (1979) found that the 
unemployment rates and the standardised mortality rates for 
English counties in 1971, showed a high (. 51 ) positive correla
tion. However, to show that the unemployed are more likely to 
be ill - or even to die - is not the same as demonstrating that 
unemployment is the principal or even a partial cause of ill 
health. So, some of the most influential studies of the effects of 
unemployment have been based on small-scale research, in 
which the samples were too small and whose rigour was not 
sufficient to enable us to draw conclusions about causation 
Oackson 1985, p. 83; Bolger et a11983, pp. 24-25):,On the other· 
hand, in those instances where large samples have been used or 
where aggreggate data have been employed, problems of a 
different kind a rise (Hakim 1982; Bolger et a11983; Cook-~ 985). 
For example, in so-called cross-sectional surveys, in which-l;he 
health of a sample of the unemployed is compared with that ofa 
sample of people at work, the direction of causation may ·be 
unclear. Rather than unemployment causing ill health, it may 
be that ill health is the cause of unemploymen t - if, for instance,.. 
employers prefer to layoff workers who are less productive 
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b ,ecause they are ill. Of course, if this were so, then as the level of 
unemployment rises, the proportion of the unemployed who 
have.. become so because tbey are ill similarly should decline; 
thus, the relationship between ill health and unemployment 
should diminish over time. The fact that it has not seems to 
indicate that employment may indeed be responsible for poorer 
health (Hakim 19B2, p.445), rather than the reverse. 

However, there are other problems associated with trying to 
determine the direction of causality in the relationship between 
health and unemployment. For example, even if studies inter
view people before and after they become unemployed, there is 
the danger that a deterioration in the health of the respondents 
may be an artefact of the research itself. It has been suggested, 
for example, that unemployed people will tend to emphasise 
health problems to a greater extent than those at work, possibly 
as a means of rational ising their lack of a job (Hakim 1982, p. 
445; Fagin 1979). Thus, self-reports of health status by the un
employed may not be very reliable. A further difficulty arises 
because simple comparisons of the health status of those at work 
and those who are unemployed fails to take into account the 
issue of what sorts of people are most likely to be unemployed. 
Put crudely, since the unemployed - and particularly the long
term unemployed - are drawn from those social classes and 
age-groups that, in any event, tend to report the highest levels of 
certain types of ill health, it is often unclear whether unemploy
ment itself is leading to ill health or whether the relationship 
arises because the unemployed come from the least healthy sec
tions of-the community.' So, for example, in a British study, 
White (19B3, pp. 53-57) noted that long-term unemployed men 
and women reported much higher levels of ill health than did 
the population as a whole_ However, once allowances were 
made for the age and social class composition of the long-term 
unemployed, these differences between them and the general 
population in their reports of ill health either disappeared 
entirely (in the case of women) or became quite small (in the case 
of men). 

On the other hand, research in Britain (Moser et al 19B4), 
following up a one per cent sample from the 1971 Census, 
showed that unemployment had a very clear efTect on the health 
of the unemployed. For example, throughout the 1970s un-
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employed men were found to have higher rates of mortality than 
the male population of working age as a whole. This difference 
persisted even when the age and social class composition of the 
unemployed were taken into account. Likewise, this research 
found that unemployment affected the wives of unemployed 
men, who had higher rat~" of mortality than in the equivalent 
age segments of the female population as a whole. 

In a well-known study of factory closure in Michigan (Cobb 
and KasI1977, based on 1967 data), the health ofa group ofa 
hundred men aged 40-59 was monitored before and after the 
closure of the factories in which they worked, and then was com
pared with the health of a control group of seventy-four other 
men. Allhough the study found that the health - both physical 
and mental- of those men made redundant did indeed deterio
rate in several respects when compared with that of the control 
group (there were suggestions of an increased risk of diabetes, 
ulcers and heart disease), the study is not wholly convincing. 
This is, in part, because it is difficult to generalise from the study 
of workers in only two factories, and in part because the small 
size of the sample, together with thelarge number of health out
comes measured, made it impossible to reach firm conc1usions 
(Cook 1985, p. 79). 

Another avenue of research i'n this field is exemplified by the 
work of Brenner (1977; 1979). He used data at aggregate levels 
(e.g. unemployment rates and mortality rates for English 
counties in 1971; or in another study [Brenner 1973] mortality 
rates from heart disease and unemployment rates in the state of 
New York between 1915 and 1967) and attempted to find a rela
tionship between such things as death ra!es and rates of 
unemployment. While this research has tended-!o show a rela
tionship between levels of mortality and measures of economic 
change, this method of approaching' the issue is open to many 
criticisms (Gravelle et al 1981; Cook 1985, p. 80), Perhaps the 
most telling is that the models that Brenner uses to acco\tpt for 
the relationship between health and e.conomic variables, suc4, as 
the unemployment rate, are almost certainly deficient since they 
omit factors such as smoking and diet, which are strongly related', 
to health but , m,easures of which are no) available at the \ 
aggregate levels at which Brenner's models are operaiionalised. 
If these measures could have b~en included, then the statistical 
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.\;clati" nship between health and unemployment might well 
haye been changed. 

Until recently, there was no Irish research into the costs of 
unemployment on physical health. The only data relating to the 
question ' "\"ere those presented by Corrigan (1980), who noted 
that a growth in consumption (under the General Medical 
Scheme) of sedative/tranquilliser drugs in I reland between 
mid-1974 and'mid-1975, 'coincided closely with the rise in 
unemployment in the same period' (Corrigan 1980, p.297). 
However, a t other periods, his data show no relationship 
between prescribing rates and unemployment. Work on the 
relat ionship between health and unemploymen t is in progress at 
the Irish Foundation for Human Development. Part of this 
research, com paring the health of the young unemployed with 
the health of a sample of young white eollar workers, has shown 
that the former have poorer health in several respects, and that 
the unemployed smoke more and have poorer dieta ry practices 
(Ronayne et al 1986, p. 16). 

One difficulty, common to the whole question of the efTeets 
and costs of unemploy ment, is that these efTects may be difTerent 
fo r difTerent people. So, for example, although some people may 
suffer ill health as a result of being out of work, the health of 
other individuals might actually improve if their previous work 
had been in industries associated with relatively high levels of 
occupational illness. What this suggests is that a greater aware
ness of the processes by which employment status might influ
ence health is called for, and that the techniqu es by which we go 
about unravelling these processes should be correspondingly 
more discriminating. 

H owever, let me conclude this section by noting that some of 
the best evidence that physical health is influenced by unem
ployment actually comes from studies that have concentrated 
on the health of the families of the unemployed, as in the study of 
Moser et a l (1984) to which we referred earlier. In another 
British study, Brennan and Stoten (1976) found that, among 
children aged 0-4 years, unemployment of the household head 
was an important determinant of mortality, even when allow
ances were made for social class background. Likewise, their 
rates of hospitalisation were double those of children from 
families not suffering from unemployment. In a study of babies 
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in Glasgow, (Cole et al 1983) it was found that the mean birth
weight of those whose fathers were unemployed was sign ifi
cantly less than those whose fathers were at work. . 

While both these studies are open to criticism (e.g. Cook 1985, 
p. 77), they point to a fairly clear mechanism by which 
unemployment afTects children's health. Since young and 
unborn chil dren pres!-,mably arc relatively unafTectcd by the 
stress fadors associated with unemployment, and since 'neo
natal and infant health remain the most sensitive indicators of 
deprivat ion ' (Cook 1985, p. 81), these res ults identify the 
financial consequences of unemployment as the causal factor 
underlying these particular costs. The loss of income leads to a 
-reduction in expenditure on food, heating and so fort h, thus 
increasing the risk of neonatal and inlant ill h~a lth (see H 'lkim 
1982, p. 448). In this respect, however, the unemployed are like 
any other group experiencing poverty: babies and children from 
poore,: families are smaller and less healthy, regardless of 
whether their father is in work or not. Thus, th ese British studies 
indicate that poverty Is the immediate cause of children's ill 
health, but in Britain at least, the most common cause of poverty 
nowadays is unemploymenl. :l If the same is true in Ireland - if 
unemployment leads to poverty - then we should expect to find 
very similar conseq ucnces. 

Turning to the relationship between unemployment and 
mental health, there is no doubt that the experience of 
unemployment causes the kinds of demoralisation we described 
earlier, although research has shown that not everyone suflcrs to 
the same extent. Thus 'the severity of the psychological conse
quenees of job loss is determined by the degree of attachmcnt to 

. paid employment andl or occupation as a cent,al focus of per
sona l identity' (Hakim 1982, p. 449). It has been suggested that, 
for 'those in employment , high commitment [to work) is related 
to good psychological health; for those who are unemployed the 
opposite is true - high commitment to work is related to poor 
psychological hcalth' Uackson 1985, p. 90)" "" 

Such demoralisation and loss of self-respect may well cnfail 
costs; for instance, the individual may become less employabl .. 
as a result. However, there is also increasing evidence regarding 
the extent to which unemployment leads to psychiatric dis
orders (in the sense, again, tha~ the jobless require the attention 
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·of the health s~rvices). The issues involved in establishing 
u'nemployment as the cause of psychiatric problems are much 
th';·"ame, as those we discussed in relation to the unemploy
mentl<physical health link: however, a growing number of 
studies se~in to point to a causal explanation. Research involv
ing schoot"leavers in Sheffield (Banks and Jackson 1982;Jackson 
1985) showed-that those who were unemployed several months 
after leaving scbool reported higher levels of symptoms of poor 
psychological hea1th than did those who had ajob or were on a 
state training scheme. Conversely, at a second interview, among 
those who had been unemployed but had then got a job, 
symptom levels declined markedly, whereas among those who 
were stiU unemployed, the levels remained high.' 

Suicide and parasuicide (deliberate but non-fatal attempts at 
self-harm) can be regarded as an extreme manifestation of 
psychological ill health. In a study carried out in Edinburgh by 
Platt (1983), it was found that between 1968 and 1982, the 
unemployed were at least nine times more prone to parasuicide 
than the employed, with the greatest risk found among those 
who had been unemployed for more than a year. Within areas of 
Edinburgh, the parasuicide and unemployment rates were 
strongly related, and this relationship has grown in strength as 
unemployment has increased. Finally, Platt estimates that in 
1979, 37 per cent of parasuicides were attributable to unemploy
ment; by 1982 this had risen to 58 per cent. 

As Cook (1985, pp. 76-77) writes, in reviewing Platt's study, 
there are questions relating to these data and results that remain 
unanswered: nevertheless, the possibility cannot arise (as it does 
with other symptoms of ill health) that the symptom caused 
unemployment: that is, the argument that people become un
employed because they are potential parasuicides is not really 
convincing. Platt's findings, therefore, appear to suggest that 
the increased risk of parasuicide is attributable to unemploy
ment. 

Irish findings on the e/fect of unemployment on psychological 
health come from a study carried out in 1982 and 1983 
(McCarthy and Ronayne 1984; Ronayne and McCarthy 1985), 
using a sample of around 200 registrants (unmarried and aged 
15-25) at the two Dublin city centre offices of the National Man
power Service. Among this group, the experience of unemploy
ment 
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... was accompanied by considerable psychological distress 

.... It was ... accompanied by high levels of anxiety, depres
sion and hostility. Indeed, forapproximatcly two-thirds of the 
sample the levels of negative affect ... were similar to what, on 
average, one would find among a psychiatric patient sample. 
(McCarthy and Ronayne 1984, p. 31) 

In later interviews it was found that the sub-sample which 
meanwhile had obtained employment evinced less anxiety and 
depression, while those who were still unemployed continued to 
experience acu te worry and despair. The fact that at the initial 
interview there had been no difference in levels ofpsychological 
distress between those who subsequently got jobs and those who 
did not, does indeed suggest that entry into work had helped to 
alleviate these symptoms. 

UneDlployrnent and the family 
In a study of twenty-two British families, Fagin (1981 ) reported 
that unemployment of the household head was associated with a 
worsening of marital relationships, leading, in some cases, to 
permanent separation between the partners. Similar results 
have been found in other studies carried out in the United 
Kingdom (Sinfield 1968; Marsden and Duff1975; Coiledgeand 
Bartholomew 1980) and in the USA (see the review by Moen et 
al 1982). Again, however, the picture is not entirely straight
forward. For example, in Britain unskilled manual workers have 
the highest risk of becoming unemployed, but they also have the 
highest d ivorce rates, regardless of their employment status. 
Thus we should expect to find an association between divorce 
and unemployment, even if there is no causal ·link. 

Nevertheless, some studies do provide evidence that 
unemployment is a contributory factor - if not the sole cause
of marital difficulty. For example, in interviews, (e.g. Fagin 
1981) the unemployed often state that unemployment is on~ of 
the causes of family stress. A study in the USA (Liker and Elder 
1983), which followed families over 'a period of two decad'es, 
indicated that unemployment led to increased marital stress: \ 
However, the precise effects of unemployment varied accon;ling 
to the initial quality of the rparital and famili a l relations,. 
Broadly speaking, where close-knit, good relations prev!,i1ed 
before the onset of unemployment, unemployment itself could 



234 Administration Vol. 35, No.3 

- ., strengthen these bonds, whereas unemployment puts a strain on 
an initially poor relationship. 
Obher studies have pointed to further consequences of 
unernpl,?yment for the families of the unemployed. We have 
a lready ,discussed the issues of neonatal and infant health and 
physical 'and mental health of spouses: work in the USA (Moen 
et al 1982; Steinberg et al 1981) has suggested a link between 
unemploymeIlI,. and child abuse, and studies in the USA and 
Britain (Eisenberg and Lazarsfeld 1938; Sinfield 1968) have 
shown an association between parental unemployment and 
their ~hildren' s educational attainment. Irish data (Breen 1984, 
p. 104) show that, among recent cohorts of schoolleavers, even 
when we allow for social class difTerences in the propensity to 
leave school early, parental unemployment is a very strong 
indicator of the likelihood that children will drop out of school 
without qualifications. 

UnemplOyDlent and crime 
It is often stated that increased unemployment leads to higher 
levels of crime and delinquency. However, much of the diffi
culty in assessing the nature of the relationship between 
unemployment and criminal behaviour arises because those 
who are most likely to come before the courts arc, in any event, 
young and of lower working-class backgrounds - precisely the 
characteristics of those most likely to be out of ajob. Thus, this 
coincidence of unemployment and crime may help strengthen 
the perception that the two are linked. This link has also been 
attested to by numerous pieces of research (see Hakim 1982, p. 
420). For example, in a review (chiefl y American) of the evid
ence, Phillips and Votey (1981, p. 170) write 'most of the empiri
cal studies find that the unemployment rate has a positive 
impact on the crime rate.' This is not to say, however, that it is 
necessarily the unemployed who are commiting this extra 
crime, although other evidence indicates that the unemployed 
feature prominently among those apprehended by the police. 
Rottman's (1984, p. 118) study of the Irish criminal justice 
system showed that 72 per cent ofmales apprehended for indict
able ofTences in the Dublin Metropolitan Area in 1981 were 
recorded as unemployed. The causal processes underlying such 
statistics are far from transparent, however. One important con-
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sideration is that employers a re reluctant to hire people who 
have crimina l records. Therefore most recidivist criminals are 
likel y to be classed as unemployed (and, of course, their inability 
to get ajob creates an incentive for previous offenders to turn to 
crime). 

In her review of the evidence, Hakim (1982, p. 450; see also 
Rollma n 1985, p. 46) claims that research has shown that, in 
addition to increasing recidivism, unemployment increases 
juvenile delinquency, possibly leading to criminality in adult
hood. It has been argued that those most likely to engage in 
criminal activities are individuals with a limited stake in con
ventional society. To the extent that unemployment - and 
particularly prolonged unemployment weakens the 
individual's bonds of attachment to conventiona l society,' this 
may explain the link between juvenile crime and unemploy
ment. 

The social costs of unetnployment 
So far I have looked at some of the costs of unemployment - to 
individuals, families and to society as a whole . Clearly, and 
necessarily, I have been sele,ctive; for example, I have said 
nothing about the political costs of high unemployment, nor 
have I touched on issues such as the effects of high unemploy
ment on equality of labour market opportunity between men 
and women. However, what is significant about the three areas I 
have examined is that, as well as constitut ing social and psycho
logical costs in themselves, greater ill health, poorer family rela
tionships and rising crime rates all imply costs to the Exchequer 
in the additional use of health and social welfare provisions and 
in an increased burden on the criminal justice system. 7 We now 
turn to a more detailed examination of the economic costs of un
employment. 

, . 
Financial costs of unemployment , 
The financial cost of unemployment to the individual is often 
defined as the difference between his or'her net income when: in 
work and income derived from unemploymen t compensatiort· 
(Unemployment Assistance (UA) or Unemployment Benefit 
(UB)). Ideally, however, other'cash income should also be taken 
into account, such as redundancy payments, and other cHanges 
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'in circumstances that may, in some cases, act to the benefit of the 
un~mployed (eligibility for free medical care under the General 
Metlical Scheme, reduced rent under the Differential Rents 
Scherl,e; absence of transport costs to and from work, and so on). 
Clearly !,he exact economic circumstances of unemployed 
individualS will vary considerably, but, in theory, it ought to be 
possible to arrive at an average figure of the ratio of income 
when unemployed to income when at work. Economists call this 
figure the' 'average replacement ratio'. Recent estimates (Black
well 1985) of 1984 average short-run unemployment ratios are, 
for married persons, 79 per cent on UB (including the pay
related component) and 51 per cent on UA. For a single person, 
the figures are 60 and 27 per cent respectively. Broadly 
speaking, replacement ratios are higher among those who have 
low pre-unemployment incomes, who have recently become un
employed, and who have large families. These va'riables ensure 
that there is a considerable val-iation in replacement ratios. 
However, since the majority of those claiming benefit or assist
ance arc unmarried (around 58 per cent, with a further 8 per 
cent being married without children), a high average replace
ment ratio for the unemployed as a whole seems to be the result 
either of much low paid pre-unemployment work and/ or short 
durations of unemployment. 

Such evidence as we have shows that the unemployed are, 
relatively, very poorly off. The maximum weekly rates of VB, 
for example, (excluding the pay-related component as of 
September 1986), vary between £41.40 for a single person, to 
£67.70 for a childless couple, to £113.70 for a married couple 
with five children. Rates ofUA are, of course, lower. Data on the 
position of the unemployed in the overall income distribution 
are available only for the 1980 Household Budget Survey (HBS) 
and therefore are somewhat out of date. On the other hand, this 
method of approaching the question of how well or how poorly 
olf the unemployed are has the advantage th~t it concentrates 
not on individuals, but on households, and this is likely to be 
very important to the extent that unemployment is con
centrated in specific households. There is much evidence that 
this is indeed the case. For example, in a study of the long-term 
unemployed among the youth population, carried out for the 
Youth Employment Agency (YEA) in 1985, it was found that 
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the unemployment rate among fathers of respondents, 
excluding those outside the labour force, was 47 percent, three
and-a-half times the ra te for all adult males aged 45 to 64. 
Furthermore, of the four-fifths of respondents to this survey who 
were living in their parental home, the unemployment rate 
among siblings was 58 per cent (YEA 1986). In other words, 
high levels of youth and adult unemployment tend to be found 
together in the same households. 

Some indication of the extent to which households are wholly 
dependent on welfare payments comes from Garvey's (1983, p. 
124) analysis of sample data from the 1981 Census. Of those 
households with at least one person unemployed, just over half 
had no one at work, and these were probably totally dependent 
on welfare payments. 

The 1980 HBS data show that half of all expenditure on 
Unemployment Assistance and Unemployment Benefit went to 
the poorest 20 per cent of households, and over three-quarters to 
the poorest 40 per cent. However, in cases where the head of 
household was unemployed,- 70 per cent were in the bottom fifth 
of the direct income distribution and, even allowing for social 
welfare payments, over 60 per cent were in the bottom fifth of 
the disposable income distribution. 

The extent of financial hardship among ihe unemployed is 
likely to depend crucially on two things: firstly, whether or not 
there are other income earners in the household (or, more gener
ally, the ratio of earners to dependants); and, secondly, the 
duration of unemployment, with those who are unemployed for 
long periods or who have a history of moving rapidly in and out 
of unemployment (a group termed the 'subemployed' by Norris 
[l978a and b]) likely to sufTer the greatest hardship. The rela
tionship between financial hardship and unemplDyment dura
tion or frequency arises not only because the rates of the gener
ally available assistance are lower than those of corltribution
based benefit, but also because of the cumulative efTects. of low 
income. It may be relatively easy for a family to manag~ qn a 
reduced income for a short period; it is infinitely more difficuft-to 
do this over the long term. . . " 

The available data (albeit rather dated) reveal th".t the 
majority of the unemployed are ih households"Where there is nQ 

earned income, while more recent data show thatjustles~ than 
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h.aIr-of the males oil the Live Register have been there for over a 
year. 1:he conjunction of these two circumstances is likely to 
cau'se, considerable hardship' Some indications of this can be ob
tained'from Roche's (1984, p. 82) findings (again based on the 
1980 HBS),: For example, he shows that, in 1980, while house
holds headed by an unemployed person made up only 4percent 
of the total of "II households, they accounted for between one
quarter and one-fifth of households below the poverty line (as 
Roche defines it) .. 

That many of the unemployed are financially poorly off is 
inescapable, and it also appears that a large proportion of the 
unemployed move from badly paid jobs into more badly 
remunerated unemployment. In very many - probably the 
majority - of cases, unemployment simply makes the already 
poor poorer. 

Finally I want to turn to that aSpect of the cost of unemploy
ment that perhaps springs most r~adily to mind when we think 
of this matter: namely, the costs tothe economy as a whole and 
the costs to the Exchequer, and thus, ultimately, to the taxpayer 
(whether this cost falls on current or future taxpayers). First I 
shall present some estimates that have been made of these costs, 
and then discuss what they might mean and what they might 
imply for a job creation policy. 

Probably the best known attempt to assess the cost of unem
ployment to the economy as a whole was the OECD's (1982, p. 
17) estimate of a loss of output in all the OECD countries 
equivalent to the combined GDP of Canada and Denmark (or 
SUS340 billion). The only estimates for Ireland come from 
Bolger et al (1983, p. 7): their figures, for 1982, vary between a 
low estimate of £639 million (5.4 per cent ofGDP) and a high of 
£848 million (7.2 per cent ofGDP). These estimates relate to the 
costs of a level of unemployment over and above an assumed 
'natural' frictional rate of unemployment of 4 per cent. My own 
estimates for 1984 (using a slightly simpler methodology)" put 
the output cost (again net of assumed natural rate of unem
ployment) in the region of £1,100 million, of 6.8 per cent of 
GDP. 

Bolger et al (1983) also make estimates of the costs of 
unemployment to the Exchequer. To arrive at these estimates, 
they add the direct costs to the state (UA, UB, pay-related and 
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redundancy payment) to the revenue forgone (in terms of direct 
and indirect tax and social insurance), to the net costs of special 
employment schemes and to administrat ive costs. This, of 
course, excludes costs deriving from some of the things we have 
discussed earlier, such as increased costs to the health service 
and higher costs of coping with crime, as well as the. costs of 
other benefits that the unemployed may not have been receiving 
when in work, such as free medical care and reduced rent. In this 
respect, then, Bolger et ai's estimates may be presulned to err on 
the side of conservatism. 

The most recent year for which they present a relatively 
complete estimate of Exchequer costs is 1980: in that year Bolger 
et a l estimate the direct costs to have been £170 million , with 
forgone tax revenue adding a further [ 190m., and costs of 
administration and specia l employment schemes coming to 
£33m., yielding a total of £392.5m.' T heir estimates for 1981 
and 1982 exclude the costs of redundancy payments, special 
employment schemes and administration. Even so, in 1982 the 
estimated cost had increased to £742m. My estimates for 1983, 
1984 and 1985 (which include the costs of those items that Bolger 
et al excluded in 1981 and 1982) are shown in Ta ble I.'. 

For all three years the tax forgone figure is an estimate; all 
other figures come from the relevant volume of Comprehensive 
Public Expenditure Programmes (CPEP) although the admin
istrative costs are an estimated proportion of the totals given 
there for the various programmes and sub-programmes. All the 
expenditure figures for 1985 are estimates given in CPEP 1985 
and they assume an average of217,600 people on the Live Regi
ster over the year. In fact the average was. approximately 
230,000, so these estimates probably err on the' low side. The 
estimate of tax lost in 1985 was based On the iarger figu re. 
Fina lly, not all of these costs are met by the Exchequer; the man
power programmes, in particular, receive a considerable 
subvention from the European Social Fund. Receipts Yro"l. the 
ESF in respect of the spccific sub-programmes included in th'!!:?e 
calculations are shown a t the foot of Table 1, although not all of 
this sim can be offset against the expenditure figures." The estL- ' 
mates in Table I show that, in 1983, the cost.of'unemploymerit 
exceeded one billion pounds; by 1985 they exceeded one-and-a- _ 
half billion pounds, or roughly, 8Y, per cent of GDP. , 
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·:fable 1: Costs ofunelDploytnent (estilDate) 1983-85 
(in£OOOs) 

<- 1983 1984 1985 
Direc~"coSls l 
Social Welfare 

UA 187,896 257,424 278,710 
UB 216,360 220, 120 252,020 
Pay-related' . 48,280 39,300 46,755 
Redundancy 17,800 25,040 28,340 

Training and job creation 86,222 95,293 146,368 

Administration 32,610 35,584 39,180 

Indirect costs' 
Total tax revenue forgone 473,428 614,003 711,233 
Total costs 1,062,596 1,286, 764 1,502,606 
ESF receipts' 52,708 66,381 78,525 

Sources: Q;mprehensivt Public I:!.xpenditurt Programme! 1984 and 1985 
I Programme 39 items A and C (excluding payments to smallholders), Pro

gramme 5, items D. F, G. H) and parts orB and C; administrative oosls arc 
estimated as a proponion of lOtal adminislration budgets. 

'I Author's estimates following Bolgct cl al 1983. 
J Includes receipts under the general heading of Programme 5, plus all pay

ments to AneO, CER T and YEA. 

The econolDic costs of unelDploYlDent: what do they 
iInply? 
In our discussion of the costs of unemployment to the economy 
(in the form of lost output) and to the Exchequer, we referred to 
the practical difficulties of making such estimates." But of 
greater importance is the question of the usefulness of these esti
mates and how they should be interpreted. For example, even if 
we could create, say, 125,000 jobs (roughly equal to half the 
number of the currently unemployed), unemployment would 
not fall by half because of the fluid nature of the Irish labour 
force. Rather, the labour force itself would grow in response to 
the creation of jobs, and the Exchequer costs of unemployment 
consequently would not fall by as much as we might have anti
cipated." 

Some of the problems in arriving at an estimate of the costs of 
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unemployment derive from the fact that the question is counter 
factual: we are asking what would the economy have been like, 
and what costs would the Exchequer have incurred, if, instead of 
the present level of unemployment, we had something 
approaching a more 'normal' level. We are forced, therefore, to 
specify not only what the 'normal' level might be, but also to 
suggest what costs might be entailed in reaching it. For example, 
we can make estimates of the Exchequer costs of unemployment 
at its present level, and compare these with the Exchequer costs 
at a rate of 4 per cent, or 6 per cent, or whatever we feel is the 
normal 'frictional' level of unemployment in Ireland. But, in 
addition, we ought also to allow for the costs to the Exchequer of 
maintaining unemployment at this lower level. So, if the policies 
of the late 1970s, which entailed direct job creation in the public 
sector, had been pursued, then these would have incurred costs 
(to present or future taxpayers), estimates of which ought to be 
olIset against the present costs of unemployment. 

If similar arguments are applied to the present position, then 
the debate about the costs of unemployment moves inexorably 
towards the question of whether these costs are in any sense 
avoidable. In other words, are ,there policies that would reduce 
unemployment without incurring increased costs? There have 
been a number of studies, as well as actual schemes, concerning 
the provision of short-term employment through some form of 
state involvement (see, for example, National Planning Board 
1984, p. 269). These include schemes in which the wage costs of 
participants are met by the Exchequer - for example, the Work 
Experience Programme (WEP), Teamwork and the Social 
Employment Scheme - and those in which the state writes 01I 
some of the cost of taking on new employe ... s, such as the 
Employment Incentive Scheme (EIS). 

Such schemes entail a net Exchequer cost. In some'Cases this is 
very small (for example, my own estimates of the net cOst to the 
Exchequer of each WEP place, is approximately £12 i>en~eek) 
but in general it exceeds the cost of maintaining individuah .. on 
social welfare. For example, estimates made by the 'Na~ioval 
Planning Board (1984, p. 265) indicate that a net expenditure"" 
of £1 million per annum would yield 175 jobs at a wage of £145 
per week in the various types of local authority and other pn1-
jects which the Board considers. Estimates by the Department of 
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, 
F.!nance (1984) of 'the costs of direct job creation in the public 
sector suggested that a gross expenditure of £1 million per 
ann:uJ:Il would support 95 jobs so created. This can be compared 
with the numbers that could have been supported by the 
expenditure of an equivalent amount on social welfare: 560 
single persohs on UA, or 255 married persons with one adult and 
two child dependants on UA, or 218 of the equivalent families 
on UB. 

The costs of Irish unelllploYlllent: conclusions 
In this review I have discussed some aspects of the social and 
psychological - as well as the financial - costs of unemploy
ment, as these are experienced by individuals, families and 
society at large. From the quantity of research carried out into 
this topic, one thing is clear: ther~ is great variation among the 
unemployed in the way unemployment alTects them. There arc 
two, apparently simple but often neglected, sets of reasons why 
this should be so. Firstly, because of the different circumstances 
in which the unemployed find themselves. So, for example, 
whether you become less healthy after the loss ofajob depends 
on the extent to which that job itself entailed health risks; like
wise, the influence of unemployment on marital stability seems 
to depend very much on the pre-existing quality of the marital 
relationship. In terms of financial costs, the extent to which un
employment leads to hardship depends upon a variety offactors: 
whether there are other income earners in the household, the 
ratio of earners to dependants, whether or not family and kin 
can be called on for help, and whether or not opportunities are 
present and are taken up for the unemployed individual to earn 
extra income in the 'black' economy. The second set of reasons 
for the variability in the elTect of unemployment derives from 
the fact that unemployment is not the same thing for all the un
employed. For some it is a short-term and possibly a singular 
phenomenon, whereas for others it has become an almost per
manent state; for yet others, a pattern of employment inters
persed with periods out of work may have been a feature of their 
entire adult life. Such dilTerences inevitably give rise to varia
tions in the elTect of unemployment. Research into the costs of 
unemployment ideally should help us to identify who (in terms 
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of these two sets of factors) is most likely to suffer the most severe 
consequences. 

Turning to these specific costs, there is, I believe, increasingly 
persuasive evidence of the deleterious effect of unemployment 
on the physical and psychological health of the unemployed and 
the ir families, on the quality and nature offamilial relationships 
a nd on the level of crime. In my review of this literature I so ught 
to approach these studies critically, but it seems to me that while 
va rious methodological and other difficulties may lead us to be 
sceptical of the findings of earlier work, there is now a growing 
body of more discriminating research that points less equIvoc
ally to a causal link between unemployment and such factors as 
ill health. 

That the unemployed a re, for the most pa rt , among the 
poorest members oflrish society is an inescapable fact, and those 
households most severely affected are the ones in which there arc 
no other income earners and where unernployment is pro· 
longed. The evidence relating to the effect of unemployment on 
physical health suggest, that financial hardship is one of the' 
factors leading to the poorer health of'the unemployed and their 
families. As we noted earlier, faced with a low income, families 
may cut back OIl expenditure on Ibod and heating, which in turn 
can be the immediate cause of ill health among children and 
'other family members. 

While the financia l costs of high unemployment to the 
economy and to the Exchequer are substantial, there appears to 
be widespread agreement that direct job creation or job subven
tion by the government is not feasible as an'immediate solution 
to the problem. Although such schemes are in operation, they 
genera lly give rise to a net Exchequer cost and are, ljy their 
nature, limited in both the number of jobs they can ,create and, 
for the most part, in their duration. In many cases - the WEP 
being a good example - such schemes depend upon p,lacing 
participants in jobs at the margin, where non-labour costs are 
low or effectively absent and where the wage paid is consider
ably below the rate for the comparable permanent employm~nl' 

Most of these schemes are designed for specific groups within \ 
the labour market. However, given our growing knowledge of \. 
which individuals among the unemployed, run the most risk of ' . 
suffering major adverse consequences in terms of ill health, 
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\ financial hardshi'p, and so on, consideration might be given to 
aiming these schemes more precisely at those whose risk is great
est "-Given the limitations of such schemes, they cannot pretend 
to prbvide a solution to the unemployment problem; however, 
properly targeted, they may be able to act as a palliative against 
some of its more severe consequences. 

Notes to artiCle 
J Some writers, (fo~ example, Sin

field 1981) have criticised this 
depiction as an oversimplification 
of a si tuation in which the re
sponses to unemployment are 
diverse. 

2 In sta tistical terms, the correla
tion between unemployment and 
ill health can al'isc for any oflhrce 
reasons: unemployment may 
cause ill health; ill hea lth may 
cause unemployment; or there 
may be what is tcnncd a common 
prior cause or inte rvening vari
able, which accounts, or is related 
to, the incidence of both ill health 
and unemploymenl. 

::I This may seem an' unsurprising 
statement, but until the late 
19705, the most common causes of 
poverty in Britain were old age 
and ill health. In the mid-1980s, 
low pay and unemployment were 
identified as the major causes of 
poverty (Pond and Burghes 1986). 

4 Commitment to work showed a 
curvilinear relationship with age: 
the youngest and oLdest members 
of the labour force showed the 
least, the middle age range the 
greatest. 

S Similar results have been found 
among school leavers in Leeds 
(Laurance 1986). 

Ii If, for example, a young person 
cannot obtain ajob, he or she may 
then be unable to marry, establish 
an independent household, have 

children, and so on; in other 
words, may be unable to take on 
many of the responsibilities that 
society regards as normal. 

7 Yet in order to quantify these 
cc;>sts, we would need to know not 
only whether unemployment led 
to, for ex.ample, increased ill 
health , but how much of the usear 
the health services could be at
tributed to this source. 

S Bolger et aJ (1983) atlcmpted to 
estimate the prc~unemployment 
wage of the unemployed: this was 
found to be approximately 85 per 
cent of the average industria l 
wage in the case of males, and 95 
per cent in the case of females. In 
the present case these percentages 
were applied directly: otherwise, 
our method of calculation is 
identical with that of Bolger et a1. 
Thus output lost is given by 
(number of unemployed males x 
average male industrial wage x 49 
x .85) + (number of unemployed 
females x averd.gc female indus
trial wage x 49 x .95), where the 
number unemployed includes all 
persons on the Live Register 
except those signing for credits. 
Broadly speaking, our estimates 
are most closely comparable with 
the 'low' estimates presented by 
Bolger et aJ. 

!I Making no allowance, in this case, 
for a 'natural' rate of unemploy
ment. 
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Itt Bolger Cl a l (1983) appear to have 
estimated the gross cosLS or socia l 
welfare paymen ts, bUI give a net 
figure for Special Employment 
Schemes (allowing lor monies re
turned to the Exchequer via indi
rect taxation) . In the estimates 
presented here, the laller figure is 
for gross expenditure. The esti
mate or tax lost is a net figure, 
being an assessmen t of the differ
ence in revenue that would have 
accrued (via income tax, indirect 
taxes and social insurance) had 
the unemployed been at work, 
with that which is estimated to 
have accrued (via indirect taxes) 
under actual condi tions. 

II lbis is bt.-causc the ESF receipts 
shown there arc lotal receipts of 
certa in agencies thal are involved 
in some training lor tpc un
employed. However, in the case of 
an agency such as AnCO, only a 
proportion of its expenditure goes 
on !«:hemes for the unemployed: 
thus we may assume that only a 
proportion of its ESF receipts are 
so spen t. 

12 In estimating the costs to the 
Exchequer, we have already 
referred to some omitted areas of 
probably increased expenditure, 
such as health, hut there are 
others. For example, high un
employment m ay lead to 
increased educa tiona l parlicipa-

tion: if this is so, th('n some share of 
the education budget should he 
regarded as a cost rt.'Sulting from 
unemployment. In regard to the 
costs to the L"Conomy in terms of 
lost output, there arc obvious 
diflicu lties in trying to assess the 
margina l product oflabourand in 
arriving al a figure for the frie
tionallevcl of unemployment (see 
Sexton 1982). Additionally, there 
are other ways in which high un
employment may lead to lost 
output: for example, it could be 
argued that high unemployment 
forces high tax rates, which in 
turn act as _ disincentives to 
workers or possibly Jcad to a los!i of 
highly tra ined manpower from 
the economy_ 

13 Consider a further example 
(Sexton 1982, p. 2): even if 
demand increased sufficiently to 
ereate 250,000 jobs, moving the 
unemployed back into work 
would still entai l substantial costs 
because the skill and other 
requirements of new industries 
probably would be quite different 
from those in the older, declining 
industries from which many of the 
unemployed arc drawn. Thus, 
extensive retraining of the work
force would be nceded. 

H lna t is, over ·and above prescn t 
expenditure on 'speial welfare. 
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In 1817 Thomas Malthus wrote to David Ricardo that he con
sidered 'a population greatly in excess above the demand for 
labour' to be 'tile predominent evil of Irela nd' (cited in Walsh 
1968). However, attention has recently been drawn to the 
curious lack of empirical evidence on the Irish situation in 
Malthus's writing. While he busied himself instead in collecting 
evidence from the remoter areas of the world, he remained rela
tively ignorant of the situation in Ireland (0 Grada 1984). 
Moreover, quantitative economic historians have found little 
support for the Malthusian view that the poverty of Ireland in 
the early nineteenth century was due to population pressure 
(Mokyr 1985). 

Nonetheless, the idea that population pressure contributes 
signilican tly to Ireland's economic proble ms enjoyed a renewed 
vogue as the level of unemployment began to rise to new heights 
in the 1980.. Indeed, I may have contributed to this fas hion by 
arguing that the rise in marriage rates that became evident in 
the 1960s would, in the absence of a fall in famil y size, contribute 
either to higher emigration or higher unemployment or both. 
This conclusion was based on the belief that 'there is no 
tendency for the supply oflabour in Ireland to generate its own 
demand for labour' (Walsh 1968, p. I ). 

The increase in unemployment during the 1980s to levels 
never previously recorded has given this topic a renewed 
interest. It is therefore timely to review the arguments and evi
dence on several aspects of [he way in which demographic vari
ables may affect the labour force and the economy. 

Population growth and economic welfare 
Economists are not unanimous about the impact of population 

*'l'hc research on which this article is based was supported by The Research 
Fund. Univ(!rs ily Collcgc.:, Dublin.John Blackwell provided helprul comments 
on an earlier d raft. 
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and labour force growth on unemployment and living stand
ards. The Malthusian view is that, even if population growth is 
translated into employment growth, it depresses li ving stand
ards because of the growing pressure on land or some other input 
whose supply remains as fixed as population increases. 
Resources have to be diverted from capital-deepening to 
capital-widening. But there is an alternative view, most recently 
championed by Julian Simon, according to which major 
economic benefits can be derived from rapid population 
growth. The arguments advanced in support of this view may be 
summarised as follows: 

• Economics of Scale. As the size of an economy increases, it 
may move down along a declining long-run average cost 
curve. In a country like Ireland, in the past at least, com
mentators often stated that the small size of the domestic 
market and the low density of population resulted in dis
economies of small scale. Population growth would help to 
overcome these drawbacks. 

• Increased aggregate demand. Rapid population growth of 
itself and through its cffects on the dependency ratio tends 
to depress the savings ratio. The prospect of population 
growth would also stimulate a higher level of investment in 
anticipation of a burgeoning domestic market. If the 
economy is 'demand constrained', these effects of popula
tion growth would lower rather than raise the level of 
unemployment. 

• The brain drain. If a population is declining because of 
heavy emigration , those leaving may be among the most 
enterprising and the best educated. This, selectivity has 
increased because the authorities in the receiving countries 
have restricted entry to the skilled and the qualified. The 
emigration of these people results in a loss to' ~c state, 
which reaps no return from the funds invested in educating 
them. If emigration is halted, this loss is eliminated:, 

• Social-psychological effects. Rapid population growtl;1 
results in pressure to change traditional social structures . 
and to increase mobility within a country. A stagnant . 
population leads to the country fearcd by French demo
graphers l - old men thinking old thoughts in old hOl'ses. -
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.If the popuIation is declining because of emigralion, the 
ageing of the population is compounded by the selective 

" .... migration of the more enterprising, referred to above. 

It isinteresting to ask why in Ireland, despite a persistently 
high potential population growth rate, these benefits do not 
seem to hav, materialised. The following considerations arc 
relevant: 

o The potential growth of the population has rarely been 
translated into actual growth. Migration has acted as a 
bulTer between ex ante and ex post population and labour 
force growth. Even in periods of employment and real 
income growth, 'pull' factors attract young Irish people 
·abroad. 

o In Ireland, demographic growth, even when it is retained 
within the country, has tended to be reflected in increased 
unemployment rather than in increased employment. The 
sequence of events envisaged in the anti-Malthusian scen
ario requires a degree of labour market flexibility that has 
not been evident anywhere in 'Europe in recent years. 

o Economists have analysed in depth the reasons for the 
failure of European labour markets to absorb the post-war 
baby boom into employment. There is a degree of con
sensus about the contribution of real wage rigidity to the 
European problem. The real wage gap that emerged in 
Europe during the 1970s was considerably greater than 
that recorded in the United States (Bruno 1985). In the 
USA the adjustment to the entry of the post-war baby 
boom on the labour market was mainly through a decline 
in the relative earnings of young workers, whereas in 
Europe the crowding caused by the large numbers in this 
generation has increased youth employment more than it 
has depressed earnings (Bloom and Freeman 1986). In 
many European countries, rigidities in the labour market 
have been increased by a policy of expanding public sector 
employment as a means of absorbing the growth of the 
labour force. 

o The relevance of the size of the domestic market to the 
attainment of the optimal scale of production has dim in-
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ished with Ireland's increasing economic integration into 
the wider European and world economies. Apart from a 
few notable exceptions (e.g. electricity generation and 
internal transport and communications), the absolute size 
of Ireland's population, or pcpulation density, is rarely 
mentioned today as a source of cost penalties. 

• The contribution of demand deficiency (as distinct from 
structural rigidities and cost constraints) to Ireland's 
unemployment problem may not be very significant. How
ever, certain sectors of the economy should benefit from 
population growth because the demand for their products 
is linked to demographic variables. The most significant 
example is the construction industry, where demographic 
projections are an impcrtant input in projections of 
housing 'needs'. But the rate of household formation is only 
one (and by no means the most dominant) consideration in 
the complex interaction offactors determining the demand 
for housing. The growth of real incomes, the tax advant
ages of saving through house purchase, financing costs and 
the relative price of housing are more important considera
tions. Thus, the net impact of population growth per se on 
even those sectors where demographic variables are 
important is probably much smaller than is commonly 
believed. ' 

• Rapid population growth may generate external dis
economies, such as pollution and congestion. In fact, 
individual regions and areas of the country can experience 
the negative effects of pcpulation growth even if the na
tional total is not growing. The physical. environment of 
Irish cities and towns, and of the countrysiae, deteriorated 
significantly over the years of resumed pcpulation growth 
in the 1960s, but much of this was due to a red istri.bu tion of 
population from the inner cities to low density suburban 
areas. Thus, it is difficult to disentangle the effe"ts of 
environmental and economic mismanagement from th~e 
of population growth per se. 

• Some social problems may be aggravated by population '. 
growth. Growth implies an increase in ~he proporijon of 
population in the young adult age-groups, and this in turn 
has tended to be associated with an upsurge in crime and 
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. other signs of social disintegration. The United States and 
.' many countries in Europe went through serious upheavals 
" .)n the late 1960s, which was when the concentration of 

population in the 15-24 age-group was at its peak. While 
cau~e and effect have not been established, the possible link 
between a youthful population and social unrest is the dark 
side of the rejuvenation so strongly desired by the anti
Malthusial) school. 

The debate on the economic costs and benefits of population 
growth is inconclusive. In the particular circumstances of the 
Irish economy today, it seems more plausible to argue that the 
high rate of natural increase of our working-age population has 
tended more to exacerbate our emigration and unemployment 
problems than to claim that the demographic stimulus is a net 
benefit to the economy. Howev~r) this conclusion is a reflection 

' on the inOexibility of the Irish (and indeed the European) labour 
market and economy rather than an inherent consequence of 
rapid popula tion growth. That this is so may be seen by 
recalling that the rate of employment growth required to absorb 
a ll the potential growth of the hish labour force into employ
ment has been attained and surpassed throughout the post-war 
period in the United States (see Figure 4), 

Potential and actual population growth in Ireland 
The main thrust of the argument in my 1968 paper was that 
Ouctuations in the supply of labour tend to affect emigration 
rather- than actual population growth. The most important 
evidence advanced to support this thesis was cross-section 
(county) data, showing a tendency for variations in the age
specific rate of natural increase of the population (that is, the 
growth tha t would occur in the absence of net migra tion) to be 
reOected in the migration rate, rather than in the rate of actual 
population growth. 

It is interesting to look at the time series evidence On the rela
tionship between ex ante and ex post population and labour force 
growth. The remainder of this section is concerned with des
cribing the interactions between these variables during the post
war period in Ireland. 

In Table I and Figure 1 the potential growth rate of the 
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Table I: Intercens al growth rate (% per annwn) 

Population aged 15- 64 Labour rorce 
Natural increase Actual growth Actual growth 

1946- 51 1.0 - 0.3 - 0.4 
1951-56 1.1 -0.9 - 1.2 
1956- 61 1. 9 -1.0 -1 .4 
1961-66 1. 5 0.4 0.3 
1966- 71 1. 5 0.7 0.1 
197 1-81 1.5 1.7 1. 6 
198 1-86 1.6 0.9 0.5 
1986-91 1.6 

Note: 'Natural increase' rerers to the growth in the popuLation aged 15- 64that 
would have occurred in the absence of nCl migratjon. 
Source: Census oj Populalion and Population and Lnbour Force Projection, /986- J99J 
(Dublin: Central Statistics Office. 1985). 

Figure I: Nat ural increase of the working-age 
population 

Annual average growth rates 

Intercensal period 
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.... population of ~orking age (taken as the 15-64 age-group) is 
Shown for each inter-censal period since World War 1I.3 From a 
loW. of 1.0 per cent per an-num in 1946-51 , this rate rose to 1.9 
per (eptper annum between 1956 and 1961. Since 1961 it has 
been sta~le at about 1.5 per cent per annum. Projections for the 
rest of the 1980s show no reduction in this rate in Ireland, at a 
time when it_is falling quite dramatically in the rest of Europe_ 

It is clear from these figures that a high rate of potential 
population and labour force growth are not new phenomena in 
[reland. In the absence of net emigration, the growth of the 
working-age population would have been about 1.5 per cent a 
year throughout the post-war years. If there had been no 
changes in labour force participation rates, the growth rate of 
the labour force would have been the same as that of the popula
tion of working age. 

In fact, of course, neither of these assumptions held true over 
the last forty years. Migration has exerted a major influence on 
the actual rate of population growth and the rate of growth of 
the labour force has differed substantially from that of thc 

Figure 2: Growth of the working-age population 

P 
E 
R 
C 
E 
N 
T 
P 
E 
R 
A 
l\' 
N 
U 
M 

2 
Annual average growth rates 

Intercensal period 

........ _------------------



The Impact oj Demographic Varwbl,s 257 

underlying population because of significant changes in labour 
force participation rates. Over the entire period 1946-81, the 
natural increase of the working-age population averaged about 
1.5 per cent, while the actual rate of population growth was only 
0.3 per cent and the labour force on average declined by -0.06 
per cent annually (see Figure 2). The gap between the potential 
population growth rate and the actual growth of the labour 
force was at its highest in the late 1950s, when large-scale 
emigration transfonned a potential growth of 1.9 per cent into a 
decline of 1.0 per cent (see Figure 3). On the other hand, during 
the 1970s the growth of the labour force slightly exceeded the 
natural increase of the population because of significant net 
immigration. It is obvious, therefore, that the supply oflabour in 
Ireland is extremely elastic with respect to the balance. of 
economic conditions and opportunities at home a nd in neigh
bouring countries. 

The effect of changes in labour force participation rates on the 
labour force is taken up in a later section of this paper. 

Figure 3: Actual growth of the labour force 
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Figure 4: Growth of el1lploYJ1lent in US 
, 
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The age structure of the labour force 
The age structure of our population changed radically in the 
1960s and 1970s because of tbe dramatic change in migration 
patterns. In the stable age distribution implied by 1978-80 
fertility and mortality rates, 61.4 per cent of the population 
would be in the 15-64 age-group, compared with 58.2 per cent 
in 1979. However, the fertility rate has declined significantly 
since then, so that the stable age distribu tion towards which the 
popula'tion will eventually tend has a higher proportion of 
elderly and a lower proportion of young dependants than that 
implied by the vital rates prevailing in 1978-80. 

Dramatic changes in the age structure of the population have 
taken place since 1961. The median age of the population aged 
eighteen and over has fallen by six years, from forty-seven to 
forty-one years. The numbers aged 20-29 have increased by 
72 per cent while the adul t population as a whole grew by only 
23 per cent. The ageing of the bulge of population now aged 
20-29 will be the dominant feature of the population structure 
over the remaining years of this century. 
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There is a growing literature on the economic significance of 
changes in population age structure of the type we are currently 
experiencing. Assuming the economy is flexible and absorbs a 
spurt of growth in the labour force into employment, what arc 
the implications for the lifetime earnings of the cohort? There 
are two ways in which such a bulge may affect the productivity 
of the labour force. On the one hand, an influxofa large number 
of young and inexperienced job-seekers to the labour market 
might be expected to lower the average rate of productivity to 
the extent that this depends on experience and 'learning by 
doing'. On the other hand, as young people with higher educa
tional attainment replace older workers, the rejuvenation oCthe 
labour force might be expected to raise average productivity. 
The nature of the trade-off between experience and education in 
the changing Irish labour force has not been evaluated empiric
ally. In the absence of such studies, it is not possible to quantify 
how the demographic changes described above have affected 
the growth of output per worker. On balance, the net effect has 
probably been much less dramatic than might appear at first 
sight, or than is claimed by commentators who concentrate on 
only one possible effect of the change. 

The fluctuations in the size of successive cohorts in the labour 
force have been very large because the high rate of emigration 
during the 1950s was replaced by net in-migration in the 1970s. 
Once again, there are two ways in which such fluctuations may 
affect the lifet ime employment and earnings' prospects of 
members of different cohorts. On the one hand, a relatively high 
population density in the young age-groups increases the 
competition for complementary inputs (capitaL land, experi
enced workers)' and hence lowers the productivity and earnings 
of the cohort in question. On the other hand, to the extent that 
earnings depend on rallk, and an individual's rank depends on 
the proportion of the population older and younger than 
him/ her, those in the labour force ahead of a [lemograllhic 
bulge will experience more rapid advancement and promotion, 
while those who are behind the bulge will be penalised through~ . 
out their working lives by the abnormally large proportion of '. 
the labour force that is older than they are. However, the effect 
of these purely demographic f'lrces can be modified by the 
manner in which jobs and promotions are allocated in an 

, 
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, 
\economy. If access to jobs and promotion depends more on 

ability and· education than tenure, age and seniority, then 
talented members of even the most crowded generation will pro
gres~t"pidly through the employment hierarchy. Strict adher
ence to ·t/aditional rules for allocating jobs will prevent such 
leap-frogging:' 

The importance of this issue to Ireland today is clear from the 
age structure 'of the (male) labour force (Figure 5). There is 
approximately a 'two-ta-one ratio between the numbers in each 
five-year age-group between twenty and thirty-four years and 
those in the age-groups between forty-five and sixty-four years. 
To the extent that we have been successful in absorbing an 
increasing number of schoolleavers into the labour force and 
employment, we have created another, secondary, but by no 
means trivial, problem: providing promotional opportunities 
for them. To the extent that promotion is operated on the rank 
rule described above, the sudden expansion of the labour force 
in the 1960s and 1970s would have led to an unexpectedly rapid 
progression through the job hierarchy of those now aged over 
forty-five. Those now aged 20-34 are facing the other side of this 

Figure 5: Age distribution of labour force iu 1984 
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phenomenon: they are members of a swollen age-group in a 
static labour force. In order to minimise the frustration and 
waste of talent to which this situation could give rise, we need to 
discard promotion rules based mainly on age and seniority and 
replace them with freer access and promotion to senior posts on 
the basis of ability. Early retirement, which has frequently been 
advocated on the grounds of job creation, could make an 
important contribution to the efficiency of the labour force by 
facilitating the type of mobility called for by the present age 
structure ofIreland's labour force. The need for such measures is 
greater in the public than in the private sector, where rigid 
tenure and seniority rules are less prevalent. 6 

The effects of changing labour force participation rates 
In the steady state, the age distribution of the population stabi
lises and the total population and the population of working age 
grow at the same rate. In the absence of changes in labour force 
participation rates, the labour force would also grow at the same 
rate as the population. We have noted that Ireland's population 
age structure is at present very dilTerent from that implied by the 
underlying or intrinsic growth rate, which is itself changing as 
the birthrate declines. In addition, changes in labour force par
ticipation rates have significant'ly alTected the growth of the 

'labour force. The major trends in these rates over the post-war 
period have been similar in Ireland and internationally. Among 
the most significant changes have been: 

• A very marked decline in participation among y.oung 
adults of both sexes, as people stay on longer in the educa-
tional system. . 

• A significant decline in participation among. the elderly, 
reflecting earlier retirement. This has been. due to 
improved pension provisions and the continuingd~cline in 
the proportion of agricultural employees in total employ-
m=t. , 

• Some decline in the participation rate among 'prime ag'e: 
males. 

• A noticeable increase in participation rates among 'p~i!D-e 
age' women. Underlying this is the rise in participation 
among married women, but participation rates have "Iso 
risen among single women aged 25-54. 
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The effects of· these changes in participation rates over the 
'period 1961 -84 are summarised in Table 2. It maybe seen that, 
relative to the numbers enumerated as unemployed, changes in 
parti<;ipation rates have made a significant impact on the labour 
force. If male participation rates were still a t their 1961 level, the 
male labbur force would be 129,000, or 12 percent largerthan it 
actually is. On the other hand, iffemale participation rates were 
at their 1961 hwel, the female labour force would be 39, 000 or 10 
per cent lower than it actually is. The total labour force is there
fore 90,000, or 8 per cent smaller today than it would be on 1961 
participation rates. 

Table 2: Labour force participation rates, 1961-84 

Effect on the 1984 labour force of changes in participation 
rates since 1961 

Males 

15-24 -52.4 
25- 54 -9.8 
55+ -64.6 

All ages -126.8 

Single 

-38.2 
+14.3 

-7.1 

-31.0 

Females 
Married 

+10.2 
+77.3 

+4.0 

+91.5 

Sources: Cen:ws of Population, 1961 and Labour Force Suruey1 1984 

Widowed 

+0.1 
-2.2 

-19.3 

-21.4 

The feature of these changes that has attracted most atten
tion, especiall y in the context of the unemployment problem, 
has been the growth in the participation of married women in 
the measured labour force. The increase in married women's 
participation rates has been dramatic, from 4.8 percent in 1961 
to 26.5 per cent in 1984, among those aged 25-34 for example. 7 

Table 2 shows that the increased participation of married 
women added 77,000 to the labour force. Some increase in par
ticipation by married women was required merely to offset the 
effects of the rise in the proportion of thc female population that 
is married) but most of it represents a net increase in the number 
of women in the labour force. Irish female participation rates 
remain very low by European standards. If they were to rise to 
the European Community average, the labour force would 
increase by about 100,000. 
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The proportion of the labour force comprised of women grew 
from 26 per cent to 29 per cent between 1961 and 1984. The 
proportion of the labour force consisting of 15-24 year-olds 
increased, while that of older workers of both sexes decreased 
significantly. 

The increased participation of married women has had a 
significant effec t on the composition of Ireland's labour force_ 
Figures 6 and 7 show that, despite the increase in participation, 
married women accounted for only 9 percent of those at work in 
1981, compared with just over 2 per cent in 1961. 

Figure 6: Percentage distribution of numbers at 

Males 
25-54 
42_6% 

work in 1961 
Females (other) 

55+ Females 
4_7% 

Females 
(otht'l") 

15-21 
10-4% 

Females 
(married) 

2.2% 

, 
In a period of high unemployment, it is of interes( to explore 

how this has affected the employment prospects of othe( demo
graphic groups. If, for example, women and y<;JUnger workers of 
both sexes were substitutes in the labour market, the increaSe! in 
the supply of women would reduce the demand for youngi'r.. 
workers, causing their re1ative earnings and/or employme.pt to 
decline. . 

The question of substitution or complementari ty between 
different groups in the labour force has received some attention 
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Figure 7: Percentage distribution of nwnbers at 
work in 1981 

, .' 

Males 
25-54 
43.6% 

Females (ollwr) 

25-54 
6.6% Females 

Females 
(married) 

9.1% 

(otlll:r) 

55+ 
2.4% 

internationally (Hamermesh 1985), but this research is still at a 
preliminary stage. In Ireland we have a wealth of data from 
Census of Population sources on the distribution of the popula· 
tion by occupational and demographic group, but no compa· 
rable detail on earnings, while the information available on 
unemployment falls somewhere between these two extremes. 
Naturally this limits the analysis that can be undertaken. How
ever, some interest ing patterns emerge from a study of the 
changing demographic structure of the 68 occupational groups 
for which the Census provides a breakdown by age, sex and 
marital status. Table 3 shows the composition of the labour force 
(employed and unemployed ) for twenty-two occupations in 
which the proportion of married women is (i) high and (ii) 
rising. There are three distinct groups among these twenty 
occupations. In the first group, as the share of married women in 
the total increased, the share of women as a whole declined, 
a lthough usually by a relatively small proportion. The following 



Table 3: Percentage distribution of labour force by occupational and deIllograpbic group 
1971 and 1981 

Occupational group Demographic group 

Male Female 

15-24 25+ Married Other Married Other 
15-24 15-24 25+ 25+ TOTAL 

(I) (2) (3) (4) (5) (6) (7) ;;l 
~ 

Textiles and clothing ~ 
Subdivided: 

.". 
~ 

Sewers 1971 1.6 1.2 2.8 67.8 6.7 20.0 100 "-
~ 

Embroiderers 1981 3.3 4.1 6,8 57.3 12.1 16.3 100 ~ 
FDod, tobacco and il 

~ 
beverages Subdivided: "' ~ 
Tobacco 1971 6.0 25.6 0.9 32.6 2.2 32.8 100 ;,-

1981 7.6 31.9 4.8 19.4 10.7 25.5 100 ". 
;;:: 

Transport and ~. 

corpmunications Subdivided: 
<>-
0;-

Telephone, t<;legraph 19"fl 3.1 21.8 0.9 50.3 3.3 20.6 100 '"' 
and radio operators '1'981 2.9 24.3 3.7 30.9 18.2 20.1 100 

St~rekeepers, p1lc](ers 
and. b'.'ttlers, }warchouse 
staff Sub<;fivi;ied: ~ 

0"> 

Packers, and 1971 11.5 15.7 1.8 42.7 7.0 21.3 100 '-" 

hottfetS 1981 13.4 19.6 4.0 29.7 15.7 17.5 100 
;. continued over 
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(coniinued) 

Occupational group Demographic group 

Male Female -' "" / 
0> 

15-24 25+ Married Other Married Other 0> , 
15-24 15-24 25+ 25+ TOTAL 

Clerical workers (1) (2) (3) (4) (5) (6)' (7) 
subdivided: , 
Clerks 1971 13.7 29.1 1.2 32.4 3.4 20.1 100 

1981 12.1 21.7 3.8 32.7 12.1 17.6 100 :... 
Typists 1971 0.1 0.2 3.3 56.4 8.5 31.5 100 ~ 

1981 0.4 1.4 5.7 42.3 23.1 27.1 100 s· 
5: 

Commerce, insurance il 
and finance Subdivided: o· 

" Proprieters and 1971 3.6 71.6 0.1 0.6 7.6 16.4 100 ~ 
managers In 1981 5.2 71.9 0.4 Ll 11.2 10.2 100 :-

wholesale/retail "~ 
trade ~ 
Shop assistants 1971 -21.9 26.0 1.0 31.9 3.7 15.4 100 '" and 1981 23.6 22.2 3.1 29.3 10.1 11.6 100 
barmen/women 

Barbers/ 1971 4.8 20.2 2.6 47.2 8.2 16.8 100 
hairdressers 1981 5.2 11.9 4.2 34.4 12.9 11.5 100 

Service Subdivided: 
Proprieters 1971 8.8 54.6 0.3 4.8 11.2 20.3 100 
and managers 1981 8.3 49.4 1.0 5.6 21.0 14.8 100 
Waiters/ 1971 13.1 11.8 1.2 42.6 9.1 22.2 100 
waitresses 1981 8.7 ll.5 2.9 35.4 22.4 19.2 100 



Valets/maids 1971 2.9 3.9 0.6 41.0 8.3 43.3 100 
1981 3.1 6.1 ' 2.8 24.8 26.4 36.8 100 

Office 1971 2.8 !l.5 0.4 2.6 30.0 52.7 100 
cleaners 1981 3.8 16.0 1.1 3.0 48.4 27.7 100 

Laundry workers, 1971 13.5 15.3 1.1 29.6 8.3 32. 1 100 
pressers 1981 14.3 24.5 3.0 20.4 17.6 20.2 100 

Hospital and ward 1971 9.7 39.3 0.6 25.6 8.4 16.4 100 ;;l 
~ 

attendants 1981 8.8 25.7 3.5 26.8 20.0 15.3 100 ". 
'i> 

Professional and '" " technical Subdiuided: "" Teachers 1971 6.2 34.2 1.6 11.4 25.9 20.6 100 i;? 
1981 3.3 35.2 1.3 9.6 33.0 17.5 100 ~ 

Nurses 1971 3.5 10.4-. . 0.9 41.2 10.9 33.0 100 
rig 
1l 

1981 2.6 8.8 2.9 32.2 28.1 25.4 100 .", 
;,.. ,;. 

Pharmacists/ .1971 1.1 64.8 0.2 2.0 15.5 16.5 100 ~ 
dispensers 1981 2.4 . 55.0 1.1 5.0 19.2 17.4 100 ~ s· 
Other medical 1971 1.5 25.6 1.5 17.5 15.4 38.6 100 

.,. 
0;-

workers 1981 3.3 17.8 2.8 19.6 30.7 25.8 100 '" 
Social 197f 2.4 54.9 1.0 9.0 7.8 24.9 100 
workers 1981 5.6 40.1 1.5 16.2 16.4 20.3 100 

Professional I .' 1971 5.0 42.9 1.0 I I.7 10.0 29.3 100 
\Yorkers (NES),' 1981 2.9 29.5 I} 21.3 19.6 24.7 100 

"" Au~hors, I ," . 1971 10.5 73.3 0.4 3.1 4.5 8.0 100 '" ..., 
editors, . 1981 7.7 67.2 0.6 4.8 10.0 9.7 100 
journa1ists 
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occupations fall into this group: 

." . sewers and embroiderel'S 
" • . tobacco workers 
• " t~lephone and radio operators 
• pi'ckers and bottlers 
• valets/maids 
• office 21eaners 
• laundry ~orkers .. 

In the second group, the growth in the share of married women 
was part of a significant increase in the proportion of the la bour 
force in these occupations consisting of women. The most 
important instances where this occurred are: 

• barbers/ hairdressers 
• hospital and ward attendants 
• pharmacists and dispensers 
• other medical workers 
• authors, journalists and editors 
• social workers 
• other professional workers 
• clerks 
• proprietors and managers in services. 

In these occupations there is, therefore, some primafacie evidence 
that the increased supply of (married) women to the labour 
market has displaced male workers. 

In the third group of occupations, the increased share of 
married women was not accompanied by a noticeable change in 
the proportion of the labour force in those occupa tions con
sisting of women. The occupations in this group are: 

• typists 
• waitresses/ waiters 
• teachers 
• nurses 
• proprietors and managers in the reta il and wholesale trade 
• shop and bar assistants. 

In these occupations, the growth in the proportion of married 
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women could be viewed mainly as a replacement or displace
ment of single women. Further insight into the dynamics of this 
process is gained by considering the change in the female 
population during the 1970s. The population of single women 
aged 15-34 increased by 23.9 percent between 1971 and 1981 , 
wh ile that of single women aged 35-64 declined by 21. 9 per 
cent. Hence, increased participation by married women may 
have tended to displace younger single women in the labour 
force and replace older single women. This interpretation of 
events is consistent with the rise in labour force participation 
rates among older single women, and the fall among younger 
single women. The fact that participation rates among both 
married and single women aged twenty-five and over increased 
over this period is consistent with the view that the demand for 
adult women increased - for example because of the growth of 
the service sectors - at the same time as the supply increased 
because of increased educational attainment and the decline in 
family size. 

It is difficult to say whether the displacement of younger 
women by the increased labour force participation of married 
women has been significant. The decline in participation among 
the former has been mainly due to increased educational 
particiation, but there is some evidence that the reduced outflow 
of women from the labour force at the time of their marriage has 
impaired the employment prospects of younger women in 
clerical occupations (Hannan and Halpin 1986). 

Thus, the changes that have taken place in the composition of 
the labour force cannot readily be summarised in terms of a 
displacement of one category of worker because of an increase in 
the supply of another category. It is clear that ctill'erent factol's 
have been at work in different occupations and it 'is-difficult to 
generalise. A good deal more research will be needed in order to 
shed light on the forces behind the changing structure of the 
labour force. Data on relative earnings for the individual cat
egories of workers would be very helpful in this research. ' 

'\ 

Conclusion 
We have surveyed a number of the more impOrtant ways in 
which demographic factors migh~ be expected to affect Ireland's 
labour market. 
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\, d.n the broad issue of how a fast-growing population aITects 
·uuem·ployment and employment, there has been plenty of 

. sPeculation but little hard.evidence. On balance, though, demo
gr~phic variables are probably much less important than is 
widely believed to be the case. Blaming the rate of growth of our 
labour fOrce for the high level of unemployment, or its recent 
increase, div,erts attention from the deeper structural problems 
behind Ireland's chronically high unemployment rate. The 
American experience throughout the post-war period shows 
that it is possible to absorb rapid labour force growth into 
employment. 

The changing age structure of the population and the labour 
force aITects the employment and earnings experience of indio 
vidual cohorts. The present unusually large concentration of 
population and the labour force in the 20-34-year-old age
group calls for more flexibilitY .in promotion. . 

The increase in the labour force participation of married 
women has markedly altered the composition of the labour force 
in certain occupations. In some cases, the increase in the 
numbers of married women who are working appears to be a 
substitution for a declining number of single women; in others 
there appears to have been some displacement of males. Much 
further research is required to clarify the manner in which the 
labour market is adjusting to the shifts in the supply and 
demand for diITcrent categories of labour. 

Notes to article 
I The antipathy of traditional 

demogrnphers to 'Malthusianism' 
is examplified in Alfred Sauvy's 
writings. To cite onc example: 
'Demographic stagnation brings a 
country to a moral and material 
crisis that is never foreseen in 
economic analysis' (Sauvy 1969, p. 
299). 

2 For a review of the impact of 
population growth on the UK 
c'COnomy. see ROOdaway (1977). 
He concludes lhaL the effects of 
modest population growth on 
living standards have been slight. 

In Ireland it is estimated that 
about 40 IXI'" cent of the new 
housing units built between 1971 
and 1981 were to meet the increase 
in headship rates and 60 per cent to 
meet changes in the size and struc
ture of the population. (I am grate
ful to John Blackwell for these esti
mates.) 

j This rate has been calculated using 
standard cohort-survival tech
niques. ~lbe relevant data arc pro
vided in Volume 2 of recent Cen
suses of Population. The key factor 
is the ratio of the number of 15-19 
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year-aids to the number of 60-64 
year-aIds - the 'cntry/retirement 
ratio', 

4 Young workers may also be sub
stitutes for some categories of older 
workers. This possibility has been 
raised in connection with the 
increased supply of married 
women to the labour force:. This 
issue is discussed in the next 
section, 

S For a formal discussion of these 
issues, sec Arthur (J983). 
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Employment: Markets and Managed* 

ANTO KERINS 

&onomics forms the academic base of much of the advice on 
unemployment being provided by different Irish commentators. 
These commentators may not be economists; indeed, they may 
never even have taken an economics course or read an 
economics text. They may of course have been briefed byecono
mists or read their advice or heard about their proposals or some 
other such tenuous link. However, 'rear economists are rare and 
all the more important for their price. They carry with them a 
package of theoretical analysis that has a significant impact on 
the policy advice on unemployment that is subsequently pre
ferred. Articles written by economists in learned texts and jour
nals are passed on to students and others. This stock of know
ledge is then disseminated to members of the burea ucracy, the 
political parties, the media, the unions and the employees. 

In Irish society these are the main groups that take points of 
view on unemployment. I have also included the churches, who 
now and again make statements 'On unemployment, but this is 
more as part of their concern for general social issues rather than 
as a particular focus on the problem of unemployment per se. 

Economic theory provides a significant source of policy 
advice for these different groups and is therefore an influential 
constraint on new or unorthodox policies. The theory itself is 
not, of course, a unified stockpile that can be drawn from as 
required. To the newcomer it may seem a complex and non-uni
form set of analyses and policies. In this paper I ,shall consider 
the two alternative approaches to unemployment"p.,rovided by 
mainstream economics - the classical/ neoclassical ~market' 

approach and the Keynesian/ neo-Keynesian 'managecl' alter
native. I shall also consider the policy advice of certain lrish 
economists on unemployment. Finally, some proposals are ~et 
forth. . "" 

·Helpful comments on an earlier draft were received from Dermot McAieese, 
Sean Byrne and Sean Barrett. 
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__ Figure I: Economics and unemploy.nent policies 
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The labour market contains buyers and sellers of the commodity 
'labour'. According to classical economists such as Adam Smith, 
an 'invisible hand' ensures that a free working market results in 
the best outcome for all participants. The wage rate is the price 
of labour. Employers demand the labour input and workers 
su ppl y the work. 

The price of labour balances the demand and supply for 
labour. If a surplus of unemployed workers occurs, then the 
wage rates falls. This causes the demand to expand and the 
supply to decline; the extent of the changes however depends on 
the elasticities. Similarly, if there is a shortage of labour, the 
wage rate will rise and the market will again balance out. This 
simple exposition can be summarised diagramatically by Alfred 
Marshall's demand and supply curves. 

The Irish economist J. E. Cairnes (1823-75) contributed to 
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our understanding of the labour market mechanism by in tro
ducing the concept of non-competing groups. Labour is not a 
homogeneous product like beans or butter. Rather, it is com
posed of a variety of non-competing groups, such as clerical, un
skilled and skilled workers, engineers, vets, and so on. Mobility 
within these groups is high, but between groups it is low. 

Figure 2, The flexible labour lIlarket solves 
unelllployntent 
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Labour mobility within each group is regarded as sufficient to 
ensure a reasonably uniform wage rate. So, instb;td of having 
one aggregate demand and supply function for the overall 
labour market, we have a separate set offunclions forea"h parti
cular group. The relevance of this to unemployment is, thal, 
when unem ployment occurs, the different wage rates wil(\>~ry 
to allow the demand for the different labour types to expand 
sufficiently to take up the surplus. However, the vision of a large·. 
number of unemployed searching for work and facing a variety 
of job groups may cause concern. Mter all, it seems that the 
greatest queue for work would be formed by the low skilled 
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'groups, where entrance may be easier, ratherthan the high skill 
sector, where entrance is more difficult. One gets the impression 
that jn this scenario the brunt of the unemployment problem is 
resolve<;l by a relatively greater adjustment among the lower 
skilled wQrk groups. 

The widespread unemployment of the 1930s brough t disarray 
into the ranks .of the classical economists: either classical theory 
was incorrect an,d labour markets could not solve unemploy
ment, or something was preventing the labour markets from 
working. Whichever view was correct, the time was ripe for a 
new approach. 

In The General Theory oj Employment Inlerest and Money, J. M. 
Keynes advised that, if all else failed, governments faced with 
large-scale unemployment should inject extra demand into the 
economy. This could be done by fiscal policy. Here government 
either increases expenditure or re~uces taxes in order to increase 
the economy's aggregate demand. Depending on the size of the 
leakages into such areas as savings and imports, this demand 
injection has a somewhat greater total output efTect, which helps 
to reduce unemployment. Keynesian policy advice to govern
ment held the high ground, especiall y during the 1960s and earl y 
1970s, but with the failure to contain inflation and the 
inadequacies of incomes policies the classical approach dis
covered a new lease oflife. 

Economists like Milton Friedman in recent years have moved 
nearer the centre of academic focus on the unemployment 
debate. Friedman argues that when we make labour more 
expensive, we reduce the amount of employment. He states that 
higher wages to one group must come primarily from other 
workers and argues that trade unions raise the wages of their 
members by keeping down the number of available jobs. Fried
man also contends that the unemployment rate among teen
agers is largely a result of minimum wage laws and that when 
the US minimum wage rates were raised sharply, the teenage 
jobless rate shot up. Like other market economists, Friedman is 
also unhappy about the growth of governments: 'these two 
aspects of the growth in government's role - the expansion of 
transfer payments and the growing rigidity of the price system 
- a re . . . fundamental reasons why the level of unemployment 
has been trending up' (1985, p. 109). 

i 
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Neo-classical theory 
In recent years classical theory has been reconstituted into a 
type of new classical macroeconomics. At one level things are as 
they always were - free market forces, minimum government 
intervention, and so forth - but this new approach goes further. 
It points out that government's involvement in the economy is 
either ineffective or actually harmful. The two major arguments 
for this idea are the rational expectations hypothesis and the 
'crowding out' approach. 

The rational expectations hypothesis argues that the choices 
people make are based largely on their expectations of the 
future. In forming these expectations, people use all the avail
able information. They will also take account of their previous 
track record in predicting events and therefore will not continue 
to make the same errors. In making decisions, people will con
sider, among other things, any new government policy. There
fore the actual effectiveness of a government's policy will be 
significantly influenced by the expectations people have for it. 

The expectations hypothesis states that if government injects 
extra demand into the economy, people will come to expect 
inflation and will realise that such inflationary price rises do not 
reflect real increases in demand. This approach argues that 
successful Keynesian intervention is not possible unless people 
make an error; for instance, people could mistake the con
sequent inflation for a real increase in demand. Employers will 
think that the demand is expanding for their particular product 
and employees will think that an increase in their wage rate is an 
increase in real wages. According to this hypothesis, both these 
assumptions are wrong. However, as long as th~y are unaware of 
the real situation, employers will expand outpU! and increase 
employment, and more people will be enticed ta·work by the 
higher wages. 

Once these people realise their error and recognise the 
situation for what it is, then real output and employ'mellt will 
fall back to their original levels. When people know that \hc 
government is 'pump-priming' the economy, they will h'lYe, 
learned from previous experience that this just causes inflation, . . 
which does not affect real output or wage rates. According to the 
expectations model, this realization renders fiscal policy 
ineffective. 
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The' crowding out' thesis argues that the growth of the public 
;;"ctor has had a smothering effect on the 'real' economic activity 
of tbe private sector. For example, if government increases its 
spenCli.~g by borrowing through, sa y, the sale of bills, people will 
spend m'(f1ey on these government bills, money that otherwise 
migh t have been spent in the private sector. Thus the extra 
government expenditure 'crowds out' the private sector and the 
net result is ze'rp. If the government increases its expenditure 
and borrows more, it will increase interest rates. This will raise 
the borrowing cost to the private sector, and firms will reduce 
their level of investment. Thus both output and employment 
fall. 

If government increases its expenditure by raising taxes, this 
reduces income to the private sector. If the employees take the 
full brunt of the tax increases, then their expenditure will fall 
and be compensated for by the extra government expenditure. 
If this occurs output and employment will remain unchanged. 

If, however, the private sector employees seek a compensating 
wage increase and the employers raise prices, then the non-shel
tered sector of the economy suffers and employment falls. Alter
natively, if the cost of the extra government expenditure is borne 
by the private sector's profit margins, private investment will 
suffer and so will employment. 

Irish econolDists 
We now look briefly at the policy advice of some Irish econo
mists. The ones chosen could be considered to have got their 
policy approach at least partly from the c1assicallneo-classical 
paradigm. 

Patrick Geary (1978, p. 14) expressed concern about the cost 
of labour and its effect on unemployment. He argues that 
increased employment is not 'facilitated by a battery of policies 
which seem largely to be directed at making labour as unattrac
tive ... as possible.' More recently, after a detailed analysis of 
Irish data, Geary and Murphy stated that real factor prices were 
shown to have large, though not well-determined, effects on 
employment. They conclude that 'the neo-classical labour 
demand functions are not rejected by our data' (Geary and 
Murphy 1987, p. 20). 

Sean Barrett (1985, p. 17), in an article on the jobs problem, 
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refer.; to the bureaucratic burden that employers face. He states 
that the labour market should be freed of the government's 
intrusive administration and suggests that we can create jobs in 
Ireland if we ' remove the scores of govenment obstacles to enter
prise and employment by deregulating for jobs.' Deregulation, 
according to Barrett, means first freeing markets and increasing 
the opportunities for competition; secondly, it means lifting the 
administrative and legislative burdens that divert time, energies 
and resources from fundamental business activity. In an 1986 
paper he added that those in employment have acquired job 
security and redundancy payments at the expense of the 
unemployed. 

At the Dublin College of Catering 1985 conference on Govern
ment Policy on Industry and Services, Brendan Walsh read an inter
esting paper on employment, in which he takes a private sector 
approach. Having studied unemployment in other countries 
and how it relates to the size of the public sector, Walsh con
siders the view that, in the medium to long term, increased 
public sector employment actually contributes to the growth of 
unemployment. He argues that extra taxation (caused by an 
expanded public sector) increases labour costs, which reduces 
employment to a degree that depends on the price elasticity of 
demand for labour. In his view increased government 
borrowing has had the traditional crowding out effect in 
Ireland. He informs us that in the United States the private 
sector was the main source of new jobs and that this was attribut
able to wage flexibility and a high elasticity of demand for 
labour. Like Barrett, Walsh is keen on deregulation and says 
that its contribution to employment in America 'deserves to be 
emulated in this country'.' Elsewhere, in the context of a discus
sion on public sector employment, Walsh (1986, p,96) argues 
that 'the scope for privatisation should be explored'. 

Dermot McAleese (1985, pp. 25-26) has also entered il\tQ the 
debate on employment and the labour market mechani.sm. 
However, his approach is slightly more incorporative; while'~ 
argues that increased labour market flexibility is a necessary. 
condition for an increased demand for labour, in his opinion it is ". 
not a sufficient one. Employment also depends <in other factors \ 
- growth, business, climate, aggregate demand, capital/labour _ 
ratio, for example. McAleese argues that a negotiated fall in real 
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\ , wage, demands has to be converted intoan increase in aggregate 

demand for labour. Indeed he reaches near the boundaries of 
e'""ctness in pointing out that some of the smaller European 
couhtries have maintained 'high levels of employment without 
being noticeably labour market flexible'. Nevertheless, 
McAleese states that 'although labour market flexibilit y may 
not be the whole story, it ... has helped the adjustment process.' 
Thus, despite .his reference to other factors, he returns to the 
cardinal point on which all the above economists agree - that 
'labour market regulation in Ireland ... discourages employ
ment. ' Besides the above economists, others have also been 
making similar points on labour costs and unemployment. 2 

Outside the mainstream of the economics profession in 
Ireland certain significant commentators have been echoing 
some of these basic arguments on unemployment. It is not poss- . 
ible to provide even a brief resume of their advice here, but we 
shall simply refer to three of the more notable ones. 

The Governor ofthe Central Bank stated in 1981 that durable 
job creation depends much more on the evolution of relative 
labour costs than on increased budgets (Murray 1981, p. 50). A 
related point was made in 1986 when his successor, Thomas 6 
Cofaigh, stated that the 'best support for self-sustaining employ
ment lies in correcting the disencentives which flow from exces
sive levels of taxation and borrowing.' He adds that the removal 
of these disencentives would give the private sector greater 
access to resources and this would provide employment in a 
more efficient way than by state intervention (6 Cofaigh 1986). 
However, competitiveness is more than simply a question of 
wage restraint; 'the burden of the adjustment must be shared 
equitably by all employers and employees' (0 Cofaigh 1982, p. 
49). 

Ivor Kenny (1984, p. 18) stated that market signals at the time 
were not strong enough to call forth the required amount of job 
creation: 'market forces are to blame, not the market mechan
ism and private enterprise.' 

From the above summary it is clear that many influential 
Irish economists and commentators maintain that unemploy
ment can be reduced by greater labour market flexibility. If 
market forces are being restricted by regulations or by public 
ownership, then deregulation or privatisation will act as a kind 
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ofsocio-economic tin opener that will release the market'sjob
creating powers. Although there are differences in the degree to 
which these economists are attracted to this idea, it still forms 
the touchstone of much recent policy advice. There are, it is fair 
to say, detractors from this idea; those who say that the private 
sector cannot be relied on to create the extra jobs on its own and 
this has to be done through the public sector. Irish socialist 
economists argue that the failure to create adequate employ
ment in Ireland is due to the narrowness of the industrial base of 
the economy rather than to high wage costs.' They see a greater 
role for direct sale involvement injob creation. For the moment, 
however, we shall consider this market approach to unemploy
ment. To consider its merits, we shall discuss it under the 
following headings: 

I. The economist's market - is it real? 
2. Government deregulation - is it possible? 
3. Free markets - will they reduce labour costs? 
4. The technological constraint. 

The economists' JIlarket - is it real? 
Economists argue that we should take the fetters off the labour 
market to allow it to operate more freely and thereby create 
more employment. Some economists may believe that a con
crete reality called the free labour market actually exists. This 
market which at present is encumbered by regulations, will 
create more employment when these are removed. It might be 
better to argue that what is out there is the concrete reality con
sisting also of political, sociological and other aspects and of 
which the economist's market is only a partial explanation. 
When the classical economists were developing 't~eir under
standing of the market, they were creating an analytical concept 
distilled from a complex series of forces. This concept was 
developed into a powerful and useful explanation of how the 
microeconomy works. However, some of the important assump
tions built into this abstraction - perfect knowledge, price llex,", 
ibility and perfect competition - are un·real or non-existent . . · . 
Allied with the problem of externalities, it is evident that. the 
concept of a free labour market is somewhat limited in it~ ability 
to explain reality.' 

From a political science perspeqtive, the economists' market 
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.. depicts a situation where differences in power and influence are 
assumed not to matter. However, since special interest groups 
cah have a significant impact on a markets' operation, if we 
deregulate to recreate the economists! market structure, we 
would also have to ensure that market participants wielded 
equal power (Peterson 1977, p. 27). Sociologists make a parallel 
point when tpey maintain that real markets are embedded in 
social relation's •. They are somewhat critical of economists who 
treat these social "factors as merely 'a frictional drag that impedes 
competitive markets' (Granovethen 1985, p. 484). 

Academics and others may have taken the economist's 
market concept a little too seriously. It was originally developed 
to help explain the invisible hand phenomenon. Then the con
cept was refined and was considered to have employment 
expansionary prope.1ies. Finally, economists and others con
cluded that we should transform the workings of the real world 
to equate it to that of the model. Are we trying to turn reality 
into a concept that, from an economic, political science and 
sociological perspective, is seriously limited by some of its 
assumptions? 

GoverDII1ent deregulation - is it possible? 
Deregulation will not be easy. Charles Schultze (1982, p. 63) 
contends that economists are prone to underestimate the prob
lems generated by specific institutional circumstances. Indeed 
Friedman (1985) admits the same point when he speaks of the 
'tyranny of the status quo'. In essence Friedman says that the 
employed and other interests groups have organised a system of 
regulations that puts the unemployed at a disadvantage. To 
resolve this problem, he suggests that Americans will have to 
elect the 'right' president and give him adequate powers to 
change things, adding that the constitution should be changed 
to limit government spending.' The only difficulty with this idea 
is what happens if the 'wrong' president is elected and things 
start moving in the other direction? 

Others who take a political science or sociological perspective 
are not so enthusiastic about the possibility of deregulation. 
Political institutional analysis sees the trend towards organising 
markets as an irreversible one and part of democracy (Lindberg 
1962, pp. 14-27). Similarly, the sociologist Max Weber felt that 
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the trend is for bureaucracies to expand as markets become 
inadequate (Seidman and Gruber 1977, pp. 506-07). 

Those who call for deregulation therefore should realise the 
significant political and sociological constraints of such a policy. 
However, it is fair to say that many economists would accept a 
marginal approach whereby some of those regulations that most 
inhibit employment are removed slowly and tactfully. 

Free lDarkets - will they reduce labour costs? 
We shall assume for our present purpose that those who calt for 
deregulation refer to government regulations. Suppose the 
government has successfully removed those items oflegislation, 
such as minimum wage and redundancy laws, that affect the 
labour market. What happens if employers and employees build 
up agreements that reduce the de~egulated market's ability to 
expand employment? Why would both parties still benefit from 
so organising their relationship? 

First, wage rates may not fall all that much 'in a deregulated 
market. For a start, employees would negotiate through their 
trade unions to at least maintain their employment benefits; 
furthermore, although it may seem that employers may now be 

,keen to reduce wage rates and eradicate job perman<;ncy, 
organisational requirements may entice them to do otherwise. 

Employers buy labour in the market like any other input and, 
although they are reasonably sure of the expected productivity 
of the capital or raw material input, they are never so certain of 
the labour quality. In order to maximise labour's input, they 
must secure its cooperation. Thus it is expected that they would 
build up pay and benefit structures that would maximise 
labour's productivity and minimise its cost. In ,. this respect, 
classical market theory discounts the problems of industrial rela
tions and work organisation that employers have to face (Nolan 
and Brown 1983, pp. 269-84). '. 

Certain economists have recently begun to realise', tbe 
complexities of wage setting and have referred to the advantag,s 
that employees (, insiders') have over the unemployed (,out: ·, 
siders'). Classical economics gives the impression that, with a . 
free labour market, tbe existence of outsiders will reduce the '. 
price oflabour and thereby increase employment. The 'insider
outsider' theory of Lindbeck and Snower (1986, pp. 235-39) 
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. gives employees greater labour market power than the 
unemployed. This is so because insiders will make it difficult for 
firms to attempt wage reduction and outsiders will find it almost 
impossible to encourage. 

Not o'lly might employers be interested in providing reason
able basic wages in a deregulated market, they may also wish to 
provide attractive seniority payments. T his will OCcur particu
larly where fi~ms use complex production systems (Collier and 
Knigh t 1986, pp. 77 and 92). Here the employers' desire to 
retain a body of experienced employees will entice a t least some 
of them to provide an incentive for workers to stay, especially if 
the industry is very competitive. 

Apart from the question of wage rates, we have to acknow
ledge that the labour market could not possibly work like a stock 
market with workers rushing from job to job, making produc
tion very difficult to perform (Towling and Wilkinson 1982, pp. 
43-44). In a legislation-free economy, the labour market would 
most likely build up employment rigidities, which would be 
difficult to eradicate, especially in such an openly competitive 
economy as Ireland's. 

The technological constraint 
As technology develops, the production of different goods 
becomes increasingly complex, sometimes requiring only a cer
tain number of key workers. Appelbaum (1979, pp. 42-47), who 
takes a neo-Keynesian approach, refers to what she calls the 
'core industry' sector. This includes those industries in the 
United States that are oligopolistic high-wage industries with 
strong trade unions and a literate and stable workforce. The 
production process in the core section has become increasingly 
complex, hierarchical and interdependent, and many specific 
ski lls can be learned only by continuous experience with a 
cel1a in firm or in a particular job. Appelbaum argues that core 
firms require only a fixed number of overhead employees for 
each of its plan,s or plan t segments; employment therefore 
varies with output and by discrete amounts. 

Although Appelbaum's approach seems exaggerated and 
technologically deterministic, it adds another aspect to the 
earnings employment debate. Classical economics gives the 
impression that, as wage rates vary, the labour-capital mix will 
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alter to minimise costs. With today's complex technology, the 
labour-capital mix is not always that easy to change, especially 
in the short or medium term. . 

To summarise, it seems that government deregulation will be 
anything but easy. However, even if the government succeeds in 
scrapping its regulations, the social and political benefactors of 
the present system could carry their relatively privileged labour 
market position into the non-regulated system. The consequent 
effect on unemployment would not be that certain. 

There is an interesting point in the dergulation thesis that 
must be mentioned. The de regulators appear to assume that the 
free market is a sufficiently strong agent of change both to 
reduce the relative power of the employed vis it vis the un
employed and to alter the technical coefficients. This has shades 
of a type of economic determinism that may not adequately 
reflect real world constraints. My feeling is that a government 
deregulated market could go anyway and the status quo would 
at least partially reassert itself. Are we to be left then with no 
alternative but to return to Keynesian policies to solve 
unemployment? 

Managed 
The course of Keynesian policies had a chequered career in Ire
land during the 1970s. It is not necessary to go over that here; 
suffice it to say that because of Ireland's present financial diffi
culties, its small open economy status and the problems of 
executing a successful incomes policy, we must be very wary of a 
simple pump-priming approach. Even the neo-Keynesians do 
not have a lot that is new to offer, except to say, possibly, that 
Austria and Sweden were successful at organisihg their incomes 
policies and therefore we should try again, but tbis time with 
greater discretion. In fairness, however, the neo-~eynesians 
have become more aware of the socio-political aspects of 
incomes policies. In countries where these were successfu), the 
industrial relations system has been cooperative, accordifig to 
Cornwall (1984, p. 17). He says that their success was due 'to 
good political leadership and recommends that countries should 
work towards an international coordination of demand expan
sion, backed up by measures to prevent inflation. In effect Corn
wall is calling for a new international order. While he is right 
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, . about the urgent need to eradicate stagnation, it is difficult to see 
'how we are going to get a coordinated reflation of the world 
eco..nomy, backed by a simultaneous and workable world 
incomes polic),. Cornwall points out that the successful imple
menuiUo"n of this crucially relies on the socio-political structures 
of different countries and on good political leadership. 

Are not Cornwall and other neo-Keynesians leaving our 
politicallead;'-"" too much to do? Are we in a quandry? Have we 
to take sides between two theories, both of which have certain 
advantages and disadvantages? Or should we take Oscar 
Wilde's advice when he said that the worst thing to do was to 
take sides: 

This is the true sign of sincerity, which soon becomes earnest
ness and very soon you become a bore. 

Markets for employment 
Economically markets can help 'reduce unemployment as long 
as they are embedded in a suitable socio-political structure. 
Robert Gordon's (1982) article in The Economic Journal is instruc
tive in this respect. He feels that Japan's labour market institu
tions seem much more suitable for maximising employment 
than those in Britain or the United States. As we can see below, 
the data indicate the relatively low unemployment rate in 
Japan. 

Comparative unemployment rates 

Ireland 
UK 
USA 
Japan 

1986 

18.2 
11.8 
7.0 
2.8 

1987 

19.2 
11.25 
6.75 
3.0 

1988 

19.3 
10.75 
6.5 
3.0 

SOU",,; (i) OEeD EconomicOutlook,June 1987, (ii) GSO (1987); (iii ) ESRl (1987) 
Quarterly Economic Commentary,July. 

Why has Japan such a suitable labour market structure? First, 
the earnings system is organised differently. Wage negotiations 
take place annually and occur roughly simultaneously during 
what is called the 'spring wage offensive'. As well as this, the 
Japanese workforce has a greater uniformity, with less 
categories of employment. These two factors reduce inter
occupational tension over income increases and wage queue 
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jumping. Workers are also frequently paid on the basis of senior
ity and this can encourage a greater attachment to their 
company. On top of this seniority payment, there is a sizeable 
profit share component, which can vary according to the firm's 
prosperity. 

Second, there is the lifetime employment system, for which 
japan is well known. Firms are reluctant to lay off workers and 
are known to shift employees from low to high season firms so as 
to keep them employed throughout the year. It is fair to say, 
however, that this system predominates in larger companies and 
it is sometimes the subcontracting firms that act as employment 
buffers when demand falls. 

Nevertheless, Gordon states that many American workers 
also hold what is essentially lifetime employment. Interestingly, 
he adds that manufacturing wages injapan and Britain are five 
to ten times more responsive than in the U~ited States. This 
partly because of the three-year wage contract in the USA. 
According to Gordon, the pqint here is that economists have 
sought purely economic explanations of wage inertia and have 
provided only economic solutions. 

Coleman (1984, pp. 84-88) indicates that in japan there is a 
higher level of inter-firm trust than in the United States. This 
allowed japan to develop an industrial structure with a greater 
number of independent firms, all forming part of one complex 
production process. This point refers to the problem of 
cooperation in the market, which should not be taken for 
granted and yet classical economics does not include it in its 
theoretical matrix. 

We have summarised above some of the institutional 
underlay to the japanese labour market that helps to maximise 
employment. McAleese (1985, p. 21) makes the so\)ering point 
that the success of the countries of the Far East in creating jobs 
may be largely due to cultural differences. Similarly. Dunn 
(1986) argues that the japanese system is not susceptible to 
relevant imitation in Britain because it forms part of' ~n 
institutional framework tbat has evolved over time. japalr, 
according to Dunn, has defined the problem of British wage 
fixing and productivity, but gives little assistance toward" its "\ 
solutions, through emulation at any rate' (1986, p. 36). 
However, studies such as Gordon's and others have extracted 
some of the cultural mystique from their system, indicating that 
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'. markets in suitable institutional settings can be more efficient 
'job creators. Such changes take time as Andrew Gordon's (1987) 

slu.dy indicates. His historical analysis concludes that the 
Japanese right to work was a response 10 labour's refusal to 
accepi dismissal and this only emerged gradually. 

If we ' cannot carbon-copy the more employment efficient 
Japanese market Structures, perhaps we can focus on our own 
structures to See if we can suggest tentative changes that would 
be both more employment efficient and reasonably capable of 
development. We shall look now at different economic 
groupings in the economy and relate these to the question of 
flexibility. 

Sectoral flexibility 
Let us assume that the economy (excluding agriculture) is 
divided into the following approximate sectors: , 
Figure 3: Sectors and labour market flexibility 

Established Manufacturing 
Industry (1) 

Established Services Sector 
(2) 

New Manufacturing 
Industry (3) 

New Services Sector (4) 

Third Sector (5) 

Part-Time Work (6) 

Informal Economy (7) 

Chaf8CtertSUcs 

(1)-(2) 
Relatively long-established 
firms with well-organised 
work and employment 
structures. Relatively 
strong trade unions and 
reasonably good employee 
remuneration, to some 
extent regardless of 
company prosperity. 

Aexlblllty 

Relatively Inflexlble labour 
market. 

(3)-(4) Reasonably flexible labour 
Relatively new firms witl1 market. 
evolving employment. work 
and trade union structures. 
Employee remuneration 
varying to some extent, 
depending on the 
company's prosperity. 

(5)-(6) Aexlble labour martel 
Relatively recent wom and 
employment structures 
(especially 5). Little or no 
trade unions. Employee 
earnings average to low. 

(7) Flexible labour market. 
Illegal employment. No 
trade unions. Earnings 
dependent on firm'iS 
prosperity. 

I 
" 

• \ 

i 
j 
1 
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Market flexibility and employment efficiency vary among the 
above sectors. As we move from (I) to (7), industries and cmploy
ment systems become less structured and established and market 
flexibility increases. In sectors (I) and (2) employment will not 
expand 10 any significant extent unless demand expands more 
than labour productivity. 

The slightly greater market flexibility in (3) and (4) and more 
especially in (5) and (6) provides some scope for extra 
employment. In other words, it is in these less established and as 
yet less structured sectors that the labour market could be better 
organised to maximise employment. As these areas become 
more established over time, it is necessary to ensure that the 
developing structures and work agreements that emerge are 
geared towards greater employment efficiency. 

A firm's size can also influence its market flexibility . It is quite 
likely that even in the more established sectors smaller firms 
have a relatively more flexible labour market than their larger 
equivalents. But even in the'smaller firm segment, it is expected 
that labour market flexibility will increase as we move from (I) 
to (7 ). 

Since the above approach was first outlined, some research on 
a sectoral approach to labour market flexibility has appeared in 
the literature. Holly and Smith (1987), drawing a distinction 

. between the manufacturing sector and the non-manufacturing, 
non-public sector, found that the responsiveness of employment 
to real wages in the two sectors is significantly different. Their 
analysis leads them to state that the non-manufacturing 
demand for labour is more responsive to real wage costs than the 
manufacturing demand for labour. They conclude by stating 
that the evidence presented in their paper supports the 
argument for a disaggerated sectoral approach (J987, p. 97).' 

New patterns 
Recent trends in the organisation of work indicate that rrtQ.re 
and more companies will run their operations with a core of 
skilled employees and will achieve flexibility by (i) contrac~irig '. 
out some of the firm's work to specialist firms in areas such as "
marketing, technical processes, pension arrangements, catering~_ 
and security, and so on and (ii) by the use of part-time and leased 
employees and also by the transfer of workers to sister companies 
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.'.. (BaI)ks 1986). This development could be made more use of in 
. the less established sectors. As time passes and the practice 
.b",comes more widespread, it could provide the labour market 
with greater flexibility even in the established sectors. 
Th~ p'ossible development of such employment structures as 

networking might also be considered. This is where people work 
from home or a local network office and use a microcomputer to 
communicate-with head office. Hornby (1986) argues that most 
managers in fidns where costs have to be saved will see salaries as 
the largest element of their departmental budget. The exception 
will be the house services manager who has a huge building 
budget that could swamp all other costs. Therefore, every time 
people think about reducing costs, they will invariably consider 
cutting staff. This can often be a mistake because what is being 
reduced is the productive element of the organisation, instead of 
cutting down to some extent at.least on the expensive building 
input. Hornby (1986, p. 21) admits, however, that such develop
ments will require a 'whole mind and culture change.' 

In regard to the difficulty posed by modern technology, there 
is a particular problem for future employment and income 
levels. As technology becomes more advanced, it can cost labour 
out of employment. Leontief, however, in looking at the 
problem of work and distribution, suggests that we need ways of 
supplementing labour market earnings from other income 
sources. He refers to the fact that although the family income of 
Iowa farmers has not changed over the last hundred years, their 
living standards are now much higher. This is because the fall in 
their jncome is more than fully offset by the income earned on 
their enormous capital investment (Leontief 1985, p. 158). Thus 
we can see that a possible way out of the income-technology
unemployment bind could develop in the area of new structures 
to develop more self-employment with suitable investment in 
new technology. One could see here a particular role for 
developments such as local community projects, intrapreneurs 
(Hornby 1986, p.20), high technology cottage type industries. 

Finally, the growth in the informal economy could also be 
tapped to help reduce the dole queues. In Italy this sector has 
posed an enormous problem. Part of the Italian government's 
response was to entice these firms out into legitimate production 
by exempting companies with less than fifteen employees (five in 

j 

1 
'------------------------------ .-.-- .. ~ 



Employment: Markets and Managed 291 

agriculture) from having to comply with official employment 
and wage regulations. 

Sunl.lnary 
Markets can be more employment efficient. However, the crude 
process of deregulating an economy may not create any substan
tial amounts of extra employment and might possibly damage 
the market's capacity to generate employment. Deregulators 
who point to the employment efficiency in the United States 
might note that much of this efficiency occurs in the more flex
ible sectors, especially the new services sector (see Figure 3 
above). Thus the deregulation argument that the USA has more 
nexible markets (it is more employment efficient - thus 
nexibility is the secret, therefore we should deregulate) may be 
nawed on the basis that, although it is one thing for the United 
States to have an expanding and nexible new services sector, it is 
quite another to argue that Ireland should deregulate its private 
sector. Rather, we should adopt a more cautious strategy to 
improve the private sector's employment efficiency. 

In the established sectors it may be more advisable to regard 
slightly some of our present employment arrangements as 
follows: : 

• Retiming of wage negotiations, as in Japan, so as to get a 
greater bunching of agreements; this might help to reduce 
intergroup wage competition and lessen some of the 
pressure on labour costs . 

• A reduced number of work categories to lessen the inter
occupational wage connict; again, this will help to control 
labour costs. A reduction of job categories would also pro
vide employers with 'greater organisational.JIexibility in 
regard to labour use. . 

We might also consider the possibility of moving awa'y from a 
fixed wage employment structure to a profit-share element. 
Recent American evidence has indicated that workers who ha"e 
entered into profit-sharing arrangements have subsequently 
voted for wage rises. This return was part of a general trend in 
profit share deals made by ailing companies. As soon as the crisis 
was over, workers voted against profit-sharing and returned to -
'free collective bargaining' (Thompson 1987). Thus, to ,use 
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.. profit-sharing as an employment generator in Ireland, will first 
'fequire some review of the experience of other countries . 

. W-!'itzman will deal in a later paper in this issue with what 
Bla:nchflower and Oswald (1987) classify as the macroeconomic 
argurrlel1t for profit-sharing. 

In til. less established sectors, employers, unions and 
government should try to ensure that the new employment 
structures that will develop are employment efficient. 

In Ireland employer-employee relations appear to lack the 
same level of trust and cooperation that seems to exist in Japan. 
It may be worthwhile, therefore, to study the Japanese develop
ments that foster this cooperation. Perhaps a more suitable 
labour-management institutional structure could be usefully 
developed in Ireland. 

Conclusion 
The debate about whether or n6t the economists' market is or is 
not employment efficient is to some extent slightly sterile; it may 
be or it may not be, depending on the particular socio-political 
institutions that bind it together. We now must look at these 
institutions and determine how they could evolve to make the 
market a greater job creator. If we succeed in improving the 
markees institutions and unemployment still remains, then we 
must seek additional solutions. The following paper covers one 
such approach and. provides a role for publicly funded employ
ment. The remaining papers consider other aspects of the 
solution. 

Notes to article 
I This paper was later published in 

the In"sh Ban.king ReIJiew, June 
1985, p. 47, as 'Employment: A 
Private Sector Strategy.' 

2 For example Joe Durkan, DKM 
Consultants: 'The revenue path 
adopted by the Government has 
almost certainly led to the worsen
ing of labour costs and increasing 
unemployment in the private 
sector' in 'Jobs and Borrowing -
Where the Right is Wrong' £oin 
O'Malley, Paul Sweeney, et al 

(1985), p. 9. This point echoe, 
Brendan Walsh's view on the 
crowding-out effect. 

~ It is probably fair to say that this 
point of view is a minority one 
among Irish economists. See 
0' Malley and Sweeney, op. cit. J 

pp. 61,69. 
4 See, among one of many econo

mists on these points, Smith 
(1984), pp. 144-49. 

S See Friedman (1985), especially 
chapters 1, 6 and 9. 
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• See Dunkley (1984), p. 381, in 
re fere nce to Austria, and 
Cornwall (1984), p. 17, in regard 
to Sweden. 

, Geary and Murphy (1987) also 
state that the labour market 
function is sensitive to the level of 
aggregation. They state that their 
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KIERA~ KENNEDY 

The Decessi~y for economic developlDent 
It is well known that Ireland not only has one of the highest 
unemployment lovels in the European Community but also 
faces a large natural increase in the potential labour force in the 
years ahead. Accordingly, leaving aside emigration, a high rate 
of increase in employment is necessary even to keep 
unemployment from rising further, let alone reducing it. 
Furthermore, Ireland is now one of the poorest countries in the 
European Community: among the twelve member states, only 
Greece and Portugal ranking lower, There is therefore an 
understandable desire to raise living standards closer to levels 
elsewhere in the Community. It is inevitable that this will 
invo)ve a continuing upward pressure on incomes, so that any 
solution to the unemployment problem that required a sus
tained reduction in wages is not likely to be acceptable. The only 
way by which the goals of higher employment and higher living 
standards can be accommodated simultaneously is through 
economic growth. 

The point may be underlined by considering some of the 
alternative proposals to reduce unemployment. A great variety 
of proposals has been made to redistribute work: worksharing, a 
shorter working week, an overtime ban, elimination of double
jobbing, career sabbaticals, and so on. Inherent in all these 
proposals, if they were to succeed, is the need for a reduction in 
current income levels by those already in employment. In other 
words, worksharing must also involve income sharing: otherwise 
production costs would rise, with damaging consequences for 
the existing volume of employment. I do not deny that there 
may be some willingness to accept such arrangements, so that 
these measures may have a role to play; but given the evidence of 
strong and widespread pressure for higher incomes, it would be 
unrealistic to expect that sacrifices of income would be forth
coming on a scale large enough to make a big dent in the level of 
unemployment. 

296 
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The labour force can be reduced in various ways. By far the 
most significant of these is emigration. But whatever the objec
tive merits and demerits of emigration, it is most improbable 
that any Irish government would espouse emigration as an 
explicit policy, since such an approach would be widely inter
preted as an admission of failure in economic and social 
management. The labour supply might also be reduced by 
longer educational participation or by early retirement. Both of 
these approaches are expensive, and their scope is limited in 
relation to the scale of the unemployment problem. No dou~t, if 
unemployment remains high, the future labour supply will 
adjust itself partially to the prevailing labour market, but the 
scope for deliberate policy measures is limited. 

Finally, there is a vocal body of opinion implying that 'work is 
dead' and that young people should be prepared for a leisure 
society. This seems to me to bc economically ill-founded and 
psychologically dangerous. Ireland is still at best only a semi
developed country, with large-scale poverty. To solve these 
problems, what is needed is not less work, but more and better 
work - as well as a better distribution ofthe fruits of work. The 
idea that the total volume of work to be done is rationed is 
hardly sensible, given that there' are so many socially valuable 
things that need to be done. The real problem is to find the 
resources to finance even a fraction of the additional work that 
could usefully be done; and for that purpose, a necessary, 
though not sufficient condition, is to increase the total level of 
economic activity. 

Policies to raise the growth rate 
Because of the small scale of the Irish economy and its 
dependence on imports, economic growth must be founded in 
the first instance on the traded goods sectors - agriculture, 
natural resources, manufacturing and various services'-:;- and 
especially on export expansion in these sectors. Expansion il1. the 
non-traded sectors of the economy, if unaccompanied ' by 
expansion in traded goods, would give rise to balance of 
payments difficulties. As regards fiscal expansion financed. by \. 
borrowing, this is further ruled ou t already by the state of the " 
public finances. 

The expansion of output in the traded goods sectors depends , 
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~' . on (he state of ·the world economy and on domestic supply 
conditions. The external economic environment for the Irish 
economy has improved in the last year or so as a result of the 
collapse in oil-prices and the fall in the value of the dollar. Some 
of the"benefits have shown up domestically in the form of/ower 
jnnatio~" and somewhat lower interest rates. Moreover, with 
similar developments taking place in Europe, the prospects for 
industrial ex'ports have improved. 

The outlook ror the coming years, however, is still too uncer
tain to suggest that Europe now faces a strong resumption of 
economic growth. There are no grounds for reducing the disci
pline on the public finances - which remain precarious -
especially if a renewed downturn took place in world economic 
activity. But Ireland has been given some breathing space, even 
if only temporarily, to take measures to establish a more secure 
foundation for economic development, both by restoring order 
to the public finances and by improving domestic supply 
conditions. 

Domestic supply conditions embrace the availability, quality 
and cost of productive resources and the efficiency with which 
they are combined - in other words, competitiveness in the 
widest sense. Competitiveness is often spoken of only in the sense 
of prices and costs, and indeed sometimes only in terms of the 
price of labour. -But while these factors are important, it would 
be wrong to ignore the non-wage aspects, such as management, 
technology and marketing, where arguably Ireland may be at 
an even greater disadvantage. The nature and extent of such 
disadvantages are likely to differ from sector to sector, and it 
would be unwise to assume that free market forces alone can 
combat them. Indeed, as I shall argue below, the satisfactory 
development of the traded goods sectors is likely to require addi
tional Exchequer resources, including the provision of 
satisfactory infrastructural facilities. 

The quest ion whether such resources can be found depends 
crucially on the way in which the public finances are to be put in 
order. The time is ripe to begin thinking about a new national 
plan . In such a plan it seems essential to make better progress 
towards eliminating the current budget deficit, while at the 
same time searching for new investment opportunities that will 
contribute to the longer-term development of the economy. 
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This search should begin with the key traded goods sectors, and 
the infrastructure needed to support them. 

Agriculture 
There is now much pessimism about the prospects for agricul
ture because of the food surpluses in the European Community. 
Yet the degree of pessimism may not be fully warranted. It is 
true that the outlook for expansion in dairying over the next five 
to ten years is not bright, but the position is not quite as bleak in 
regard to beef and sheep, where there are some prospects that 
major new markets can be developed. There remains cons ider
able scope for the development of food processing. 

At the domestic supply end, there are major structural 
barriers a t the farming level- associated with land tenure, land 
immobility a nd demographic structure - that in hibit 
expansion of supply. Successive governments have largely 
ignored recommendations to deal with these problems. Major 
changes are also required in food processing, and in particular in 
regard to R &D and marketing. If action on the required scale 
were to happen, there would undoubtedly be need for a greater 
commitment of public capital expenditure, accompanied by a 
reorganisation of the structure of the food processing sector. 
Certain anomalies in the Common Agricultura l Policy also 
create uncertainty, which inhibits the expansion of processing. 
The emphasis laid by the new government on an integrated 
approach to developing food processing ofTers hope of a new 
determination to overcome the various constraints on 
expansion. 

Apart from the major products (milk, cattle and sheep), there 
is further scope for developing intensive pig and ppultry produc
tion, which do not require much land. Mushroom a nd cut 
nower production have possibilities also, as well as ihe growing 
of fresh vegetables. There are also many openings for sm,!-ll busi
nesses to process meat into high value-added products for special 
markets. Good markets are available at home and abroad .for 
vacuum-packed beef, hamburgers and cooked meats of variolls. 
kinds. 

A point of some importance is that although num13ers 
engaged directly in agriculture continue to decline, there is an . 
increasing tendency for people t6 remain living in, or adjacent 
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. \ to, rural areas. ' Moreover, the degree of part-time farming has 
been rising, and non-farm income in farming households, 
Whether from employment or welfare, has tended to increase as 
a Proportion' of total income. This development gives further 
support 10 the case for developing suitable industrial and service 
activitie-s in small towns and rural areas. 

Other natu'ral resources 
The other nal~ral resources consist chiefly of fisheries, forestry, 
base metals, other industrial minerals and fuels (natural gas, 
coal, turf and, possibly in the future, oil). Although this is a very 
diverse group, there are nevertheless some common factors. The 
extraction process is capital intensive in many cases and cannot 
realistically provide much direct employment. The downstream 
processing is often even more capital intensive, requires substan
tia l R&D, and the selling of the output poses major marketing 
challenges. These factors, of course, do not rule out downstream 
processing in all cases. But, especially for a small country, they 
do suggest concentration of major development efforts on a 
selecled number of the more promising downstream possibilities, 
rather than aiming at resource-based processing across the 
board. For the remainder, the optimal course would be to maxi
mise the revenue from royalties or taxes and use this money for 
other forms of development. 

The prospects for forestry production and processing are 
particularly good if management inadequacies, in regard to 
timber quality and the flow of supplies to processor.;, can be 
overcome. For this purpose, many agencies have recommended 
that a commercial state body be established to take over the 
management of this natural resource from the civil service 
department. The announcement in June 1987 that legislation is 
to be introduced in the autumn to establish such a body is wel
come. In regard to fishery development, it can be said that 
although Ireland was slow compared to other countries, like 
Norway, to become involved in aquaculture, this deficiency is 
now being repaired, and there are good prospects for expansion. 

In this paper, I can do no more than mention some of the 
natura l resource areas in which the scope for development looks 
promising. What is badly needed is a comprehensive inventory 
of specific activities within the framework of a national plan, 
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rather on the basis undertaken by Dr T. K. Whitaker in Economic 
Development. Within that framework judgments should be made 
about the more likely prospects, and the resources needed to 
develop and market the output. Some of the subsequent plans 
were far too general, emphasising broad policies rather than 
concrete opportunities. 

Manufacturing 
Much of the growth in Irish manufacturing during the 1970s 
was attributable to the fact that it attracted an increasing stre~m 
of new foreign enterprises, and created and expanded a large 
number of small industries. The weak link in the chain was the 
medium and large indigenous enterprises, many of which owed 
their existence to the protectionist period. In the depression of 
the 1980s, these enterprises continued to decline, while at the 
same time the flow of new foreign enterprise diminished greatly 
and many of the foreign companies established earlier declined 
or closed down. In addition, a very substantial outflow of the 
profit or surplus earned by foreign enterprise has developed -
to the tune of £ 1,350 mill ion in 1986. This has greatly attenuated 
the impact of increased manufacturing output on domestic 
activity} and the impact of increased manufac turing exports on 
the balance of payments. 

The scope for attracting more foreign enterprise in the next 
five years is likely to revive. In the last five years, the combina-
tion of stagnation in European demand and buoyant US 
demand was particularly unfavourable to Ireland as a location 
for foreign enterprise aimed at the European market. With the 
revival in demand in Europe, the flow of new fo~eign enterprise 
should pick up again. However, we cannot depend-on that alone 
to solve our problems. In the first place, competition in the 
attraction of foreign enterprise has greatly intensified: the 
richest nations of Europe are now giving incentives to foreign 
firms that in some cases match or even exceed those offered. by 
Ireland. Second, foreign companies are unlikely to locate ih~ 
key functions of technology and marketing here, so that the' 
attraction of such companies cannot be regarded as a satis-· . , 
factory substitute for developing these talents· in indigenous ., 
firms. 

It is difficult to escape the con~lusion of the Telesis Report, 
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,published in February 1982, about the need to build up a 
s,lected number of large export-orientated Irish companies, 
capable eventually of providing the full range of functions, such 
as R-&'D and marketing, needed for competitive success. But side 
by side ''Yith this approach should go a far greater emphasis on 
maximisi'ng the potential of small industry than was contained 
in the Telesis. Report, particularly in high-skilled sub-supply to 
larger companies in the domestic or overseas markets. 

This strategy 'is now widely accepted in principle, and no 
doubt the industrial development agencies are doing their best 
to implement it. But there are three major implications of the 
approach that I think are not adequately recognised either at 
government level or in the community at large. First, industrial 
development is a high-risk business, and inevitably there will be 
failures. If the development agencies are to be sufficiently enter
prising, then there must be in the community at large both a 
wider tolerance of failure and a willingness to accept the conse
quences at an early date so as not to continue to throw good 
money after bad in an attempt to prop up obvious lame ducks. 
Second, and related to the first point, the development of 
indigenous industry is likely to be costly in the initial years. 
While the Telesis Report was frank in admitting that 'creating 
and sustaining jobs in indigenous firms is far more difficult and 
expensive than doing so in foreign-owned firms', the message 
was not properly acknowledged in the subsequent White Paper 
on Industrial Policy. Third, there is need for a much greater 
sense of urgency in tackling the problems than has been dis
played by governments in recent years. More than two years 
elapsed after the publication of the Telesis Report before a 
White Paper on the subject was published in July 1984, while it 
took three years to establish the National Development Cor
poration, promised in the Programm£ of Government in 1982. 

Services 
The scope for expanding traded services has received far less 
attention than it deserves. The services sector as a whole now 
employs more than half of the total workforce, and the three
fifths of this that is not in the public sector receives only cursory 
attention generally or is not even considered. International 
trade in services, though substantial, is by no means free from 
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market imperfections and entry barriers. On the contrary, it is 
often highly regulated and protected, and the substantial post
war liberalisat ion of trade in manufactured goods has not been 
extended nearly as much to services. Nevertheless, a number of 
areas have potential. 

Tourism is one of the few exportable services that has received 
sustained attention, and I need say no more about it here since it 
will be the subject of Brian Deane's paper in this issue. A few or
ganisations, such as the Electricity Supply Board and Aer 
Lingus, have been quite successful in marketing design .and 
consultancy, and providing ancillary services to overseas clients. 
Moves have been made recently to develop a financial services 
export sector. But what about education (including training) 
and health, which employ such large numbe,s at present in 
supplying domestic needs, and the export of which would be 
particularly suitable to the aptitudes and aspirations of the Irish 
labour force? I have no doubt that there is a market potential 
that we have the capacity to supply. This has become all the 
more pressing in view of the recent public sector expenditure 
constraints in this area. 

The obvious target markets fpr health are the oil-rich Arab 
states, and for education the more highly developed countries. 
The real challenge is to translate a general market potential into 
concrete market opportunities, and to mobilise the resources to 
realise these opportunities. In short, it is primarily a matter of 
organisational capacity. On the demand side, it would call for 
detailed and specific market research with a view to designing 
suitable packages. On the supply side, it involves olTering appro
priate incentives to the individuals and institutions that 
currently deliver these services, and creating De\" 'institutions. 

If Ireland is to make a major impact in exporting services, 
then a strong degree of commitment and involvement by 
government is essential. Government-la-government contacts 
are often vital in opening up market opportunities. Moreo~er, 
only a state body with the appropriate responsibility anp 
authority can weld together the many diverse elements. 'fbe 
task is too large to be made the responsibility of the Industrial 
Development Authority, which already has a formid'able 
enough mission in regard to manpfacturing. Moreover, the IDA
has operated best in dealing with private commercial enter-, 
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Infrastructure 
The development of the traded goods sectors cannot proceed 
satisfactorily without adequate infrastructural facilities, 
especially in regard to energy, transport and communications. 
The public capital programme, which in the main provides the 
bulk of these facilities in Ireland, has bad a bad press in recent 
years, especially among economists. I believe that the criticisms 
have gone much too far, and thai ifproper account were taken of 
the key developmental functions of infrastructure, it would be 
clear that the benefits were greater than is commonly admitted. 
To some extent, the potential benefits were not fully realised, 
because of the prolonged nature of the economic depression, 
which was not predicted by those who now pontificate SO wisely 
with hindsight. Be that as it may, however, there can be no 
doubt that significant further infrastructural investment will be 
needed to support the developmen t of the economy. As in the 
past in Ireland, and as the experience of most other countries 
shows, this is unlikely to happen without substantial investment 
by the public sector. 

Entploym.ent ilnplications 
While I have argued that economic growth is a necessary 
condition for a major assault on unemployment, I now turn to 
the question of whether or not it is a sufficient condition. If not, 
then there is a need for further measures to ensure that the fruits 
of economic growth are directed towards providing enough 
jobs. 

Let us consider first the direct employment impact of growth 
in the traded goods sectors. No one doubts that employment in 
agriculture will go on falling. While there is scope for expanding 
the processing of agricultural output, the resulting employment 
increase is unlikely to be on a scale that would offset the decline 
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in farming. The direct employment in the exploitation of 
natural resources would not be large either. In manufacturing, 
some believe that changes in the relative price of labour and 
capital could reduce substantially productivity growth relative 
to output growth, involving a better employment performance 
for any given output performance. Against this, however, it 
should be noted that the much higher growth of output and pro
ductivity in Europe than in the United States in the quarter 
century following World War II was due to other influences 
apart from capital intensity, such as improved allocation of 
resources, economies of scale and the reduction of the lag in -the 
application of knowledge. Because of its lower state of develop
ment, these influences are likely to continue to generate high 
productivity growth in Irish industry for quite some time into 
the future, thereby limiting the direct impact on employment 
growth of any given growth of output in manufacturing. Con
siderable potential remains for relatively rapid productivity 
growth in indigenous enterprises, while mobile foreign firms 
tend to use standardised technological processes rather than 
altering techniques in response to local factor price relativities. 
Moreover, Irish wage costs are already at such a level that the 
manufacture of very labour intensive products can be ruled out. 

The development of services exports in some cases (like educa
tion and training) would be employment intensive, but in other 
cases (like banking and telecommunications) they would be 
necessary simply to maintain existing employment, for reasons 
that are mentioned below. The picture then of the most 
optimistic expansion in the traded sector that reasonably can be 
envisaged, is that while it will raise productivity and national 
income considerably, and help to protect the balance of pay
ments, its contribution to direct employment grow'tl,1 is likely to 
be limited. . ' 

Of course, expansion of output and incomes in the-,traded 
goods sectors, apart from the direct jobs it would create in these 
sectors, would also automatically induce more jobs in the nD(I
traded market sectors. This would happen ooth through pur~. 
chases of producer goods as inputs to traded goods, and thro~gn 
consumer purchases out of higher incomes. Clearly, these efT~cts 
are important and depend on t~e growth not merely of direct ~ _ 
employment in traded goods but also of productivity in tryese 
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\ sectors. Undoubtedly extra jobs would arise in the non-traded 
b~anches of industry, services and building, with positive effects 
on'uomest'ic sales of traded goods. The real question, however, is 
whether these induced effects on employment, when added to 
the direcj effects, would suffice to meet the jobs target. In this 
connection, there are a number of constraints on the scale of the 
induced employment expansion in Ireland that cannot be 
ignored. The fir$t is the high import leakage resulting from the 
small and very ' open nature of the Irish economy. We buy 
abroad most of our machinery and equipment and many of our 
materials inpu ts, and will continue to do so for the foreseeable 
future , while the income elasticity of demand for imports out of 
discretionary income is accepted as being very high. In this 
connection, the relatively closed nature of, for example, the US 
and Japanese economies place them in quite a different situation 
as regards induced effects on the demand for output of non-
traded market activities. ' 

There is the added constraint on the expansion of employment 
in the non-traded market sector that there is already overmann
ing and spare capacity in a number of these services, while in 
others substantial labour-saving technological developments 
are being put in place. In this connection, it is useful to look at 
the trends in employment in the different components that make 
up the services sector over the twenty-year period 1961-81 
(Table 1). Four of the seven branches have shown rapid growth 
in employment: public administration and defence, professional 
services, insurance and finance, and recreational and other. The 
first of these is entirely a public non-market activity, and the 
second largely so, with health and education accounting for the 
bulk of the employment involved. The remaining two of the four 
rapidly growing sectors are mainly in the private market sector, 
but they are still small groups, accounting in 1981 for just 11 per 
cent of total services. The increase in employment in banking 
and finance included a sizeable once-off rise to cope with the 
EMS. Moreover, technological developments in banking, such 
as automatic tellers, will greatly reduce labour requirements for 
present output levels. The same is true of communications, 
where by common consent there is Dvermanning, as also in 
transport. In distribution, employment in the large retail section 
has risen little over the last twenty years, and a considerable 
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Table I: Employtnent in main services industries, various years, 1961-81 (thousands) 

Industrial Branch 

Commerce 
of which: wholesale 
of which: retail 

Insurance, finance, business 
servIces 

Transport, communications, 
storage 

Public administration and 
defence 

Professional services 
Personal services 
Recreational and other 

Total 

./ 
,:/~ 

/ 

" 

1961 1971 1975 1981 

140,2 146,8 154,5 163,7 
30,3 36.5 37.5 42.9 

109.9 1l0.3 117, I 120.7 

13,7 23,6 27,6 43,3 

53,2 59,5 69,3 70.0 

39,9 48.4 60,0 72.0 
83,7 108,0 126,8 164.1 
62.2 53.9 46,8 49.1 
12.3 14.2 13.2 24.8 

405.2 454.3 498.2 587.0 

Sources: Census of Population and Labour Force SUTlreys. Figures for 1961 and 1971 have been 
adjusted for comparability with later years. 
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"'-further increase i·n throughput could be handled without much 
growth in the numberof workers engaged. On a more optimistic 
note, employment in recreational and personal services could be 
expect~d to increase rapidly, given expansion in the rest of the 
economy,ln general and in tourism in particular. The increase 
would be 'augmented by the fact that the secular decline in 
private dome~tic service, which for long swamped growth in 
other compon""ts, has now just about ceased. As against this, 
howeve r, it should be noted that part of the recorded increase 
taking place in some services is due to contracting-out services 
formerly supplied in-house in other sectors. While this no doubt 
increases efficiency, it does not directly add to the overall level of 
employment. 

On the basis of the foregoing analysis, the direct and induced 
growth of market sector employment would at best hardly be 
sufficient to match the natural Increase in the labour force, let 
a lone begin to bring down the level of unemployment. But could 
this scenario be modified to secure a better employment per
formance in the market sector without specific job-creating 
measures? One escape from the limiting factors would be to aim 
for a far higher growth rate of output in the traded goods sectors 
than is commonly envisaged. If, for instance, we could realistic
ally contemplate a Korean-type expansion in manufacturing 
(J5V, per cent output growth rate and 8 per cent employment 
growth rate during the 1970s), then of course the other 
limitations noted above would be irrelevant. No one has yet 
advanced this, however, as a feasible option for Ireland. 

An· alternative escape would be to try to raise employment 
growth relative to output growth in the market sector, implying 
a reduced rate of productivity growth. The demand for labour is 
influenced not only by the level of output, but also by the 
composition of output and by the techniques used in its produc
tion. The last two factors are in turn influenced by technology 
and by relative factor prices. It might, therefore, be argued that 
by lowering the price oflabour relative to other factors, both the 
choice of output and of techniques of production could be 
modified in such a way as to secure a much higher employment 
growth for any given output growth. As already indicated, 
however, there are cogent reasons for questioning the scope for 
significantly influencing the output/employment relationship 
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in the market sector in Ireland by altering relative factor prices. 
To say this is not in any way to deny the importance of income 
restraint, which is a necessary feature of any strategy for 
improving the Irish unemployment situation. Rather it is to say 
that income restraint will raise employment primarily through 
its e(fect on the overall growth of output, rather than on the mix 
of products and factors of production. The possibility sometimes 
mooted that, in the face of sustained unemployment, people will 
eventually be absorbed into low-paid service occupations, seems 
implausible unless social benefits are drastically changed. And 
the outcome of such drastic changes might well be a 
considerable acceleration in the growth of what is already in the 
last decade one of the fastest growing areas of public sector 
employment - defence and security! 

Publicly funded job creation 
The argument so far is that, while economic growth is essential 
to provide extra resources, these resources will not 
automatically give rise to sufficient extra jobs. But some of the 
extra resources can be absorbed by the public sector and used to 
increase output and employment within that sector. 
Alternatively, the Exchequer c6uld use the resources to fund 
activities performed by the private sector, which would not 

'otherwise take place in Ireland if the resources were left in 
private ha.nds, because of the high marginal propensity to 
import. Another alternative is the 'third sector' which Chris 
Brookes writes about later in this issue. All these have the 
common characteristic of requiring state funding, which must 
be paid for sooner or later out of tax revenue, and which is 
channeled directly or indirectly towards domestically supplied, 
relatively labour-intensive, goods and services thaI would not 
otherwise be demanded and supplied to the same extent. 

This approach recognises the central relationship b\,tween 
employment policy and the wider issue of income distrib4,tion 
and redistribution. To the extent that the market system' tap 
provide enough jobs for all who are willing and able to work, this 
will go a long way towards widely distributing the fruit! of 
economic progress. In that case, the state's' redistribution 
activities could be confined to measures for moderating dis
parities in after-tax mcomes, helping those with many 
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>. dependants and 'taking care of those who are unable to work. 
When, however, the market system, even if it is given the 
mal<imum feasible encouragement by the state, still leaves a 
large ').nd growi ng minority unemployed, the state is confronted 
with a'more,acute distributional problem. In essence, the state 
can eithet go on paying unemployment compensation, or it can 
create or fund jobs. The latter requires more tax revenue than 
the former, bU,t can add to the supply of useful goods and 
services. 

Several reasons have been given above for the view that 
expansion of the market sector in Ireland, while providing the 
indispensable basis of job creation, may not on its own yield 
enough extra jobs. To these reasons can be added a more subtle 
consideration related to income distribution. The high produc-
tivity growth in the traded goods sector, which is likely to ac
company higher economic gro}Vth, must result in higher real 

, factor incomes. Even if price competitiveness is maintained, 
there will still be upward pressure on real wages, which will be 
generalised to the rest of the economy through comparability 
claims. A wealth-creating strategy that involves little direct 
employment growth may therefore give rise to forces that will 
also limit the induced employment growth in the non-traded 
sectors. 

The result is that the distribution of income shifts in favour of 
those lucky enough to secure jobs, but in a way that makes it 
harder to employ the remainder. Consequently the state must 
invervene to ensure that the resultant growth in real incomes is 
moderated in such a way as to ensure that its fruits are shared by 
all. Incomes policy directed at factor incomes may not be 
enough to achieve this on its own. If not, it then becomes neces
sary to further moderate the growth of after-tax real incomes to 
ensure a fairer distribution. Employment creation is a much 
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better way of doing so than paying more dole. The latter can be • 
degrading to the recipients; it must always be kept at a relatively 1 
low level to avoid both disincentives and protests from the 
employed; and it yields no output. It should also be emphasised 
that support for the incomes, industrial and other policies 
needed to expand the traded goods sector may not be 
maintained without assurance of progress on job creation. I 

______ C_I_e_a_rl_y_,_t_h_e_a_d_o_p_t_io_n_O_f_s_u_c_h_a_n_a_p_p_r_o_a_C_h_d_e_p_e_n_d_s_o_n_t_h_e_. , J 
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success of measures to develop the traded goods sectors, since 
otherwise tax rates would become prohibitive. It therefore 
cannot be the driving mechanism in the strategy, but rather is 
contingent on progress with the other elements. It is also very 
important that efficiency considerations be kept to the fore fro nt 
in all publicly funded employment schemes. What constitutes 
useful work in this context is of course a matter of social decision 
rather than market-testing, and there is no problem in finding 
enough activi ties that would generally be viewed as socially 
useful. The real challenges lie in finding resources to finance 
them. in decidin g the priorities among them, and in organising 
them effec tively. In this connection, ideological prejudices 
about the respective roles of the public and private sectors are 
most unhelpful. What we need is not the dominance of one over 
the other, but rather a constructive partnership between the two 
that will emphasise performance. It would be foolish to ignore, 
for instance, that at local level, the local authorities often possess 
the 'most developed infrastructure of managerial and technical 
expertise for the organisa tion of employment schemes. Equally 
the local authorities should encourage and co-operate with pri
vate and community initiatives. In the short-term a major 
priority in such schemes should be to address the harshest 

. features of unemployment, such as the situation of the long-term 
unemployed. 

But will more publicly funded employment of whatever form 
not simply add to inefficiency and the retention of outmoded 
public services? This is a possible outcome, but not an inevitable 
one. Restructuring is something that should go On all the time, 
regardless of whether the level of un,mployment is expanding or 
contracting. In practice, it is not at all dear that restructuring is 
done any more effectivel y when the overall level is being 
reduced. No one would deny the need to improve the effective
ness of public services, but such improvements oQ'er the 
possibility, if the society so desires, to have more and better 
public services. ... , 
Conclusion 
Both the market and the non-market sectors have a vital role to 
play in seeking a solution to th., unemploymen t problem. and 
neither on its own is likely to be successful. Both bave weaknesses 
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\ that need to be corrected, but both also have strengths that can 
\ be built upon. A more general recognition ofthe profound inter

d<;pendencies between all sectors of the Irish economy would in 
itsel( be an important step towards a satisfactory resolution of 
the unemployment problem. 
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Employers and Unemployment: The UK 
Experience 

KEITH MacMILLAN 

Unemployment in the United Kingdom is higher now than at 
any time in the post-war period, yet strangely there is little sense 
of crisis. For over ten years current levels have been forecast and 
as they have been attained the British people have become con
ditioned to the continuing upward trend. Attempts to stem these 
increases have been unsuccessful l and this must include the 
efforts by employers, a matter on which this paper concentrates. 
Indeed, since it is employers who decide to lay ofTpeople, or not 
to hire or replace, some might say that they 'cause' the problem. 
Yet we all know that if a business's survival is at stake, redun
dancies are almost inevitable. New technology and intense com
petition create their own imperatives of change and adaptation. 
Moreover, it has become easier for management to shed labour, 
as unemployment levels have risen and trade unions have 
become weaker. Today only large-scale redundancies make 
news and commentators tell us thitt our rec<:{lt experience offull 
employment must be seen as a post-war aberration. 

As far as employers are concerned, high unemployment has 
become less of a problem but more of an issue. The social costs of 
unemployment arc all too apparent, although less so in the south 
of Britain where so many policy decisions are made. Most areas 
may have su(fered unemployment during the inter-war years, 
but today if one lives in the most prosperous parts of the country 
it is all too easy to feel distanced from the problem: Qn the other 
hand, unemployment has become more 'of a political than a 
managerial issue; it is manifest in people's consciences rather 
than in their day-to-day businesses. The unemployed"them-
selves do not have much political power; for the qlost part they 
are disorganised, dispirited and poor. _ "'" 

While there is ever less tolerance among employers to main-,' 
lain surplus labour, an increasing number of companies in t:.he 
UK are engaging in initiatives designed to help mitigate some of 
the social costs of unemployment. .These initiatives mostly are at' 
two types; to develop the economif base of communities by local 
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". enterprise agencies and to help train the young unemployed. 
Employers appear not to be under any compulsion to do any
thing, so why do they engage in these activities? Ifit is because of 
sortie notion of corporate social responsibility, what does this 
really mean? Is it mere tokenism? And if there is some underly
ing business logic of self-interest, why do all firms not undertake 
such ini tiatives? 

The answers to these questions could be of considerable signi
ficance to policy,-makers, yet our knowledge is patchy. We do 
know, however, that the scale of involvement by employers is 
growing apace. In 1979 there were only three local enterprise 
agencies; by the end of 1987 there could be three hundred. 
'Business in the Community' (BIC), the umbrella organisation 
for local enterprise agencies, claims that over 50,000 jobs a year 
are generated this way, while helping to maintain a further 
25,000, Over 4,000 companies a're apparently sponsoring these 
agencies, the number growing by SO per cent in twelve months. 

The Youth Training Scheme (YTS) is a government initia
tive, but employers are not obliged to collaborate. Some 360,000 
places are planned. Many projects that hitherto were purely 
voluntary have now been swept up into the scheme. It must also 
be said that a lot of orthodox apprenticeships and much in
company training have also been incorpora ted in the scheme at 
public expense, But in addition to the YTS, many employers are 
participating in an increasing number of initiatives concerned 
with developing pre-employment life and social skills and with 
encouraging young people to become self-employed. No doubt 
such projects are ,not unique to the United Kingdom, but the 
sign ificance to the initiating firms is not at all well documented, 
nor are the managerial problems that the scheme presents. 
Understandably, as unemployment has risen, few communities 
are eager to look a gift horse in the mouth but, as Troy dis
covered, it may well be worth examining its other attributes a 
little more closely. This paper reviews the development of 
several types of company initiative and speculates on their 
significance for policy-makers in business and elsewhere. 

Early developlDent of local enterprise agencies 
By the time Business in the Community was established in 1980, 
some useful experience already was emerging from earlier 
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<:xperiments of various kinds, all invol ving companies seeking to 
mitigate the adverse social effects of redundancies in local 
communities.' In the early 1970s the merger between the 
National Provincial Bank and the Westminster Bank, to pro
duce what is now NatWest, also produced a surplusof managers 
who were too young to retire. The bank imaginatively-thought 
that these people could be loaned out to charitable projects, 
which might benefit from their financial and managerial 
expertise. This idea ofsecondment had long been a feature of the 
community policies of several American companies, suc~ as 
IBM, and became institutionalised in the UK with the creation 
of the Action Resource Centre as a secondment clearing house in 
1973. But it was not until later that secondments became an 
essential means of staffing local enterprise agencies. Now two in 
every five agency directors are on secondment from their 
employers. 

The early 1970s also saw large-scale redundancies in the 
British Steel Corporation and management and unions express-
ed concern about the future of the communities where the 
Corporation had been the predominant employer. The 
Corporation established a subsidiary, British Steel Industry Ltd, 
in 1975, to work with local authbrities to attract new industries 
to the worst affected areas . The counselling of staff who were 
being made redundant also became a regular feature in 
attempts to enable workers to transfer smoothly to other 
employers, occupations and localities. These policies were not 
without their managerial problems, but they were sustained as a 
result of commitment at the highest level within the Corpora
tion. Most of the old BSC sites that were clo~ing down were 
located in regions of the country that already' 'were suffering 
from acute unemployment. Almost two decades,.of regional 
policies, which had been intended to 'correct such imbalances, 
had not had the desired effect, so how could one company make 
the difference? There was also competition between the regions 
to attract the most mobile employers: Much of the inw'lu~d _ 
investment was capital, rather than labour, intensive and the 
generous financ ial incentives encouraged the development or' 
the 'branch factory syndrome', marginally viable operations 
that probably would be the first to be shut dow.n when there was· __ 
a downturn in the market. 
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, Byd 978 it waS clear that these policies were not enough and 
all' effort was made to encourage the development of smaller 
businesses; if possible growing from within the locality. 
Research into'-the constraints on the growth of such businesses 
revealed ihat there was a shortage of suitably sized premises, of 
between 500-1,000 square feet, for business start-ups. It was also 
concluded that it would be difficult to raise the required finance, 
largely, it appe'ars, because of inadequate financial expertise on 
both the demand' and tbe supply sides. It was therefore decided 
to esta blish mini trading estates on former steel plant sites, 
converting existing buildings and adding new Ones of the 
requisite size. There are now eight such sites; local managers 
act as business advisers. The British Steel Corporation also 
provides financial assistance, mainly in the form of unsecured 
loans. 

Similar conclusions had been reached in St Helen's, 
Lancashire by Pilkington Brothers. The company was the major 
employer in the town, yet was planning to install new capacity, 
both in St Helen's and abroad, and knew that this would mean 
considerable redundancy. As in the British Steel case, 
Pilkingtons had been in St Helen's for over a century and there 
was a strong family tradition of community involvement. The 
company was instrumental in establishing the St Helen's Trust, 
which became fhe first really successful company-sponsored 
local enterprise agency and set the pattern for most of the others. 
One of the main reasons for its success was its first director, who 
had many of the classical characteristics of an entrepreneur: 
very' independently minded, boundlessly enthusiastic and 
energetic, excellent at gaining commitment and in doing deals 
so that he could get the most from anyone. Set up in 1978, the 
Trust was the first to use secondments from other companies 
systematicall y to support the central advisory sta ff, as well as 
using all possible public funds, particularly from the Manpower 
Services Commission. 

While the St Helen's Trust was conspicuously successful in 
attract ing public interest, other companies also were concerned 
about unemployment and the impact of their staff redun
dancies. As particular divisions of ICI became affected by 
recess ion and market change, great efforts were put into 
redundancy counselling, secondments to charities, and into 
seeking jobs for surplus staff with other employers. In one 
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division up to twelve full-time starT were engaged solely to 
undertake these activities. ICI was also one of the lirst com
panies to investigate the scope for spin-arT ventures, using 
surplus R& 0 ideas. Local business ad vice centres were estab
lished, based on divisions in the north-west and the north -east of 
England. While there were some attempts at coordination from 
the centre, the company's traditional decentralisation meant 
that some divisions were morc committed than others, a 
situation that still pertains today. 

Lucas Industries was also experimenting with attempts to 
stimulate new business ventures to take up extra manpower 
capacity, although here it was really forced on the company by 
the actions of a shop stewards' committee in one of its divisions, 
Lucas Aerospace. This combined committee had produced an 
'alternative corporate plan' to counter plans by the company's 
management to rationalise its productive capacity, which 
would create redundancies. The alternative corporate plan pro
posed many 'socially useful' new products that would obviate 
the need for the redundancies. This captured the imagina tion of 
the media. Over a period of four years in the late 1 970s the shop 
stewards were able to build up considerable pressure on 
management , and also on the oflicial union system and on the 
Labour government, to the point where an official 
Union/Company New Ventures Group was set up in 1979,just 
before the general election. 

At this stage the political environment changed. The new 
Conservative government set out to reduce the power of the 
unions and was aided by the deepening recession. By 1980 the 
rest of the company was in much greater trouble than Lucas 
Aerospace, and there had been a change of leadership in the 
company. These factors, together with the ' -dramatically 
changed industrial relations climate, brought an end to the New 
Ventures Group before any new products could be p'q>duced. 
Meanwhile, the orders for Lucas Aerospace had picked.Jp, wi th 
the result that the shop stewards could claim with somejustlfica
tion that they had successfully delayed the planned redu'n;. 
dancies until a time when the company had actually become , 
short-starTed. This was a precedent that most employers were \ 
not at all keen to see repeated ylsewhere and it is noteworthy _ 
that similar efforts, particularly among companies associated 
with the motor industry, proved to be unsuccessful. 
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. ,Establislunent'orBusiness in the COInmnnity 
The new Conservative government was faced with a dilemma. 
It \vished to reduce public expenditure at a time when increas
ing ul)employment and urban deprivation prompted demands 
for ever; greater government spending. The government noted 
several e"immples of companies becoming involved in urban 
regeneration. progra'mmes in the United States, Detroit 
Renaissance for one. In 1980 meetings were held with senior 
industrialists, culminating in a conference at Sunningdale and 
Marlborough House, in which the government sought a 
collaborative approach with the private sector to the local re
development of Britain's large inner cities. Business leaders and 
community workers were brought from the United States to 
relate their experiences. On the whole, the British company 
chairmen were not greatly impressed, but by then there was the 
shining example of the St Helen's Trust and one or two other 
ventures, including the London Enterprise Agency - estab
lished in 1979 by the London Chamber of Commerce - and 
Birmingham Venture, established in the same year. In addition, 
a number of successful workspace schemes were underway, such 
as that in the Barley Mow, which showed how older buildings 
could be converted to provide premises for new, small 
businesses. 

Sir Alistair Pilkington emerged as the major protagonist for 
the business community's involvement, quoting the distinctly 
British approach Pilkington Brothers had taken. He pointed to 
the internal company benefits that had been achieved as a result 
of its involvement in the St Helen's Trust. There had been an 
improvement in employee morale and motivation and in work
place communication. 2 Sir Alistair suggested that it. also helped 
to recruit better quality staff and there had been an immense 
public relations benefit: in the space of a few months both the 
prime minister and the Prince of Wales publicly commended 
the company and the Trust for their pathfinding efforts. Over 
the years the Trust had prompted a number of tangible financial 
benefits, such as the reduction oflocal rates, to help the develop
ment of local businesses, and Pilkington Brothers had made 
adept use of government grants and various kinds of financial 
assistance. By then the company and the Trust had also set up 
Rainford Venture Capital, a subsidiary company to help 
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channel funds to small independent businesses that, In the 
fullness of time, might prove profitable acquisitions to aid 
Pilkington's diversification programme. 

Business in the Community (BIC) was eventually established 
with thirty major companies participating. It was not, however, 
until the summerofl981that the movement got a major if tragic 
boost. The riots in Brixton, Toxteth and areas in twenty-six 
other cities caused damage of over £45m. and led to 4,000 
arrests. This threat to law, order and property galvanised major 
employers into action, particularly those companies in the 
retail, oil, financial and leisure sectors, whose staff and property 
were most at risk. 

Now local enterprise agencies are part of a major national 
network, yet BIC is still seeking to clarify its role. Officially it sees 
this as: 

1. To set up and support business led local partnerships, 
usually enterprise agencies which aim to identify or create 
opportunities for job and wealth creation. 

2. To disseminate information about successful local initia
tives so that others can learn rapidly and effectively. 

3. To represent the interests of agencies in discussions with 
political parties and national organisations. 

4. To act as the link for a wide range of issues, including youth 
training opportunities for the handicapped or ethnic 
minorities and other organisations especially in the 
voluntary sector. 

This is a very wide range of roles indeed. BIC can move only as 
fast as its sponsors will allow; one of its difficulties is that most of 
its core full-time staff have been seconded for "'short term, and 
so there is very little continuity of philosophy or expertise. BIC 
has grown because more and more sponsors have joined the 
'club' and from what one gathers there is quite a wide variation 
in their expectations. Some see it purely as a channel and 
clearing house for the amounts of resources they wish to dedrc'"'te 
to community purposes, wishing to minimise the impact on the'ir 
mainstream businesses. Other sponsors may well see rQuch 
greater potential for BIC, paticularly in its represcntatJonal role 
with government and other institutions. Yet others may see in it
a new means of revitalising or reinvesting something akin to 
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'\ chambers of commerce, and there is a further view that sees the 
., .potential of this national network as an alternative conduit for 
. c~nnelling central government funds to local communities and 
. byp'l;~sing antagonistic local authorities. Increasingly local 
enterprise agencies are participating in training schemes and 
are beg~nning to use quite a lot of money from the Manpower 
Service Commission, particularly as they add training for the 
young unemPloyed to their activities. 

- . 
Youth unelllployrnent initiatives 
I have referred already to the Youth Training Scheme (YTS) 
and the way it is tending to absorb many earlier initiatives by 
employers to mitigate youth unemployment. Project 
Fullemploy is one such initiative, set up in 1973 through a 
collaboration between banks and City of London institutions to 
assist the transition to working life of the least able inner-city 
young people, who often suffer the double disadvantage of racial 
discrimination. It has proved very successful and many other 
schemes have-·been modelled on it. 

Employers participate voluntarily in the YTS. A recent 
survey indicated that 25 per cent of all employers were taking 
part in the scheme, ranging from 37 per cent in high unemploy
ment areas to 18 per cent in areas oflower unemployment (Sako 
and Dore 1986) .. The survey also revealed that larger employers 
were more likely to be participating in YTS than small firms, as 
were firms that recently had experienced labour shortages. The 
companies quoted several reasons for taking part in the YTS. 
Smaller employers were more likely to stress advantages to the 
firm, while larger employers emphasised purely social reasons. 
Of those who cited both reasons for participation more said that 
social reasons were the more important. More specifically, the 
wish to 'do something to help young people' was mentioned by 
45 per cent of the YTS participants; the seriousness of the 'youth 
unemployment problem' was mentioned by 22 per cent and 
'obligation to society to help deal with serious social problems' 
was cited by 15 per cent. One interesting observation to emerge 
was that the total number of such social reasons given by partici
pating employers was not greater in those areas with high levels 
of youth unemployment; employers in all areas seemed to be 
equally concerned. Among the advan tages to the employer for 
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taking part in YTS, 42 per cent mentioned that it provided a 
very good screening mechanism for recruiting employees and 32 
per cent said that it reduced their labour costs. 

M any companies train more young people than they migh t 
ever need to employ after the end of the scheme. It is also wcll
known that many employers claim that it costs much more per 
trainee to run a good scheme than the Manpower Services 
Commission provides in the form of allowances. Under the new 
funding arrangement, this problem is likely to be exacerbated. 
Managing agents are compensating for this shortfall by 'renting 
out' trainees (for a fee) to other businesses who provide work 
experience. Such a possibility is less open to the very large 
employers, who undertake all the training themselves. 
Employers and the governmen t have still not resolved this issue. 

A number of youth unemployment initiatives are in place 
outside YTS, however, and these seem to have become more 
popular in recent months. Apart from those ventures that help 
schoolleavers to make the transition to working life, the schemes 
to encourage young people to become self-employed arc of 
special interesL Two are particularly noteworthy. Youth 
Business Initiative (YBI) was est.ablished in 1984, with funding 
partly from the Queen's Silver Jubilee Trust, the Manpower 
Services Commission, and industry, under the chairmanship of 
the Prince of Wales (who is also chairman of Business in the 
Community). YB! has funds of around £2m. available in 1987. 
Some companies provide secondments" trainihg or experience; 
these have included ICI , Brjtish Airways, Thorn, Bass, United 
Biscuits, Marks & Spencer, U nileve r and Marley. This scheme 
provides grants averaging £800-£900 per person to young 
people who wish to set up their o~n businesse&, Conditions of 
eligibility are that the recipient must be ydu,ng (18-25), 
unemployed and from a disadvantaged background .. In 1985, 
2,000 applications were considered and 456 awards were made. 
Eighty.per cent of the business enterprises thus assisted were 
continuing well after one year and some were beginning. to 
employ other young people. '. 

By contrast, the Youth Enterprise Scheme (YES) provides 
loans of around £2,000 (and up to £5,000) to young people who 
want to become self-employed, Loans are interest-free in the 
first year; interest is usually 5 per cent in the second year and 10 
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\, peT c~ill in the third year, but arrangements vary. Recipients 
'are expected to provide monthl y progress reports and to be 
·Ii~ed with someone who will give them help throughout the 
early .years ortheirenterprise, particularly in preparing business 
plans and cash flow projections. For these reasons the scheme is 
linked in" to the local enterprise agency system. Initially the 
scheme was ~confined to six regions, but it is now becoming 
national. It is 'funded in two separate ways: Investors in Industry 
has provided £500,000 to fund the commercial side of the 
scheme, while the YES Foundation has raised over £I m. from 
industry to cover the running costs of the scheme a nd some of the 
high risk loans. Angus Ogilvy has been particularly active in 
raising money for this purpose. 

The Prince of Wales is chairman of another scheme in the 
north-east of England that currently is attracting much atten
tion. The Youth Enterprise Cenlre in Newcastle was established 
by Project North East and is supported by M arks & Spencer, 
Legal and General and Levi Strauss. It provided workspace, 
business information and entrepreneurial training for young 
people. Out of this has also developed the Prince of Wales 
Community Venture Scheme, in which twenty-five companies 
have put up funds for what might be regarded as pre-YTS 
training. Originally intended to provide volunta ry community 
service, the scheme is now being extended to provide useful life 
and socia l skills of a broader nature, for example by instilling 
people with enterprise and drive. Private sector industry tends 
to provide the administrative and running funds for the project, 
while- the participants themselves receive allowances from the 
Manpower Services Commission. If this scheme proves success
ful, it probably will be given further support to provide national 
coverage. 

A great many other schemes could be cited; to a large extent it 
may be unfair to quote some without the others, which are 
worthy in their own right (Conference ofBritish Industry, 1985). 
It appears, however, that these initiatives are growing: more 
companies are participating and more resources are being 
committed. It is of course very easy to criticise such schemes. 
Few, even in the business sector, would claim tha t they are going 
to solve the problem of unemployment either in the short or the 
long term. The interesting question is why they are undertaken 
a t all. 

• 

LiL. _______________________ . __ J 
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Significance of voluntary initiatives by employers 
While some of the behaviour outlined above can bejustified on 
the grounds of short- or long-term commercial self-interest, one 
suspects that, when examined coolly and objectively, the 
majority cannol. It is very difficult to understand what really 
motivates any kind of behaviour. Most people are perhaps too 
cynical to believe that the motives are solely altruistic. Yet if 
commercial reasons are also not wholly convincing, altruism 
cannot be ruled out. After talking to the senior managers, it is 
possible to discern a number of reasons. There may be the desire 
to be thought well of, to gain social esteem or even national 
honours, to salve one's conscience, to keep up with the 
behaviour of one's peers, to associate with royalty, to make life 
more interesting and worthwhile, to feel sympathy for the 
friends of one's children or grandchildren, and so on. Very few 
economic, business or managerial theories incorporate such 
motivations. Therefore new theories may be necessary. 

Many arguments may be cited against such initia tives how
ever. To what extent do senior managers have the permission of 
company shareholders to expend corporate resources on these 
schemes? Have shareholders ever been asked? Are the true costs 
actually known, even internally? Milton Friedman (1970) has 
argued that in so far as these projects divert resources from 
orthodox commercial purposes, they maybe regarded as taxes 
imposed unilaterally by the management on the firm's 
employees, customers, or investors in the form of lower wages, 
higher prices and lower returns than might be the case without 
them. Friedman also argues that, in so far as profits may thus be 
reduced and lower taxes paid, the schemes maybe diverting 
resources away from the state and its social services, which. may 
have more legi timacy and expertise in dealing·.with social 
problems. Other queries arise. Do the recipients of such aid 
actually value it? Do they regard the sponsors in a more'favour
able light for providing financial aid. Does it stave off critici~rn of 
some of the companies' other activities? Do employees within 
the companies actually place much value on these policies, or 
are they as cynical as many people outside? If this is so, might.,the 
support be withdrawn if the firm has a change ofleadership who 
have different values and priorities? 

In the absence of much information on motivations or on the 
effect of these Ventures, observers tend to divide themselves into 

.. 



324 Administratio~ Vol. 35, No.3 

supporters on the one hand and cynics on the other. On the 
" .whole it is probable that the above questions rarely get asked. In 

so, far as (here are beneficiaries from any social project, then 
sUl'aly it must be a 'good thing'. It is possible to become highly 
analyti~al about the comparative marginal social utility of 
different business activities, but ultimately judgments turn on 
the view that one takes·about the most appropriate role for 
business in sO{:iety. If onc takes a very narrow view, equating 
commercial self;interest with greed, these social activities by 
companies make little sense. By contrast, if the view is accepted 
that business's main,role is to generate community well-being, 
with profit being only a means to that end, these activities seern 
both legitimate and logical. I have argued elsewhere in support 
of this wider role, which need not necessarily be inconsistent 
with taking a hard-headed view of business behaviour 
(MacMillan 1984). A business can be run to enhance 
community well-being without:turning itself into a charity. The 
well-being of a business is increased if the people with whom it 
interacts feci better off as a result of suc h exchanges. The extent 
to which the business people themselves feel better off, as 
recipients of monetary or non-monetary rewards, is an indicator 
of their enterprise and creativity. 

What relevance has such a business philosophy to the 
problem of unemployment? First, it should lead business to 
question whether it can better enhance community well-being 
through pursuing its orthodox commercial activities or by 
expending resources on policies specifically intended to mitigate 
the spc ial costs of unemployment. If it views its commercial role 
widely enough, there should be no need for special social pro
grammes. On the other hand if, because of the busincss'sspecial 
expertise or situation, the top management feels that it can 
enhance a particular aspect of the community's well-being 
better than another firm or social agency, then it should do so. 
For example, a food manufacturer may be able to offer a special 
deal to schools and hospitals; a high-tech firm may be capable of 
bringing unique skills to the training of young people; a bank 
may earmark some of its funds for high risk, low return 
community projects. Part of the return the managers of such 
firms may seek from these activities may thus be non-monetary. 
It does not necessarily make them c~arities or soft touches. They 
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need be no less astute in their other business dealings. It may 
well be necessary, however, from time to time to explain to both 
internal and external audiences why they oiTer diiTerent terms to 
dilferent people. These are complex managerial and communi
cations issues, but they are not incapable of resolution. How
ever, one also expects management to be sufficiently skilled to 
avoid the risk of such discriminatory policies threatening the 
financial viability of the enterprise. 

It thus much depends upon how onc sees the role of business in 
society. Unemployment can be increased by employers 
reducing their workforces. It can be mitigated to some extent by 
adopting community policies of a kind that has been described 
here. While undoubtedly beneficial in some respects, these are 
unlikely to resolve the unemployment problem. Having a wider 
view of the social role of business, as well of course as having 
more competent management, may well have the desired eiTect. 

Notes to article 
1 Some of these responses arc 

discussed in MacMillan (1980). 
2 These arguments can be found in 

Pilkington (1984). 
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.'. . Unions and Unemployment: An 
In,ternational Perspective 

, 
M. F. O 'SHEA 

'. 
In this paper I shall consider the threats and opportunities that 
unemployment and economic change have brought to trade 
unions in Westocn Europe. The article also outlines how trade 
union movemen'ts show varying capacities to respond to 
unemployment. 

Maintaining membership 
Recession and unemployment threaten the bargaining power of 
trade unions. Economic change opens up new areas for recruit
ment, while membership falls ofT in declining sectors. If we look 
at the membership of European trade unions between 1979 and 
1983, the following pattern of increase and decline emerges: 

Workforce Workforce 
density· density' 

1979 1983 

Sweden 77.3 79.2 

Denmark 76.0 77.6 

Belgium 61.8 60.7 

Austria 56.6 57.9 

. Norway 58.1 58.2 

UK 54.8 45.7 

Italy 43.4 39.6 

Switzerland 34.7 33.8 

West Germany 34.6 32.5 

Netherlands 37.6 31.7 

France 22.4 19.3 

Source:J. Visser, 'DimensionsofUnionGrowlh in PoslwarWestcrn Europe', 
European University Institute, 1984. 
·Percentage of the labour force that is unioniscd (including the unemployed) 

326 
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Union membership has declined in Belgium, the United 
Kingdom, Italy, Switzerland, West Germany, the Netherlands 
and France. Membership of Irish trade unions a lso declined 
from 52.1 per cent of the workforce in 1980 to 46.4 per cent in 
1984 (Roche and Larragy 1986). In the United States union 
membership declined from 34 per cent of non-agrarian 
employment in 1953 to 19 per cent in 1984. US unionisation 
levels are now at their 1936/37 levels (Visser 1985, p. 6). Since 
unemployed workers retain their union membersh ip in 
Denmark and Belgium, this has kept membership levels high in 
those countries. Danish and Belgian unions provide benefits and 
services to their members, a policy not generally adopted by 
unions in Ireland, but one that the British Trade Union 
Congress (T UC) has recently implemented through a network 
of Unemployed Work Centres (UWCs) throughout Britain. 
Moreover, British unions have been advised by the T UC to 
retain ' the unemployed as members wherever possible. ' 
Although early trade unionism in Britain and Ireland provided 
a number of welfare benefits to members, including unemploy
ment benefit (Webb 1903), for the most part this is no longer the 
case. I have calculated that, as a percentage of annual members' 
contributions to Irish unions, uqemployment pay to members 

, declined from 5.5 per cent in '1945 to less than I per cent 
in 1980.2 

Unions retain members who are unemployed in an attempt to 
control the wage rate for union labour - to uphold the common 
rate and prevent a fragmentation of the wage structure and a 
diminution of the union's influence in the labour market. It a lso 
places the union in the direct role of representing the interests of 
the unemployed in society. The fact that uncmployed members 
represent 10 per cent of the membership, as in DutG!l unions, or 
24 per cent, as in Belgian unions (V isser 1985, p.7),.indicates 
that unemployment is a vital concern to unions there a..,d that 
employment goals such as working-time reduction and pla~ned 
rationalisation have made an impact on the traditiim.ill 
functions of trade unions. Where the union does not take ah 
active part in retaining its unemployed members, high unem-.· 
ployment tends to weaken the role and position of unions in the " 
wider society, as happens in the, United States. . 
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'. .Influl'nce on goverRDlent policy 
Levels of unionisation, the ability of union organisations to over
come sectional interests, and the degree of integration of organi
sational form all have a significant bearing on a union move
ment'sability to influence state economic policy. Swedish trade 
unionism', . for example, has been able 10 formulate and 
implement a successful incomes policy over thirty years, a 
period when th!, economy grew rapidly and high employment 
levels were main'tained. A similar pattern of union involvement 
in state economic policy is evident in Norway and Denmark. 

On the other hand, more fragmented union movements (in 
Britain, Ireland, France and Italy) shows less capacity to 
participate with industry and the government in achieving a 
successful incomes policy. Instead of union wage demands being 
coordinated, the tendency is for groups to 'free-ride' on wage 
norms, undermining centralised attempts to bargain with the 
state ror employment expansion programmes in relurn for 
moderate wage claims. These industrial relations systems also 
display less ability to maintain the wage structure during a time 
9f recession, or to extend the range of collective bargaining. 
Unions a lso may be highly resistant to change. Such centralised 
systems of industrial relations have been described as 'decom
posed' (Tarantelli 1986). They have higher costs in terms of 
inflation and unemployment than more highly regulated 
systems. 

[n the last few years the ability of trade unions to influence 
government economic policies in general has been undermined 
by the fact that full employment is a receding policy goal of 
Western European governments, and market criteria have been 
reasserted as the means of solving the unemployment problem. 
[n the first instance, co-operation with the state to achieve some 
form of incomes policy is only feasible for a union movement 
when there is an exchange between the parties. [n Sweden, for 
example, it has been observed recently that ' the unions could 
carry out their wage policy of solidarity only if the government 
accepted responsibility for full employment through a strong 
manpower policy which guaranteed and alleviated the adjust
ment of the labour force to constantly changing conditions' 
(Meidner 1986, p.87). Failures of governments 10 create jobs 
and the failures of unions to maintain wage stability undermine 
centralised bargaining arrangements. [n the last few years a 
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trend towards decentralised bargaining has been evident in 
West Germany, Britain, France, Ireland and has recently 
tended to undermine centra lised policy in Sweden (Lash 1985). 
The reassert ion of market criteria as the orthodox solution to the 
unemployment problem in many countries has meant that 
unions have had to abandon their reformist goals. An example 
of this was the German government's decision to reduce social 
security (Sengenberger 1984). 

Employer resistance 
The economic recession has necessitated a redistribution of 
power from labour to capi ta l, and employers a re now m uch 
more resistant than previous I y to the demands of trade unions. A 
significant threat for unions has been the desire of employers for 
more Oexible terms of employment: increased pa rt-time 
working, fixed-term contracts, sub-contracting, and so on. 
These have weakened the unions' bargaining powers to obtain 
the common rate and has led to a segmentation of the labou r 
market between those in secure and well-paid j obs a nd those in 
low-pa id, unprotected employment. Although union recruit
ment imitates this segmentation of the labour market -
between skilled and unskillcd workers, between public sector 

,and private sector workers - the less sectionalised union move
ments have been able to respond to some of the im plications of 
economic change. German industrial unions have formul ated 
strategies (considered below) for resisti ng the employers' prefer
ences between different types of labour (W eiss 1986). More 
sectionalised union movements are less capable of resisting 
fragmentation of this sort an d may promote it to the extent of 
representing the interests of stronger over weaker groups. 

Another aspect of employer resistance has been' t}1e inability 
of unions to make ge neral wage advances in recent years. In the 
early 1980s in Norway, Sweden, the UK, West Germany, 
Belgium, Denma rk, Ita ly and the Netherlands, real, hourly 
wages in manufac turing fe ll (Visser 1985, p. 12). ' 

"", 

Content of bargaining 
High levels of unemployment challenge the a bility ofotrade 
union movements to adjust colll'ctive bargain ing strategies in 
favour of their employment content. Have European unions 
succeeded in shifting the focus' from wages to employment? 
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' . Bearing in mind that unions generally are in a much weaker 
bargaining position during a recession, the answer again 
depends very much on the structure and cohesion of unions 
within national industrial rdations systems. Highly integrated 
or internally cohesive union systems, like those in Austria or 
Sweden;- appear to seek dilTerent policies and bargaining 
outputs compared with the weakly integrated or fragmented 
systems in F(ance and Britain (Visser 1985, p. 17). Larger 
monopolies oflabour tend 10 aggregate interests - for example, 
between the employed and unemployed - and are prone to 
shift union strategy toward social responsibility. For example, 
German industrial unions have been able to shift priorities from 
wages to employment in recent bargaining (Weiss 1986, p. 75). 
They have adopted three specific policies: (a) working-time 
reduction, (b) early retirement, and (c) protection against 
rationalisation. Policies and strategies on working-time 
reduction have also been adopted in other European countries. 
Fragmented union structurcs, as pertain in Britain, Ireland and 

'Italy, have less capacity to incorporate 'collective goods' in 
bargaining. For example, the Irish Congress of Trade Unions 
has formulated policies on unemployment, but has lillie 
bargaining power in the market' Its constituent members each 
pursue their separate market interests. If a union organises 
public sector employees, the wage increases it wins for its own 
members rna y be a loss to union members in a weaker sector. 
Unless a large 'encompassing organisation' like the ICTU has 
sufficient bargaining power and can aggregate the interests of its 
wide, membership, its capacity to act concertedly will diminish. 
A large industrial union with bargaining power will base union 
goals on the long run profitability of the induStlY, the interests of 
dilTercntly skilled members and, more particularly, will bear in 
mind where the burden of adjustment to labour demand should 
fall - on the collective or on the individual. This explains why 
large unions, which accommodate dilTerent interests and have 
power in the market, are able to incorporate working-time 
strategies aimed at improving the level of employment. 

Workplace industrial relations 
In conjunction with the trend towards decentralisation in 
collective bargaining, unions have begun to participate in all 
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forms of decision-making at the level of the industrial enterprise. 
The collective agreements negotiated at industry level in West 
Germany on both working-time reduction and the introduction 
of new technology have been adapted to the specific conditions 
of individual firms. The Swedish trade union movement, tes, has 
shifted its focus to this level in recent years after decades of 
concerted centralised responses (Meidner 1986, pp. 92-93). 

This emphasis on involvement at the level of the individual 
enterprise has been necessitated by rationa lisation and technical 
change. Union decisions and strategies at enterprise level are 
said to complement the broader strategy of the union movement 
in the current crisis (Weiss 1986, p.76). In West Germany, 
Holland and Denmark, workers are legally entitled to elect a 
'works council' for three years, which has statutory rights on 
management information and co-determination. In the past few 
years these bodies have played an increasingly important role in 
protecting jobs and generating employment. They have a parti
cular vested interest in the firm's efficiency and viability. 
Because they represent all the workers in the enterprise, not just 
the union members, the interests they express tend to be the 
firm's economic survival and competitiveness (Streeck 1981 , 
p. 157). They are thus often seen as accommodating technical 
change, rationalisation and other developments in ways that are 
responsive to market pressures. 

This kind of arrangement can bejuxtaposed against responses 
to change in fragmented or pluralist bargaining systems. 'Here 
individual work groups bargain with their employer. If they 
command sufficient bargaining power, they can extract 
concessions from the management on wage~ and on . the or· 
ganisation of work. Job control of this kind pmtects sectiona l 
interests not only against industrial change, but ~lso against the 
adverse effects of such protection on the firm's or the,economy's 
overall productivity' (Streeck 1981, p. 157). " 

The lack of information and the weak system of represen ta
tion inhibit the negotiation of change in a fragmented Qilr
gaining system. A recent study of workplace industrial relatiohs 
in Ireland, by Wallace and O'Shea, has highlighted significant. 
difficulties for management and workers in ' negotiating the \: 
transition [rOlTI one form ofwark organisation to another; these 
difficulties have led to disputes in both the public and priva te 
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:"sectors. These disputes tend to follow from unilateral decisions 
by management, which workers respond to by non-cooperation. 
In"'some instances, disputes have arisen over more stringent 
man'agerial supervision following external market pressures on 
the firm .. )hese disputes are noteworthy for a number of reasons. 
First, wofkers tend to emphasise their fears for employment 
rather than their desire for inflicting costs on the employer. 
Furthermore, they are often ignorant of the employment effects 
of these changes> Secondly, workers tend to objcct less to the 
change itself than to tne non-negotiation of the change. Thirdly, 
in cases where the rrianagement's decision arise because of a 
particular crisis for the firm, lengthy conflicts with workers may 
inOucnce a management decision for even morc extensive 
rationalisation than was previously thought necessary. This 
may extend to the closure of the firm. Fourthly, where the 
dispute is protracted, it may injure the firm's long-term com
petitiveness (Wallace and O'Shea 1986). 

The above points can be restated in terms of a market or 
managed approach. Systems of industrial relations in Western 
Europe arc generally highly institutionalised; that is they are to 
a large extent 'managed'. The differences lie, however, in the 
systems' ability to respond to economic change, to facilitate 
economic performance, and in the ability of trade unions to 
respond to unemployment and rationalisation. Highly 
regulated systems, with integration between various levels of the 
union movement and a small number oflarge industrial unions, 
have lower costs in terms of strikes and adjustment to both 
technical and market changes.' Fragmented or pluralist 
industrial relations systems' in Britain or Ireland for instance, 
tend to display quite different characteristics. Moreover, the 
union movemcnts within such systems may fail to develop any 
effective 'community of interest' between themselves and the 
unemployed, which in turn may weaken trade unions.' 

Future scope for union action on employtnent 
Three different union strategies to effect employment levels can 
be summarised as follows: 

• influencing government policy 
• changing the content of bargaining from wages to 

employment 

1 
I 
1 
! 
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• influencing management decision-making at the level of 
the individual firm. 

W e have stated that the scope for adopting all three strategies is 
greater in highly regul ated systems of industrial relations. As 
high unemployment persists, a number of factors impede the 
scope for union action in all countries. First, employers resist 
employment bargaining more than wage bargaining. Secondly, 
unions find it more difficult to maintain solidarity on 
employment issues, even where organisational size and com~ 
position facilitates this (Erd and Scherrer 1985). Thirdly, 
demand management, which unions favour, has become a less 
feasible policy option and may only be possible in a few highly 
regulated systems of industrial relations· Finally, investment 
decisions that lie outs ide the firm are vit ally important to future 
employment levels, but the unions' ability to influence these 
depends on a much greater national and transnational organisa
tional capability than currently exists. 

With respect to difTcrenees between coun tries, a model of 
fragmented interest representation, in which small groups of 
actors in protected labour market segments coalesce to 
maximise their own wage and job protection advantages and 
who resist econOlnic change, will tend ·.0 increase social 
inequality and contribute to the' de,cline of union aspirations to 
represent class interests (Goldthorpe 1984). This tendency is less 
marked in neo-corporatist systems of industrial relations. 

From an economic perspective, all systems of interest repre
sentation involve rigidities in the labour market and significant 
costs for management in the encroachment on managerial 
prerogative and the price of labour. In neo-corporatist systems, 
this is ofTset by the systems high managea bility; .predictability 
and accommodation to change within a co-operative frame
work. Pluralist or fragmented systems entail costs ih terms of 
their opposition to change and their unpredictable restrictions 
on an industry' s development. " " 

Within a pluralist framework, the future scope for unmn 
action on unemployment is narrowed to selective responses to 
decisions made by individual enterprises - policies against 
voluntary redundancies to maintain 'job stock' or the adjust
ment of redundancy rules from last-in/first-out principles to
rules favouring greater labour !narket participation of short-
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.'.servi!;.e workers andlor the negotiation of early retirement 
~chemcs and the reduction of working hours. (More broadly 
aggl:,egaiive policies across industries or at national level depend 
very ~uch on the trade union movements' transcending their 
own org~isationallimits - an unlikely current development.) 
Closed shop arrangements in the enterprise also appear to be 
non·optimal responses and, from the point of view of economic 
change, canno't,but impede necessary reorganisation. The fall in 
the level of unofficial strikes since the ending of national wage 
agreements and understandings in Ireland in 1980 cannot be 
perceived as a symptom of greater accommodation to general 
interests, but may he more related to the depth of the recession' 
The formula for transforming sectional interests into more 
general interests at the level of the individual enterprise may be 
to coopt works councils, which have a capacity to engage in 
'qualitative' barga ining relating to productivity, new 
technology, skill ratios, works haring, retirement schemes, and 
so on. However, the adoption of such an institution would have 
to be set against its e!fects on labour costs, external 
competitiveness, union control and employer response. 

At a constitutional level, the ability of unions to be or to 
become a focus of identity for the unemployed in pluralist or 
fragmented systems seems to be declining as recruitment follows 
the patterns of labour market segmentation. The concern of 
employed union members also seems to diverge from those of the 
unemployed, except to the extent that they are influenced by 
family, community or ethical considerations. The concern of 
union members may be confined to the issue of controlling the 
supply of high level skills in tight labour markets. Union leaders 
are constrained by the dictates of sectionalism and job creation 
funds, formed on the basis of levying members, have tended to 
su!fer from a lack of interest among those members. In this 
regard, an Irish trade union leader recently admitted that he 
had to travel 33,000 miles around Ireland to convince members 
not to leave the union over a 10 pence levy for a job creation 
fund. 

Notes to article 
I Sr:e A. Barker, P. Lewis and M. 

McCann (1986), 'Trade Unions 
and the Organisation of the 
Unemployed', British JournaL of 
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Industrial Relations, Vol. 24, No.1. 
Speaking of Britain , they 
conclude, 'the vast majority of the 
unemployed do not see good 
reason for staying in or joining a 
trade union.' This is in contrast to 
some of the successful retention 
policies of European unions. See 
also F. Forrester and K. Ward 
(1986), 'Organizing the 
Unemployed? The TUC and the 
Unemployed Work Centres', 
{ndustrial Relations Journal, Vol. 17, 
No. I. 

2 Registry of Friendly Society, 
Annual RepaYlJ I selected years. 

, See ICTU (1984), Confron,ing 'he 
Jobs Crisis, Dublin. 

4 For a discussion of the relation 
between institutional forms and 
economic performance of 
European states, sec F. W. 
Scharph (1980), The Poti,icat 
Economy oj Inflation and 
Unemployment in l1lestern Europe. 
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Tourism in Ireland: An Employment 
Growth Area* 

BRIAN DEANE 

Def"ming tourism 
There is a tendency to think of tourism as a self-contained 
industry with neatly defined borders. From the individual 
tourist's point of view, tourism is a set of activit ies that starts 
from the time a holiday-maker leaves home, includes everything 
that takes place during the period away from home and ends on 
the return. It is a bundle of loosely linked services. 

From the point of view of the providers, each service is an 
entity in itself. What they sell is purchased by several different 
markets. Thus a hotelier, for example, provides a service to tour
ists, local businesses, wedding parties and provides entertain
ment (by running discos, fOf instance). 

Employment in tourism 
The nature of tourism provides a number of difficulties for the 
compiler of employment data ~n the industry. Th is is due to 

. some ",f the lollowing factors. First, a high proportion of employ
ment in tourism is seasonal or part-time, particularly during the 
summer months. This makes it difficult to estimate the true 
numbers of people who are employed in the tourist industry. 

The second problem arises because tourist-related employ
ment usually constitues a proportion of manpower engaged in 
services that serve the tourist and non-tourist rparkets alike. To 
identify accurately what proportion of manpaw,er should be 
attributed to tourism, and what proportion "{O ordinary 
domestic consumption, is difficult, if not impossible. 

The third problem arises because a proportion o[" tWlploy
ment in the goods-producing sectors (such as the food , drin!> and 
clothing industries) and the service sectors (such as ha irdreSSIng, 
medical care, banks, garages and county council services), ·in 
principle, a lso can be included. . . \ 

\ 

·Thc views expressed in this paper are the author's and do not nccessarity-- _ 
rci1ecl the opinions of the organisation for which he works. 
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.\ The fourth difficulty associated with determining what pre
c'isely constitutes tourism employment arises because induced 
employment effects need to be taken into account. When 
nation"l resources are not fully used, as is the case in Ireland, the 
provjsjo'~ of jobs and incomes in one sector has an impact on 
employm~nt and incomes in other sectors because of the addi
tional spendil1S that is taking place. 

The operation of the tourist multiplier can be traced through 
the effects of an initial increase in tourist expenditure. There are 
a number of different ways in which income is generated. First, 
some businesses (hotels, for instance) are the direct recipients of 
tourist expenditure. Second, these businesses purchase tourist
related goods from other firms in Ireland: this could be termed 
an indirect income effect. Third, consumption out of these 
increased incomes takes place, some of which is on goods and 
services produced in Ireland: this might be termed an induced 
income effect. The new expenditure will be received as income 
(wages, salaries and rents). Consequently, an initial injection of 
tourist expenditure can lead to successive increases in income, 
and in expenditure out of income, which would lead to a new 
and higher level of income and employment. The effects of addi
tional expenditure on employment will depend on whether 
there is an underutilisation of capacity at the time when the 
increase in expenditure occurs. If there is, and this is certainly 
the case in Ireland, then an increase in employment naturally 
will follow. 

The multiplier effect does not, however, maintain its mo
mentum from round to round. It is dampened by a number of 
'leakages'. Imports give rise to leakages in the form of wages and 
salaries, rents, interest payments and profits to non-residents. 
Savings, since they are not spent, also constitute a leakage as, of 
course, does taxation. It has been argued that, in the longer 
term, taxation should be taken into account and treated as part 
of the overall income-expenditure process. 

Numbers employed 
It is possible to determine a broad approximation of the 
numbers employed in tourism by ascertaining the proportion of 
Gross Domestic Product attributable to tourism and then 
applying this proportion to the total number of people 
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employed in the economy. Taking both out-of-state tourism and 
domestic tourism, and excluding any induced or multiplier 
efTects, some 61 ,000 people were employed full-time as a result of 
tourism in Ireland in 1985. However, this approach sufTers from 
an obvious disadvantage since it assumes a single average level 
of output per person across all sectors of the economy. 

A further and much more detailed approach is to employ 
input-output analysis. Input-output analysis is concerned with 
the structure of the production relationships in an economy, the 
set of reltionships bet ween sectors that are concerned with the 
production and distribution of goods and services. It thus pro
vides estimates of the level of employment associated with 
various levels of activity in each sector. This approach allows for 
the direct, indirect and induced efTects of tourism on output and 
employment, taking into account the fact that, at'any particular 
time, various parts of the non-tourist economy can be said to be 
dependent upon tourist activity. Nevertheless, there are limita
tions to the validity of this approacb. First, in any economy all 
sectors are interrelated. Tourism, for example, benefits from 
otber sectors and vice versa. Second, tbe Keynesian 'multiplier' 
efTect, whicb is generally used in these analyses, is a dynamic 
marginal concept rather than a static or average one. That is, it 
concerns the ultimate efTect of an autonomous injection of addi
tional new (tourist or other) expenditure into an economy, i.e. 
the ultimate efTect on income or employment of a new expendi
ture of, say, £I million. With these limitations in mind, 
input/ output analysis results are shown in Table I. 

The table indicates that, in 1985,combineddirectemployment 
in tourism was 36,250 man-years. Indirect efTects increase the 
man-years by a further 7,000 to 43,250 and induted efTects by a 
further 8,600 to approximately 52,000. If gov~rJ1ment tax 
receipts from tourist expenditure are treated as being respent 
and the government sector is treated as fully reacting with all 
other sectors (assuming a balanced budget), then 30,600 man
years may be attributed to tourism. Thus, the total employmeo.t 
impact of tourist, calculated on the above basis, is 82,450 man:' 
years. Bord Failte has estimated that employment arising from 
export tourism is somewhat higher at 68,000 man'-years and that \ 
for domestic tourism somewhat lower at 9,000, wbile e5timates _ 
for access. transport are almost the same. The difTerences 
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. Table I : Employment hnpact of tourism (1985 man-
'. years)-, 
(:al~'" I~\pendilllu D iru l Indil'u l Inauud GOI'trnmtll l erala! 
ul ' (millions) lualfd 
T OI/fiJI aI f ully 

'. reacting 
Sfc/or 

Export ' ,(£520.0) 20,500 3,600 6,000 25,000 55,100 
Access 
transport (£175.0) 7,000 600 2,600 5,600 15,800 
Domestic (£269.2) 8,750 2,800 11,550 

Total (£964.2) 36,250 7,000 8,600 30,600 82,450 
Source: Henry (1 983). Data updated. 
· t am greally indebted to Eamon Henry of the ESRI for preparing these esti
malcs, which arc derived from the 1982 input/output table and modilied to 
relate to 1985. ' 

between t he estimates are not great, considering the problems 
that are inherent in the data. What is more important is that 
both indicate that tourism has an important eITect on employ
ment in Ireland. 

Expenditure and elDployment 
One valuable characteristic of input-output analysis for our 
purposes is that it provides an insight into the relationship 
between tourist income and expenditure. This relationship is 
demonstrated in Table 2. The data in the table is derived from 
the 1982 input-output analysis. 

T!"te table shows that £32.41 million of final demand arising 
from tourist expenditure fell within the food sector. This sector 
generates the equivalent of just over a hundred jobs for each one 
million pounds of linal demand. Thus, within the food sector 
there were 3,260 jobs dependent upon export tourism. Simil
arly, in the trade margin and services seclor, which includes 
hotels, final demand amounted to £152.39 million; with an 
employment multiplier of 115.4, 17,586 jobs within this sector 
result from export tourism. If government interaction is 
included, the job dependency rises to 4, I 90 for the food sector 
and 25 ,800 for trade margin and services. 

~ ___________________________________________________________ ._. _ I 
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Table 2: Impact of export tourist expenditure on 
employment (1982) 
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Excluding gotrtmmmi Including .t~ovtmmmi 
in/t raction interaction 

/-u Sutor oj , 
Final Demtllld E.~/Nndjlu,.e Emplo)'II1L1I1 . \ i1lldxrs 1~'IIIP1Q)'lIItn' . \ u1IIben 

Stimulus (!m) Inultiplim emplu)'ed l1Iulliplim emp1o.JwI 

Agriculturc 1.45 139.4 202 168.6 245 
Food 32.41 100.6 3,260 129.2 4,187 
Drink & Tobacco 6.88 60.0 413 98.6 678 
Textiles .68 64.9 44 93.3 63 
Clothing & Footwear 14.86 93.6 1,391 125.1 1,859 
Clay, Cement, Glass 4.62 71.8 332 112.3 519 
Other Manufacturing l.81 60.1 109 97.1 176 
Transport Purchases 36.05 74.7 2,693 115.1 4,149 
Trade Margin & 

Services 152.39 11 5.4 17,586 169.3 25,800 

Source: Henry (1983). 

It should not be overlooked that capital investment in tourism 
also gives rise to jobs in the construction sector. It is estimated 
that the full employment impact on this sector is equivalent to 
91 man-years for everyone million pounds invested. 

To place the expenditure-employment relationship in per
spective: for each additional £ 13,600 spend by tourists, one 
addit ional job will be created. This falls to £7,500 if you accept 
the argument that government expenditure is recycled. Which
ever figure is taken does not detract from the point that an 
increase in tourism expenditure creates more jobs. 

Factors supporting tourism as an employment-
generating sector " 
It is clear that tourism is of particular relevance in attempts to 
increase employment in Ireland at the present time. First, ~Qe 
market for world tourism is an expanding one. Edwards (198:») 
predicted that world tourism will grow by 93 per cent during the 
period 1985 to 1995. Ifircland were to do no better than main- , 
tain the share of the market that it currently holds, it would _ 
imply an increase in expenditure by out-of-state tourists from 
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'. £695.million in '1985 to £1,340 million in 1995. Because of the 
close link between expenditure and employment, it can be anti

.ciRated that the number of jobs will increase broadly in line with 
increased expenditure. 

Second, when labour costs are increasing, there is a tendency 
to substitute capital for labour. This at least partly explains why 
in the past (ive years employment in Ireland's manufacturing 
industry dedi'led by 3.5 per cent per annum, while output in
creased by 6.0 per cent per annum (Bacon 1986). Tourism is not 
as amenable to capital substitution since service is frequently the 
very essence of the product. 

Third, the Irish economy is a very open one. Last year exports 
of goods and services a~ounted to nearly £II billion, or about 
63 per cent ofCDP. Imports of goods and services were of almost 
the same magnitude. One of the consequences ofthis openness in 
the economy is that attempts by successive governmems to 
stimulate total demand, and thereby employment, have 
.resulted in consumers spending money on imported goods 
rather than on home-produced products. The result has been a 
rapidly deteriorating balance of payments position and a pro
portionately small increase in national output. Because of this, it. 
is obviously desirable to seek ways in which total demand can be 
increased without damaging the balance of payments. Tourism 
presents one such way. Visitors from outside the state who pur
chase Irish tourism are contributing to export earnings. Only a 
small proportion of these moneys, about 6.5 per cent, leaks out 
in the form of direct imports to meet the needs of tourists. The 
remainder represents an addition to total demand, and through 
the resulting output, a higher level of employment. 

Domestic tourism is not subject to the same potent additive 
impact. This is because payments for goods and services by 
domestic tourists represent mainly a movement of expenditure 
from one sector of the economy to another. It can be argued, 
however, that in those circumstances where an Irish person is 
persuaded to take a holiday at home rather than abroad, it 
results in a saving of foreign exchange and will give rise to the 
same beneficial impact on employment as does export tourism. 

In addition, tourism has a relatively low import content. To 
the extent, therefore, that expenditure is used for home holidays 
rather than for purchasing goods with a greater import content, 
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such as consumer durables, it leads to a higher level of economic 
activity and consequently increased employment. Tourism thus 
provides a very important means of stimulating employment 
without precipitating a direct deterioration in the balance of 
payments. 

Fourth, in many parts of Ireland, income-earning opport
unities are extremely restricted. One of the benefits ohourism is 
that it provides employment opportunities in those regions that 
tend to face the most serious disadvantages - areas of poor com
munication and scattered populations, which make it pa rticul
arly difficult for industry to prosper. These are also the regions 
that provide that characteristic much sought after by tourists 
beautiful sce nery. For this reason, tourism in Irela nd has tended 
to be active in the rural areas of the south-west, west and north
west, areas where employment has been most difficult to foster. 
The NESC report, Tourism Policy (1980), indicated that 11.5 per 
cent of personal income in the north-west derived from tourism. 

Fifth, many sectors in tourism have flexible structures that 
make them responsive to the market place and employment 
expansion. T ourism, in most countries including Ireland , is 
traditionally an industry that experiences considerable job 
mobility. As a result, wages tend to be relatively flexible. 
Furthermore, tourism is a sector that sets few barriers in the way 

, of those wishing to enter it, unlike many established trades and 
professions. Tourism also tends to promote a large number of 
small businesses such as crafts, guest houses and specialised retail 
outlets. The relatively small scale of operation docs not act as a 
barrier to new entrants, and individuals are encouraged to 
establish their own enterprises. 

Sixth, in a ttempting to find employment for a growing 
popula tion, Ireland has to face the fact that the .. agricultural 
sector has lost jobs continuously over many years: Since 1974 
employment has declined from 244,000 to 182,OQO; a loss of 
62,000 jobs. O'Neill (1985) has pointed out that ' in the normal 
course, if real incomes are rising, a dynamic economy will ~Ee a 

shift out of Agriculture as resources are reallocated to' in""e~'se 
economic activi ty. ' Her study concludes 'that the decline in the '. 
agricultural labour force is set to continue.' ~'" 

During thc same ten-year period (1974-84) the numbers em- _ 
ployed in Irish industry have fallen from 349,000 to 320,000, 
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.\ despite the neW jobs created by the Industria l Development 
Authority. Taking the somewhat more optimistic view provided 
ny'. the current economic environment, forecasts indicate that 
there. wiU be a net addition of I ,000 jobs per annum during the 
period (0 1993. However, it is generally felt that if total employ
ment in'·the industrial sector can be held stable, with gains 
balancing I"sses, then the situation is satisfactory. It appears 
that a decline in employment has also taken place within the 
public sector. ·The government has moved away from the 
approach adopted during the 1970s of increasing employment 
through the public sector. 

Seventh, the further development of tourism calls for a relat
ively modest investment. The single most important element of 
Irish tourism is the physical environment. This element is 
abu ndant, and while care is needed to protect it, very little hard 
cash is needed . Little is also neeped in supportive infrast ruc ture 
since most of the heavy investment in roads, airports, seaports, 
telephone, telex and other services has a lready taken place. 
There is also no general shortage of hotels a nd other tourist facil
it ies; in fact quite the contrary. Consequently, any expansion of 
tourism in the Inedium term requires no further heavy invest
ment, a lthough this is not to say tha t further improvements are 
not required. 

Constraints on tourislll expansion 
It seems reasonable to ask, in the light of the foregoing, why 
tourism has not until recently received the same intense interest 
as other sectors of the economy. One reason that is often put for
ward relates to the scale and highly diffuse nature of the 
industry. Few tourist operations in Irela nd employ a sufficient 
number of people to excite political interest a nd so jobs lost or 
gained attract little public attention. The loose association of the 
different types of operation that contribute to tourism provides a 
poor basis for establishing the presence of a strong pressure 
group. Hence tourism has been unable to make the same 
demands on central policy-making as agriculture, industry or 
even some well-organised groups within the public sector. Apart 
from this political factor, other issues act to constrain the 
development of tourism in Ireland. 
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Firstly, Ireland does not have the same climatic attraction as 
the Mediterranean or the same cultural a ttraction as, say, Paris, 
London or Rome. The competition has a considerable advan
tage over the Irish tourist industry. 

Secondly, the seasonal pattern of demand in Ireland is exces
sively peaked. Almost exactly half the tourist days lall within 
just two months - July and August. A highly peaked tourist 
season means that for these operators mainly serving the holiday 
market, return on investment must be recouped in a very short 
period. This can lead to an inadequate return on investment, 
high prices and relatively low standards. 

Thirdly, Ireland is regarded as a relatively expensive destina
tion. This perception, combined with comparisons of the tourist 
possibilities oflered by our competitors, has tended to lead 
people to think that Ireland provides poor value for money. 

The extent to which prices in Ireland have changed relative to 
those of the source markets in which we compete can be seen 
from Table 3. The table shows the changes in the general price 
level between Ireland and the main source markets for tourism, 
taking both currency alignments and inflation into account. 
The base year of 1979 was chosen since it was a peak year for 
Irjsh tourism and, therefore, one in which prices presumably 
were not a deterrent. 

Table 3: Relative price changes: Ireland against source 
markets 

l'tar 1:~A Canado. France GITmany .Ve/her/antis n' 

1979 100 100 100 100 100 100 
1980 105 108 104 111 11'0 92 
1981 90 93 111 123 . 123 '. 89 
1982 87 89 124 130 128 , 98 
1983 82 81 127 128 129 105 
1984 74 77 128 131 132 IQ7 
1985 74 81 128 137 138 lOS" 
1986 95 104 127 133 134 121 
1987 102 107 122 125 1.28 118 

Sources: Quarler!) Bulletin, Central Bank of Ireland, Dublin; Eco1lomic OutLook., _ 
DEeD, Paris. 
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, T",~le 3 snows, for example, tnat in 1987 Ireland is about 2 pcr 
\ .cent higher in price for Americans than it was in 1979, although 

It.. na~ been considCl"ably less so in very recent yea rs. Continental 
EUf-opean visitors have experienced a substantial increase in the 
general level of prices: Ireland is now 22 per cent more expensive 
for French visitors than in 1979 and 28 per cent more expensive 
for Dutch tourists. Relative to Britain our prices are now 18 per 
cent higher: ', 

Policy considerations 
It has been argued that employment is directly linked to the 
level of tourist expenditure. There are two primary ways in 
which tourist expenditure can be increased. One is to attract 
more visitors to Ireland. The other is to raise the level of 
expenditure of those who do visit. To attract more visitors, Ire
land must overcome or minimise the impact of the constraints 
that were a lluded to earlier. One obvious way of attracting more 
visitors, assuming the funds exist, is through morc intensive 
promotion. However, any proposed action that requires an 
additional outlay by the Exchequer is unlikely to be viewed 
favourably at present. 

An alternative approach arises out of the perception that the 
existing product, which is largely based on the scenery, relaxed 
ambience and friendly people, is not sufficient to provide a 
strong incentive to visit Ireland. Conseq uently, it would be 
advantageous to extend the range of the Irish tourist product 
and then promote it to specific market segments. The range of 
the product could be extended hy developing Ireland as a major 
centre for leisure activity within Europe. Most of what is 
required by way of the various product elements exists either in 
whole or in part. 

Seao;;onality constrains tourists because operators are forced to 
recoup their inv~tment over a very short period of the year. 
This tends to lead to high pric~, and in some cas~, a poor qual
ity product since standards are compromised in an effort to 
reduce overheads. To overcome this constraint, it should be 
noted that almost half of all tourist nights during July and 
August arc accounted for by the domestic market. One way of 
reducing the excessive seasonality of Irish tourism would be for 
domestic holidays to be taken over a longer period of time . Con-
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sequently, it would be a great help if trade, industry and theser
vices were to agree to stagger their holidays from May to 
October and away from the concentration in August. 

The problem of seasonality would also be reduced by greater 
success in our efforts to attract visitors who are prepared to come 
to Ireland at times besides July and August. To this end, 
developing leisure activities along the lines suggested above 
seems to be an appropriate course of action. Indeed, some leisure 
activities, such as game angling, are at their best in the off
season. 

A further approach to ameliorating the current excessive 
pattern of demand and securing a better use of plant throughout 
the year is for operators to adopt marginal cost pricing, a course 
that many Irish operators have been unwilling to follow. There 
also seems to be an opportunity to institute a system whereby 
price movements would be made simultaneously, so that there is 
an obvious seasonal benefit for the consumer to holiday at parti
cular periods of the year. A single producer, acting alone, will 
make very little impact on the price of a holiday, whereas if all 
act together a clear price differential can be demonstrated. 
There would be little point in one operator, whose product com
ponent accounts for 5 per cent of the total cost of a holiday, 
reducing his price by 10 per cent unless other operators pro
viding different components took similar and simultaneous 
action. One producer lowering prices on his own would result in 
an overall reduction of half of one per cent, which would be of 
little benefit. 

The deterrent of high prices may be overcome in a number of 
ways, the more important of which are. Firstly, through direct 
government intervention in the fOfm of reduced taxes. During 
the last couple of years, the government have st'riven to make 
Irish tourism more competitive and more attractive,to visitors. 
The level of V AT has been reduced from 23 per cent to 10 per 
cent on a range of product components including hotel accom
modation, car hire, cruiser rentals and (recently) eating b.ut. 
These reductions appear to have been of some assitance'to 
tourism. 

Secondly, high prices can be reduced if there is a better use 'of 
plant and resources. Where there is underemployed plant allEl._ 
personnel an increase in the volume of business will lead to lower 
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,"-average costs and an increase in revenue. The increase in 

i-evenue can go either to higher profits, Jower prices or some 
cotnbinatitm of the two. 

Small improvements in the level of uti lisation will create a 
signific'an,ily better return on investment. The seasonal pattern 
of demana for Irish tourism is such that plant is greatly under
used for much of the year. It is therefore of the greatest 
importance to 'improve the seasonality ofIri sh tourism, which is 
excessively peaked at present. 

The extent to which volume can be increased by price reduc
tions depends upon the price elasticity of demand, which varies 
from one product to the next. Generally in leisure consumption 
the price elasticityof demand appears to be relatively elastic, 
and a reduction in price results in a proportionately greater 
increase in demand. For an increase in utilisation to support a 
reduction in prices, the effects of the tourist industry must be 
,beuer coordinated. 

Thirdly, it is obvious that if a producer is able to operate more 
efficiently and reduce his costs, he can offer lower prices to the 
consumer. 

Fourthly, high prices can be reduced through increased 
competition. Tourism, with the important exception of access 
transport is not generally sheltered from competition. It is a 
matter of conce"n that the price of access to Ireland on some 
routes is high and that Ireland as a holiday destination is, 
therefore at a competitive disadvantage, Recent developments 
have increased the level of competition and this has helped to 
reduce the cost of access to Ireland with consequent increases in 
the number of passengers that are being carried. 

Fifthly, and less obviously perhaps, high prices can beamelior
ated by improving standards. There is a strong relat ionship 
between price, quality and the consumer's perception of value 
for money. If prices are high and quality is low, then perception 
of value is clearly going to be poor. However, if prices and 
qua lity are equally high, perception of value is usually good. 
Some improvement in the value for money of the tourist product 
in Ireland is possible through a general improvement in stand
ards. That is not to say that many operators are not performing 
already at a n acceptable level, but there are many who are not, 
and they are pulling down the general level. 

I 
1 
J 
1 
I 
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There appears to be considerable scope for encouraging tour
ists to spend more during their stay in Ireland. The average level 
of expenditure by Overseas visitors to Ireland is only 64 per cent 
of that of a visitor to Britain. The things that need to be done· to 
attract more visitors to Ireland need to be done also to overcome 
the relatively low level of expenditure. Both are subject to the 
same constraints. 

Conclusion 
The level of employment arising from tourism activity is directly 
linked to tourist expenditure. The expenditure of tourists from 
outside the state is of particular importance, since it results in 
add itional economic activity. Domestic tourism, on the other 
hand, is largely a transfer between sectors, although it is argued 
that it provides a greater contribution to economic activity than 
many other forms of expenditure. Not least among these, of 
course, is the employment arising from the demand for services 
by home holiday-makers. 

The private services sector has dCITIonstrated, even in the 
relatively depressed economic circumstances between 1980 and 
1985, that it has the capacity to provide additional jobs. If the 
problems that presently constrain Ir ish tou rism are tackled and· 
overcome, and there is no reasbn why they , hould not be, then 
there is every reason to believe that the private services sector 
will take the opportunities that present themselves and invest in 
tourism. In these c ircumstances, the tourism sector can indeed 
be a major growth area for employment. 
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.' J:he Third Sector as a Job Creator In the 
OECD* 

". 

CHRIS BROOKS , 

General dev!,loprnents 
The recent peri09 has seen an exponential growth in initiatives 
for local employment (ILEs) that has been not a ltogether free of 
problems. Associated with the rapid growth in local employ
ment initiatives in many countries, various attempts have been 
made to harmonise them with other aspects of local economic 
development that are perhaps difTerent in nature but similar in 
objective a nd purpose. It it useful to recall some of the 
influences, still some what unresolved and contradictory, that 
have moved ILEs and local economic development closer 
together than they were four years ago. The fi rst new stimulus to 
local economic development was the emergence of the so-called 
third sector. This scctor borrows some of its characteristics from 
the private sector: autonomy, private initiative, drive for 
efficiency and competitiveness, decisions based on cost benefit 
considerations, but its aims are coJIective in nature and similar 
to those of public services. So argued the Direct Committee of 
OECD's Initiatives for Local Employment Programme in its 
1985 report Creating Jobs at the Local Level. It is a lso characterised 
by the financial, bureaucratic and psychological obstacles that 
it has to overcome. It may well not be an exaggeration to note 
now that the third sector was more commonly held together by 
the motivations of the people working within it, than by any 
particular aspec t of its commercial or legal form. This motiva
tion - a need to create jobs) and a commitment to widen the 
definition of enterprise and the scope of who could be entre
preneurial - provided key flexibility for local employment 
initiatives and so they have continued to grow. 

Second, new technology has been important. As the OECD's 
Business and Industry Advisory Committee (BIAG) remarked 
during the 1983 OECD Conference on Employment Growth 

"" The views expressed in this paper are the author's and do not necessarily 
reflect the opinions of the organisation for which he works. 
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and Structural Change, 'modern technology favours decentral
isation, furthers small and medium-sized enterprises and tends 
to encourage people towards more self-employment'. In this 
respect, Booze, Allen and Hamilton, a leading American indus
trial information company, distinguish between three different 
t...ategories of manufacturing and service unit: 

• standard products, relatively stable design, mass produc
tion', where the critical factor is price. 

• variable products, batch or low volume production, wherc 
the critical factor is flexibility. 

• customised or lone-off products, meeting varied and 
specific market demands, where the critical factor is 
innovation. 

The latter two groups of products and markets arc the growing 
ones and thcy suit the new or small unit rather well. The first 
type tends to be less flexible and that is why more and more 
market gaps are revealed that cannot be filled by mass market 
products. Finally, periods in which new technology develops 
fast put a premium on innovation and are good for new and 

. small firms - an important source of new jobs. 
So a variety of factors are influencing the growth of local 

employment initiatives, but their growth has not been without 
problems. The ratc of survival ofthesc initiatives is not as high as 
it might be and is particularly precarious in the United States. 
Therefore, in addition to a continuing public policy response of 
encouraging a range of local employment initiatives, govern
ments have been examining what can be done to reduce the 
failure rates of local initiatives so that the net addition to 
employment and growth will be greater. New'.!'nterprises, 
whether public or private, need midwives and guardians: the 
midwives are the banks and venture capital companies and 
government departments that put up money, the guardians are 
the organisations that have grown up in recent years, b(ingi'l.g 
together government, private industry, trade-unions anCL. 
professions at the local level, to offer advice and help. 

These developments have been reflected in the work of ,\he 
OECD; for example, the May 1985 conferenc~ on 'Woman -
Job Creation - ILEs', the June 1985 conference on 'The 

'. 

, 
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\ Role of Cities and Towns in Stimulating Employment Creation 
an'd Economic Development' , and more recently in the high
le~1 meeting on The Role of Large Firms in Job Creation and 
Entrep.,reneurship'. Furthermore, the planning and research 
work of ,he OECD has reflected this in its activity on 'Educa
tion, Training and Support Needs of New Entrepreneurs and 
Local Employment Initiati"es' and in its work on elaborating 
local employd.ent development strategies in less developed 
regions and countries. The conclusions emerging from these 
activities have been incorporated into the general considera
tions below. 

ILEs, job creation and local econolllic growth 
Recently, the OECD has discussed the relationship be tween 
local employment initiatives, local economic development and 
job creation on a number of occasions, fi rstly at its board 
meeting in 'Madrid in October 1984, and more indirectly in the 
various conferences and meetings it has sponsored during the 
past two years. Clearly, building the linkages between ILEs'",nd 
economic development and job creation is a long, and for some, 
a tenuous exercise. However, it might be useful to recall some of 
the thinking behind the committee's reflections and work. 

Unemployment has been in the forefront of the minds of 
policy-makers in most OECD countries throughout most of the 
post-war period, but at present, with the jobless rate in many 
industrialised countries at , or near, its highest level since the 
1930s, the political sensitivities associated with the issue are 
particularly acute. The cyclical aspect of this synchronised 
unemployment is generally recognised and is common to most 
OECD countries, although there may be some disagreements 
regarding its relative importance in the wider problem. How
ever, there are important differences of view about the causes of, 
and the cures for, the structural component of unemployment. 

The issue of structural unemployinent takes on added 
urgency in the light of the widespread fear that the current wave 
of new technology may lead to permanently high joblessness in 
all OECD countries. Concerns about machines displacing 
human labour go back at least to the Luddite outbursts that 
marked the early days of the industrial revolution in Britain. 
Throughout history, apprehension and in some cases outright 
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hostility have greeted the introduction of labou r-saving tech
nical advances. Such responses are, of course, predictable and 
understandable from workers threatened with displacement 
from their jobs, and fearful of the premature obsolescence of 
their skills. Leontief believes that the electronic revolution is 
qualitatively diITerent from those that have gone before. He 
argues that, while previous technological advances have 
replaced human physical labour, electronic innovations will 
instead replace mental eflOrl, threatening the human brain itself 
with technological obsolescence. But if past patterns oITer any 
reliable guide, the technological revolution on which the world 
is currently embarking may be seen rather as the latest in 
Schumpeter1s wave of 'creat ive destruction', in which innova
tion acts as a catalyst for a new era of economic growth. 
Although the conventional views of leading economists about 
the impact of new technology on job creation come closer to 
thosc'ofSchumpeter than Leontief, unemployment will present 
a formidable challenge for policy-makers in the remainder of the 
1980s and into the I 990s. 

Unemployment policies within countries are conditioned, of 
course, not only by thc severity of the cha llenge but by diITerent 
perceptions of the problem, its:causes and its proposed cures. 
These disparities in turn are grounded in diITerent experiences 
with employment growth in the various regions of the OEeD 
over the past decade, as well as in the diITcrences in analytical 
predispositions and in the structure of economic and political in
stitutions. Suggestions for alleviating unemployment must be 
judged not only in terms of their economic cfficiency but a lso in 
terms of their implications for the broader relationships between 
developed countries. All this becomes considerably more com
plicated when we recognise the emergence oT)ncreasingly 
diITerent and diverse soc ial a nd economic aspirations by new 
groups and individuals in our economies. '. 

During the past decade the markedly diITerent treRds in 
North America a nd Europe concerning both unemployihent 
and job creation are likely significantly to influence their policy 
responses in the fu ture. First, although the unemploymelll.rate 
in the United States during the last ten years has generally peen 
higher than in the major European countries, it has risen and, _ 
fallen cyclically in North America. In OEe D Europe, the 
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>I?att<rr.n of unemployment has been asymmetric over the busi
ness cycle - rising during recessions and tending to level off 
raih~r th~n to rail during expansions. The unemployment rate 
rose r'apidly in both regions after thc first oil crisis, but it came 
down just'as rapidly in the United States once the recovery 
began, wh'ile it rem ained close to its recession peaks throughout 
OECD Europ~. Although the US unemployment rate is still at 
historically high levels, it declined rapidly and significant ly 
during 1983/4, the first year of recovery. The major industrial 
economics in Europe are, however, trailing well behind the 
No~th American recovery. There is considerable concern that 
the slow pace of the European recovery will not reduce Euro-
pean unemployment. ' 

Second the contrast between OECD Europe and the United 
States injob creation is even more pronounced than the contrast 
in the cyclical behaviour of unemployment rates. Employment 
has risen in the United States since 1973, while in the major 
European countries it has actually declined. And even between 
1979 and 1983 the average level of US employment was about 
two million, or two per cent up, while it was down slightly in 
Europe. Much of the employment increase in the United States 
was concentrated in the service sector. In fact, the American 
economy was able to respond to the rapid labour force 
expansion engendered by the post-war baby boom and the 
sharp rise in participation rates of women during the past 
decade, largely because of the rapid expansion of service sector 
employment. Moreover, the large concentration of women and 
minorities in the US service sector provided some protection 
against the displacement of these groups in the last recession. In 
the United States, for the first time at a recessionary trough, 
unemployment rates were higher for men than for women, and 
even though the chronically high unemployment rates for 
minorities rose even higher, the largest proportional increase in 
unemployment was among white males. This pattern may 
reflect the latter group's relatively high unemployment in heavy 
manufacturing - the sector most vulnerable to the energy crisis 
and the attendant policy responses. 

The above considerations are illustrated by the findings of an 
ILE European study tour made by a group of American experts 
in 1984. They noted that banking and financial institutions, 

------------------------_ . - - - .. - - -
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especially in the United Kingdom, tended to focus the greater 
part of their attention on large-scale, indeed international, 
markets, to the detriment of the small firm in need of risk capital 
or the medium-sized firm in need of capital for restructuring. In 
general, the experts thought that job creation in Europe was too 
little the concern of the private sector, and drew attention to the 
responsibility towards the local economy that could be exercised 
by an enterprise when it was contemplating redundancies. On 
the other hand, the experts were impressed with certain 
European achievements - for example, in the field of training 
programmes for entrepreneurial management. They also recog
nised the importance of public support in mobilising the full 
range of strategies necessary for effective economic develop
ment. The general interest in the situation of women and 
minority groups in the United States was reTIected in die 
experts' surprise that these were not more actively involved in 
enterprise creation in Europe. 

Indeed, most OEeD labour markets will be confronted with 
an even greater challenge to their job-creating capacities if 
women follow the Scandinavian and American examples. For 
instance, some 53 per cent of American women over the age of 
sixteen are currently in the labour force, up from 37 per cent in 
,1960. In most other OEeD countries, however, the participa
tion rates of women have risen at a much slower pace. But the 
participation rates of women in many countries have continued 
to rise historically, suggesting that the differences are primarily 
a matter of degree and of timing. 

The OEeD seminar on 'The Role of Women in the Develop
ment ofILEs' (May 1985) showed that of the many obstacles 
encountered by women during the setting up of their businesses, 
the most important are lack of access to capital,.information and 
expertise. Women find these obstacles more diflicult to over
come because of their lack of credibility in the econom~arena 
and their unfamiliarity with business language. Women "ften 
do not have the informal sources (family, friends and associate~) 
to obtain seed capital, nor do they find their way easilY-
through the maze of 'business support organisations to secure . . 
reliable information. Suggested solutions to these problems 
included raising women's sclf-est~em through education, media 
coverage and promoting the image of women entrepreneurs and 
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their activities. ·Specific training courses should further help 
them to build confidence, to acquire entreprenuerial skills and 
lO,become accustomed to business support networks and busi
nes~erminology. 

The job creation record of the United States also appears to 
be onc of the factors that is holding the average duration of 
unemployment there below that of OECD Europe. In the 
U nited State~during the recent recession, the average duration 
of unemployment was about four months, compared to seven to 
ten months for most European countries. In several European 
countries those unemployed for more than a year account for 30 
per cent or more of total unemployment, more than double the 
proportion in the United States. 

Although several of the troubled industries in both Europe 
and the United States appear to have significantly higher cost 
structures than their competitors, many observers regard low 
mobility of labour and capital as a more significant factor 
underlying the persistence of high unemployment. One recent 
study, for example, concluded that much of the rise in the 
American unemployment rate for prime age males, from 3.1 per 
cent in 1972 to 5.5 per cent in 1981 , reflects the fact that un
employment grew at an uneven pattern across geographical 
areas. European explanations have tcnded to stress institutional 
and geographical impediments, which are much less important 
in the United States and Canada. Although the legal and 
institutional barriers to the inter-country movement of labour 
and capital have diminished somewhat in Europe, language 
and cultural factors still make it more difficult for a worker to 
move his job and his family from, say, Glasgow to Grenoble than 
from Toronto to Los Angeles. The recent meeting of industrial
ists on 'The Role of Large Firms in Job Creation' , to which 
further reference is made below, underlined the importance of a 
European market to stimulate job creation, and further made 
the point that small firms are becoming increasingly interna
tional. 

The most important reason for the difference among regions 
in the degree of factor mobility appears to lie in industrial 
history and composition. Any advanced industrial economy is, 
of course, subject to conflicting pressures: those that tend to 
increase rigidities by protecting established privileges, such as 
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high wages and worker seniority, and those that tend to loosen 
them, such as government incentives to mobility. However, the 
most effective solvent for built-in rigidities appears to be the 
growth of new business, unhampered by large sunken costs in 
existing facilities or by accummulatcd restrictions on movement 
and work practices. Long-established industries, such as steel, 
are inevitably less Oexible and more resistant to mobility and 
adaptation. 

A higher concentration of long-established industries in some 
countries in OECD Europe in fact may have resulled in a larger 
accumulation of disincentives to factor mobility and corres· 
pondingly greater difficulty in establishing new industries than 
in the United States, or even more so, in Japan. These differ
ences may not be entirely a matter of history. Public policies in 
Europe appear to have been more orientated towards existing 
jobs than those in the United States. As a result, it has been both 
more expensive and difficult to dismiss workers or to relocate or 
close plants in Europe than in North America. 

As the conference on 'The Role of Towns and Cities' (june 
1985) made clear, for some years there has been a de facto 
involvement of local authorities in economic development and 
more particularly in job creation. In some degree this has come 
about because of disillusionme~t with national employment 
policies and with outside support in general, e.g., from big com
panics. The record has proved positive, notably in terms of 
innovation and morale: the sense of local identity has enabled 
energy and personal qualities latent in the voluntary and 
private sectors to be mobilised; the individual profit motive has 
been channelled towards consensus mea·sures,and community 
well-being, and dormant procedural and legal instruments, 
have been reactivated. Nevertheless, some change in local 
powers and resources may be necessary iflocal authorities are to 
do significantly more than implement policies deci.ded at 
nationalleve!' There is of course a potential area of conflict with 
central government that need not in itself be unproducri'(e, 
especially if it leads to a sounder appreciation of the role of each 
of the parties. It has to be accepted that large-scale structural 
unemployment is not susceptible to local treatment. Moreover, 
central government and the general public view local authority 
activity with a better eye the more it appears to be orientated 
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tow/lrds practical achievement and the less towards political 
gain: Flnally, some evaluation of such activity seems desirable, 
1)4t there is little evidence of its taking place, except perhaps in 
Canada. . 

Reducing structural unernployrnent 
As has beel) argued, even if cyclical recovery becomes more 
widespread and is sustained, structural unemployment will still 
pose a major problem for policy-makers. Remedies to alleviate 
the structural aspect will need to be carefully tailored to the 
political, social and 'economic environment and institutions of 
specific cou ntries and regions. Because European unemploy
ment is made worse by the institutional and structural rigidities 
already discussed, the search for so lutions must tackle those 
rigidities as well. The secret of a successfu l micro-economic 
strategy probably lies in combining many objectives within one 
coherent policy that can be applied Oexibly at the local level. 
Local employment initiatives are a useful umbrella for 
achieving this integration. 

It is instructive at this point to explore the relationships and 
the differences between ILEs and the traditional regional 
development polices relating to employment. In the latter there 
is a current focus of interest on the operation oflaeal economies 
as units, and it must be observed that ILEs are not necessarily, or 
even mainly, working to supply local markets. They are 
involved in social policy, and since social and economic policy 
come together in the longer term, there may be an opportunity 
here for progress to be made towards <). new concept of what is 
economically acceptable in the social framework. In considering 
such ideas, Finland may be cited as an example. There is a two
folq problem of rural depopulation, or at least the risk of it, and 
agricultural over production, together with a long-stand ing 
tradition of self-help and mutual aid, which survives only in a 
small-scale environment. The imposition of government ceilings 
on production makes it difficult to attain an adequate income 
from a small farm, and it is the Finish Governments's policy not 
to increase the size of farms. ILEs offer a way out of the impasse. 
By facilitating the addition of an external source of income to the 
family unit, they make survival in the countryside practicable, 
and tap the latent motivation traditional in the rural areas. 



The Third Sector as a Job Creator 359 

The OECD economies require a difTerent approach if they 
are to yield the maximum number of permanent real jobs. In 
companies producing internationally traded goods, the most 
important contribution to creating jobs lies in the rapid dis
semination of technical knowledge, the development of Oexible 
modern training schemes, the education of young people in 
basic information technology skills and in basic self-employ
ment and business development skills. There is unlikely to be a 
net gain in jobs, but jobs will be lost if there is not an adequate 
supply of skilled people at every level from post doctoral to post 
basic training. Many young people who dislike school take to 
information technologies like ducks to watcr. 

One of the main conclusions from the ILE study of industrial 
diversification in Sardinia, undertaken jointly with ENI, was 
that, in smokestack industries, we should modernise what we 
can and stop producing what we cannot. Money spent on 
sustaining obsolescent industries is likely to be money wasted; 
they should be protected only for short periods of time to allow 
restructuring to take place. It is less expensive to pay training 
and removal expenses for employers or to help them set up their 
own small businesses or co-operatives. Adjustment is best 
approached through building up consensus and support a t local 
level for initiatives that will lead to job and enterprise creation, 
and the ILE movement is thus in a position to promote the 
necessary change in the public mind from preoccupation with 
the past to concern for the future. Here the action of/arge firms 
in external I job creation strategies is worth considering. 

In this connection it is interesting to note some or the conclu
sions of the international discussion on 'The Role of Large Firms 
in Job Creation' (Novcmber 1985), which may .be summarised 
as follows: ' 

I. A range of motives spur large firms to create jobs:..govern
ment pressure, enlightened self-interest and a: sense of 
social responsibility. Training, rescarch and work exp~ri
ence are favoured areas for intervention. Industriali~ ts 
generally ta ke the view that broad education is a factor'in 
innovative capacity. 

2. Thejobs that are created must reflect the activity's genuine 
potential profitability. High technology is not an essential 
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' . ingredient; . simple processing and agriculture can be 
\ -. growth areas. Small units are more likely to be innovative 

" and their association with a larger unit gives them access to 

. '~apital and expertise. 
" 

Many'Jobs can be created in traditional service industries 
because this sector is labour intensive. Creatingjobs in rehabilit
ating house;;'" in neighbourhood energy conservation and 
environmental improvement schemes, and in recycling mater
ials is relatively inexpensive when measured in the capital 
investment per job. A certain school of thought holds that alljob 
creation in infrastructure is liable to be inflationary, but it can 
be argued that this applies only where the firms involved and 
their unions are in a position substantially to influence prices or 
wages and if they are uniquely publicly financed. Many of the 
businesses started by unemployed workers, using schemes that 
allow unemployment benefits to be used for business start-up, 
;lre working in new markets. 

There is plenty of work to be done in the public services, 
especially in health care and personal social services, but the 
crisis over public expenditure makes governments feel unable to 
finance them. It is unlikely, therefore, that the numbers of 
public service jobs will increase a great deal unless new ways can 
be found of incorporating public policy objectives into the crea
tion of new types affirm or association. This is an important area 
for LEIs, in which many new businesses have already grown up. 

Note to article 
1 'External' in this context means 

outside the normal process of 
running its own business; ror 

example, supporting financially or 
ot her wise loca l employment 
initiatives. 



Employment and Profit-Sharing 

MARTIN WEITZMAN 

The Irish economy today is a hostage to stagflation. While un
employment is at levels not seen since the Great Depression, 
policy-makers are scared of precipitously reflating the economy 
lest inflation once again should rear its ugly head. Pessimism is 
rampant. People do not have confidence that there actually 
exists some workable long-term strategy for reconciling- full 
employment with low inflation. . 

The biggest single issue in the 'future of employment' is 
making sure that employment has a future. At present many 
'European~style' economies seem unable to reconcile reason
ably full employment with reasonable price stability. Expan
sionary policies dissipate themselves, to an excessive degree, in 
too large wage and price increases rather than in expanded 
employment and output. 

One school of thought blames the adverse situation on a high 
'natural rate of unemployment'. For reasons no one has been ' 
able to make clear) the 'non-accelerating-inflation-rate-of-un
employment' has apparently deteriorated. This explanation 
amounts to a tautology. It is tantamount to saying that the 
unemployment rate is high because the unemployment rate is 
high. 

Another non-starter is the au courant explanation that Euro
pean-style unemployment is of the classical rather than Keynes
ian variety, caused by 'too high' real wages. The problem with 
this argument is that real wages no more cal.\se employment 
levels than the other way around. Both are simultaneously 
determined within the economic system. Given .1loney wages 
and aggregate demand, companies choose employment levels 
and prices. Hence, the real wage (the money wage di~ided by 
the price level) is no less determined by the decisions of 'firms 
than is employment. 

What, then, is causing the unemployment? There is onl~ one 
answer, but, like a coin, the answer has two sides~ Side one is that 
unemployment is caused by insufficient aggregate deni'and 
(relative to money wages). Side two is that unemployment is-

361 

, 

, 
I 
I 

I 
I 
I 
J 



. 362 Administration ,VoL. 35, No.3 . . 
''Caused by too high money wages (relative to aggregate 
defnand). Sometimes it is useful to stl'ess one side of the coin; 
sorlletimes the other. But it is always the same coin. In either 
case, 'rhe key to non-inflationary full employment is an economic 
expansion that holds down the marginal cost to the firm of 
acquiring"\ more labour. Pure macroeconomic policy alone -
the purposef",! manipulation of financial aggregates - is no 
longer sufficienUo guarantee full employment without inflation 
because labour co'sts begin to rise well before the economy starts 
to strain at full capacity. 

How did we get into this impasse, and what is the way out? For 
answers it is necessary to turn back to the Great Depression of 
the 1930s and the towering influence on economic thought of 
John Maynard K eynes's The General Theory of Employment, 
Illleresl and Money, published in 1936. 

Economic theory 
Before the Depression, mainstream economic theory held mass 
unemployment to be impossible. When the impossible actually 
happened, the most common response of economists to an 
obvious malfunctioning of the labour market was to declare, 
somewha t antiseptically, that the supply of labour exceeded 
demand because the price of labour was stuck at 'too-high' 
levels. The complacent implication was that there is not much 
more to do than si t around waiting for wages to come down. 

Keynes disagreed fundamentally, almost violently, with the 
classical approach. While it is logically equivalent to describe 
unemployment as being caused by 'too .high money wages relat
ive to aggregate demand' or by 'too low aggregate demand 
relative to money wages" there is , Keynes pointed out, a world 
of practical difference between the policy implicat ions ofthe two 
viewpoints. Changing wage contracts is at best a slow and 
unreliable way of maintaining full employment. Discretionary 
fiscal and monetary policy represents a far more useful 
approach. Thus was born one of the most spectacular dis
appearing acts in history. Like a great magician, K eynes 
removed the malfunctioning labour market from everonc's eyes 
and replaced it with discretionary government policy to manage 
aggregate demand. 
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When, after an initial period of success, Keynesian policies for 
spending ourselves into full employment were blamed, rightly 
or wrongly, for the double-digit inflation of the 1970s, the stage 
was set for the monetarist version of what is essentially a very 
simil'ar optical illusion. The basic message of monetarism is that, 
if the economy concentrates on achieving price stability by 
rigidly controlling the supply of money, at worst there may be a 
few awkward transition years when slightly less ambitious 
targets for full employment will have to be accepted. But when 
the system fina lly settles down at a stable low rate of inflation, a 
steady slow growth of the money supply will yield no more un
employment over the long run than discretionary Keynesian 
interventionism. Aside from the incredible difficulty of relying 
on unstable monetary aggregates in a technology that includes 
plastic a nd electronic money tied to deregulated fina ncial 
institutions, the deep recession of 1981-83 is widely viewed, 
rightly or wrongly, as discrediting simple-minded moneta rism. 

Where do we go from here? To begin with, it is high time to 
recognise that, for all the wealth of practical and theoret ical 
insights they may have inspired, for all the approximate truths 
their doctrines contain and the actual ways they might (or might 
not) have improved past or present economic performance, 

both the Keynesian policy revolution and the monetarist 
counter-revolution are essentially dazzling digressions from the 
main problem. The common defect of both is the vain hope of 
successfully skirting the key market that is malfunctioning - the 
labour market - by skilfully adjusting one or another financial 
aggregate, whether the money supply, government spending, 
tax receipts, or something else. This detour around the main 
problem may be perfectly justified as a temporary expedient, 
but it ha rdly commends itself as a long-term solut.ion. 

The major macroeconomic problems of our day can be traced 
back to the wage system of paying labour. We try to awa~ every 
employed worker a predetermined piece of the income pic 
before it is out of the oven, before the size of the pie is even 
known. OUf (social contract' promises workers a fixed numb~r 
of green pieces of paper, independent of the health of sheir. 
company, while the company chooses the employment level. 
This stabilises the money incom'1 of whomever is hired; but only 
at the considerable cost of loading unemploymen t on low-
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, seniority workers and inflation on everybody - a socially infer
' iot, !'isk-sharing arrangement that both diminishes and makes 
m~e variable the real income of workers as a whole. An inflex
ible '1.loney wage system throws the entire burden of economic 
adjustinent on employment and the price level. 

Economic policy should focus more directly on the labour 
market itself to build in ·automatic flexibility and to remove 
structural rig\dities, so tqat we do not have to rely so exclusively 
on macroeconomic sledgehammer cures Lo maintain non-infla
tionary full emloyment. What is required is a bold institutional 
change in incentive structures to make it strongly in an 
employer's self-interest automatically to maintain high levels of 
output and to keep down prices. There are many possibilities 
here, inc'luding two-tiered wage systems, employee ownership 
and profit-sharing. I am in favour of maintaining a positive atti
tude towards all these measures, but as an economist I must say 
that profit-sharing is the most solidly based of the options and, I 
belive, holds by far the most promise. 

Share economy 

l 

A prout-sharing system, where some part of a worker's pay is 
tied to the firm's profitability per employee, puts in place 
exactly the right incentives to resist unemployment and infla-
tion. If workers were to allow their pay to be more flexible by I 
sharing profits with their company, this would improve macro
economic performance by directly attacking the economy's 
central structural rigidity. The superiority of a profit-sharing 
system is that it has enough built-in flexibility to maintain full 
employment even when the economy is out of balance. If 
workers' compensation were shifted to a lower component of 
base wages and a higher component of profit-sharing, then an 
employee's average cost (or pay) could stay the same, while the 
employer's marginal cost of hiring another worker would be 
lowered. Because of the automatic profit-sharing cushion, 
employers are slower to layoff workers during a recession and 
quicker to hire more of them when'conditions are good. A profit-
sharing system is not anti-labour and does not rely for its bene-
ficial effects on lowering workers' pay. The key thing is not to 
reduce total worker pay - it could even go up - but to lower 
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the base wage or marginal cost component while raising the 
profit-sharing component accordingly. 

Let ;ne give a concrete example. Suppose that Irish Widgets 
Ltd (IWL) is paying wages plus fringe benefits of £6 per hour. 
IWL will then be motivated tu take on (or la y of!) workers to the 
point where the addilional value added per worker is no more nor 
less than If>. Average value added per worker will naturally be 
higher - say fJJ per hour - to provide a margin for covering 
overheads, depreciation, interest, profits, and so on. 

Now change the labour contract to a form where IWL 
workers are receiving a base wage of £5 per hour and a 25 per 
cent share of· the gross operating profits of £4 (=fJJ-£5) per 
worker-hour. It looks as if everything is the same as before. Vet 
IWL's incentive to hire or fire is subtly but dramatically altered. 
If IWL now hires an extra worker, its value added goes up by £6 
as before, but its total labour cost only increases by £5 plus 25 per 
cent of incremenlal gross operating profits of £1 (= If> - £5), or a 
total of £5.25. IWL thus clears a profit of75 pence per hour on 
the extra worker, and understandably is more eager to hire and 
less eager to fire. There is a secondary effect: in order to sell the 
extra widgets, IWL has to reduce its prices. 

In a profit-sharing economy; firms acting in their own self
interest will tend automatically io create a tight labour market, 
high output, and low prices. This will not happen overnight. But 
if the incremental, hardly noticed decision at the margin has 
more of a bias, under profit-sharing, to lean towards lettinggo of 
fewer workers during bad times and taking on more of them 
during good times, then gradually the system will ratchet itself 
toward an ever-tighter labour market. Moreover, standard 
macroeconomic policy is much Inorc effective- in an environ-, 
ment of widespread profit-sharing because it is essentially the 
base wage, not total pay, that in conjunction with the usual 
macroeconomic policy variables, determines the essential char
acteristics of the system such as unemployment and "thc""rice 
level. ' , 

'. , 
Japan 
Japan has a significant bonus system with strong profit-sharing \ 
overtones. A typical Japanese worker in an average y'ear
receives a bonus that constitutes about one-third of the base 
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:. ,wage. Whi le it is" difficult to quantify the exact magnitude of its 
contribution out of a host of reinforc ing tendencies, the bonus 
syst~m is probably one major reason (although far from the only 
one)\x,hy japanese firms are able to maintain such consistently 
high em\?loyment rates; and, as a very import side-benefit, 
Japanese w.orkers have a direct incentive to increase their firm's 
productivitY,and profitability because part of their salary 
depends on ii.',(This pattern of profit-sharing workers being 
more motivated than wage workers to cooperate with their com
pany in order to improve its economic performance has been 
observed almost universally.) 

In japan young schoolleavers are being readily recruited by 
companies, while in Ireland they are not. Why? This is a com
plicated issue} with Inany answers, but one of them is almost 
surely that the method oflabour payment is very dilTerent in the 
two countries. In japan, regular workers receive about 25 per 
cent of their total pay in the form of a bonus with strong profil
sharing overtones. The youngjapanese school graduate looking 
for work comes with an implicit message to the employer saying: 
'Employ me. I am reasonable. Your only absolute commitment 
is to pay me the base wage. This is my marginal cost to you. The 
bonus is a variable cost, depending to some extent On how well 
the company is doing.' By contrast, the young Irish schoolleaver 
looking for work comes to a potential employer with the implicit 
message: 'Think very carefully before you employ me. I am 
expensive and inflexible. You will have to pay me a fixed wage 
independent of whether your company is doing well or poorly, 
and you will not easily be able to lay. me 01T if your business goes 
bad.' Is it difficult to deduce in which country companies 
eagerl y recruit new employees and in which country new 
employees are avoided if at a ll possible? 

I believe that we in the West should consciously tilt ourecon
omies toward the superior profit-sharing variant of capitalism. 
We ought to adopt a new social contract that promises our 
working people full employment without inflation but asks, in 
return, that workers receive a significant fraction of their pay in 
the fo rm of a profit-sharing bonus. Ireland is in great need of 
such measures. 

Any economy is full of uncertainty. There are no absolute 
guarantees, and if the uncertainty does not come out in one 
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place, it will show up in another. I am saying that it is much 
better, much healthier, if everyone shares just a little bit of that 
uncertainty right at the beginning rather than letting it all fall 
on an unfortunate minority of unemployed workers who arc 
drafted to serve as unpaid soldiers in the war against inflation. It 
is much helter if people will agree that only 80 per cent of their 
pay is going to be tied directly to the funny looking pieces of 
paper currency - which are themselves an illusion, although a 
very useful illusion - and 20 per cent will be tied to company 
profits per employee. Then the economy can be much more 
easily controlled to have full employment and stable prices. 
Society will be producing, and hence consuming, at its full 
potential. If people will face up to the uncertainty at the beginn
ing, and if everyone accepts some small part of it, then socicty as 
a whole will end up with higher income and less uncertainty. 

This much-needed reform will not come about easily. Per
suading workers and companies to change fundamentally the 
way labour is paid, in the name of the public interest, will 
demand political leadership of a very high order. Cooperation 
among people of differing political views will be indispensable. 
Material incentives, such as favourable tax treatment of the 
profit-sharing component of a worker's pay, will probably be 
required to persuade existing employees to acquiesce in a profit
sharing scheme with no restrictions on hiring. (Once a labour 
contract is agreed upon, insider workers should not have the 
right to block unemployed outsiders from joining the firm if 
management wishes to expand employment.) Calculations 
show that even a quite ambitious tax break for profit-sharing 
income would more than pay for itself if it reduced unemploy
ment by just one or two percentage points. '" 

Conclusion 
When all is said and done, no matter how well designe'd are the 
incentives, such change will require genuine consens~s, C'Y.tting 
across left-right political lines, that the broad social gains, of 
permanent full employment without inflation arc worth more 
than the narrow private losses that inevitably will be incurred 
here and there. Yet the benefits of inflation-free' full employment 
are so enormous, the increased national income is so great, that 
my recommendation is to move decisively in the direction of 
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\ pr0fit-sharing.lfihese ideas are wrong, little will have been lost 
By ·trying them out. At least, we shall be able to say to future 
gerterations that we were not so paralysed by fear of the un
knowl\,that we did nothing. And jf the ideas are correct, a ser
ious mov<;.. toward widespread profit-sharing would help greatly 
to make involuntary une~ployment an obsolete concept. 



Employment and Worksharing: A Role 
For The Public Sector? 

PETER C. HUMPHREYS 

The critical nature of Ireland's present unemployment levels 
requires us to pursue every feasible avenue for generating 
employment, including the possibility of worksharing in the 
public sector. Specifically, answers to two questions will be 
sought in this paper: (a) Is there potential for works haring, as an 
aid to sustaining or increasing public sector employment? and 
(b) Can the public sector playa leading role by promoting work
sharing? The focus will be on the results of two years' research on 
the subject, largely from an Irish perspective but, wherever 
possible, the arguments will be cast in broader, cross-national 
terms} 

Concepts 

At the outset, it is important to clarify some of the concepts that 
will be employed, since there are no universally agreed defini
tions of the terms 'worksharing', 'worksharing measures' or, 
indeed, of 'the public sector': 

I. WorksharilZg involves the redistribution of working time by 
those in paid jobs, for the purpose of sustaining or 
increasing employment. It is this latter aspect that should 
be stressed. Other considerations, such as improving living 
and working conditions, promoting employment equality 
or encouraging the acceptance of new te~hnology, while 
important in their own right, are not the princ;ipal concerns 
of worksharing, although worksharing clearly should not 
be promoted at their expense. . "-

2. Worksharing measures can be classified according to the ~ime 
horizon' on which they are broadly based. For example, 
they can reduce the hours worked over the working \\[e_e~ 
(shorter basic hours or reduced overtime), the working y.ear 
(part-time, jobsharing, increased annual leave), or, the ' 
working life (career breaks or earlier retirement). Other 
related measures, particul~rly regarding recruitment and 
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:\ temporary jobs, also need to be considered. It must be 
" noted, however, that this simple, three-fold classification 
'" provides only a conceptual framework for purposes of 

'discussion and such measures are often complementary. 
Th)js, in principle, an.employee could work less overtime, 
change later to a part-time job and eventually retire early, 
at differ.ent stages in' his or her life-cycle, even within the 
same organisation. 

3. The public sector, in Ireland, comprises not just all civil ser
vice departments and offices, but also, the Garda Sfochana, 
the defence forces, local authorities, the health services, 
education and state-sponsored bodies (see Table). It 
employs over 300,000 workers on a full-time/part-time, 
permanent/temporary basis in a wide range of activities. 2 

Therefore it is necessary to exercise caution in considering 
'a role' for the public secto~. It has many roles, hundreds of 
organisations and thousands of staff. 

Contexts 
In order to' assess worksharing as a possible contributor to 
employment expansion or retention, two factors that are likely 
to influence the potential demand for such measures require 
some elaboration. 

Working-time trends 
Although sources of information are few,' an analysis of Irish 
and European Community data on working-time duration 
shows 'a general reduction in hours worked per reference period 
for many years. However, such trends are far from even in their 
distribution. For example, in many production industries, hours 
and numbers employed have tended to respond to changing 
economic conditions; thus, recruitment and overtime can be 
associated with periods of boom, and lay-offs and short-time 
working with times of recession. Conversely, during the same 
period, the service sector app<;ars to have achieved both a 
general increase in numbers and a decrease in hours. 

A number of marked inequalities remain in the present 
distribution of working time. Hours of work in industry are often 
greater than those in services; those for manual workers often 
greatly exceed those for non-manual workers, and the hours for 



Table: Public sector elnploYlnent (1970-1984)· (OOOs) 
Main branches 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 

Civil serv ice 25.6 26.7 27.3 28.2 30.0 31.0 31.8 33.9 33.2 35.4 37.7 39.0 39.1 37.7 36.6 
Garda Siochana 6.5 6.6 7.0 7.8 8.0 8.4 8.5 8.5 8.8 9.4 9.6 9.9 9.9 10.8 11.2 
Defence forces 9.8 10.1 10.6 12.1 12.3 13.5 15.6 16.6 16.7 15.8 15.5 15.8 17.4 16.5 16.0 
Local authorities 30.9 31.0 30.1 30.7 32.4 31.6 32.9 34.0 34.5 35.0 34.8 35.7 35.8 36.3 35.6 t'1 
Health services 40.4 39.8 41.6 43.1 44.8 47.0 47.7 51.1 54.7 58.0 60.0 62.5 62.6 63.5 62.9 " 
Education 37.7 39.3 41.0 42. 7 45.0 46.2 47.6 48.4 51.4 53.3 55.6 56.9 59.6 61.6 62.0 ~ 
County Committees of ~ 

Agriculture 0.7 0.7 0.7 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 ~ 
Posts & Telegraphs 20.2 21.1 21.3 22.2 23.8 25.0 25.5 25.4 25.7 26.0 26.4 28.5 29.3 31.2 31.0 "-
State-sponsored bodies 68.0 66.0 64.0 62.0 . • 61.0 60.6 60.0 60.0 61.7 63.9 66.8 68.4 68.8 68.6 68.0 " " "'-
Total public employment 239.8241.3243.6249.6258.1 264.1 270.4278.7287.5297.6307.2316.7322.5326.2323.3 ~ 
Total non-agricultural it employment·· 756 772 787 814 836 835 832 855 884 924 947 950 955 936 928 ".. 

" Public employment 
~ 

S· 
share % 31.7 31.3 31.0 30.7 30.9 31.6 32.5 32.6 32.5 32.2 32.4 33.3 33.8 34.8 34.8 "" 

Total employmcptU " 1024 1030 1039 1060 1077 1073 1064 1083 1110 1145 1156 1146 1148 1125 1110 

Public employment 
sHare % , 23.4 23.4 23.5 23.5 24.0 24.6 25.4 25.7 25.9 26.0 26.6 27.6 28. 1 29.0 29. 1 

-Base dates vary [fOm the date in each year. They are best estimates and may be subject to revision. 
··Derived frotn,..-CSO Labour Force Survey estimates. 

'" t -,/ --.l -
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,'mel1 a~e longer th,tn those for women. Meanwhile, in the field of 
public administration, not only are working hours com
paratively short for the services sector, but in Ireland they are 
also sr.~rter than those in the European Community as a whole 
(see Euro~(at 1984). The discussion of worksharing measures, 
therefore, needs to be placed within this broaq context and, in 
particular, to ~e cognisant of existing imbalances in the distribu
tion of working' time among those already in employment. 

Policy developments 
In their consideration of high unemployment and the general 
trend towards shorter working hours, it is not perhaps surprising 
that policy-makers have focused their attention on worksharing. 
As the Commission of the European Communities (CEe) points 
out, 'the aim of work sharing is to redistribute the total volume of 
work in the economy in order to increase employment opport
unities for all those wishing to work. This does not mean that the 
volume of work [needs to 1 remain constant. Rather it is based on 
the observation that this volume is at present inadequate and 
that we must try to redistribute it." 

Since the late 1970s, the Commission has sought to promote 
worksharing and, amongst other initiatives, has formulated a 
Draft Recommendation on the Reduction and Reorganisation of Working 
Time"(1983), Draft Directives on Part- Time (1982) and Temporary 
Work (1982), as well as a Draft Recommendation on Flexible Retire
ment (1981). Indeed, the first of these specifically states, 'bearing 
in mind that the public sector is the biggest employer, public 
authorities have a particular responsibility to set an example to 
the private sector in the matter of the reduction and reorganisa
tion of working time linked with job creation, in particular for 
young people' (p. 4). However, it is fair to say that achieving 
Community-level agreement on such matters, between either 
national governments or the social partners, has been both diffi
cult and slow. In the meantime, individual member states (most 
notable Belgium, France and the Netherlands) have continued 
to set the pace for others to follow. 

Despite the country's severe unemployment problems, work
sharing has not attained the same high profile in Ireland as in 
some continental European countries. The approach has gener
ally been cautious, since there is no unanimity on the 
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appropriateness of worksharing to Irish condi tions. 5 Employers 
suspect its consequences for unit labour costs and competitive
ness.' Trade unionists generally support worksharing as long as 
wage-levels and employment conditions are protected, but 
rejectjobsharing as a means of relieving unemployment.' With
out doubt, the most active agency has been government itself, 
which, through the draft Hours of Work Bill (1984), and 
particularly the promotion of jobsharing and career breaks in 
the public service, has, in recent years, sought to introduce a 
number of relevant initiatives. In efTect, public sector organisa
tions have been asked to take the lead in promoting the idea of 
worksharing in Ireland. Generally, however, since the Irish 
approach has been cautious, it is important to review the 
developments and potential of each type of worksharing 
measure in order to draw conclusions about its appropriateness. 

Approaches and Options 

Shorler working week 
Over many years, working time has tended to shorten as part of 
collective agreements to improve conditions. However, there 
are still considerable inequalities in the basic hours worked in 
the Irish public sector that appear to provide some potential for 
worksharing. The main range is from 40-35 hours net. How
ever, when the existing situation is examined in more detail, the 
actual scope for change appears quite limited. Basic hours are 
longest for lower grade groups and industrial/ production 
workers. Indeed, it is into such jobs that the unemployed could 
be more easily recruited. However, in terms of income and 
employment opportunities, such workers are ;among the least 
advantaged in the public sector. In fact, their, numbers are 
declining and will probably continue to do so for some time yet. 
With regard to those public servants who already enjoy working 
hours below 35 per week (far shorter than the national average 
of 43.5), it is difficult to justify a further significant reductIon in 
their basic hours (unless entirely uncompensated) when tfn;.re 
are so many other pressing demands on Exchequer resources\ 

The prospects on overtime are similarly discouraging. 
Despite official disapproval of high levels of systematic overti~e 
working and concerted efTorts 'to reduce overtime spending, ii- -
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>- remains an integral part of working-time arrangements in 
~veraI'parts of the public sector: the prison selvice, the Garda 
Sid"hana, non-consultant hospital doclOrs, and certain state
sponSQ.red bodies, particularly in the communications, produc
tion and . transport industries. 8 In addition, specific groups of 
staff withih other organisations work comparatively high levels 
of overtime, at certain times, to provide staff cover and to meet 
peaks il) dema·nd. Clearly all efforts to reduce overtime have not 
been exhausted, but an alliance can exist between interested 
parties to preserve present practices and resist change. 
Managers may prefer its cheapness and flexibility; workers 
often rely on its income. As a result, the full potential to 
reduce and reorganise overtime hours can be very difficult to 
achieve. 

However, despite these reseIVations, the present unemploy
ment crisis still requires further action by government and the 
social partners to encourage the reduction and reorganisation of 
basic/ overtime hours. In general , this will mean establishing 
working-time issues, for the first time, as a key element in public
sector negotiations regarding hours/pay/ jobs, at national and 
local levels. With regard to basic hours, foreign experience 
suggests three broad approaches: (a) 'solidarity contracts', as in 
France where financial inducements (for example, reduced 
social insurance contributions and grants) are given to enter
prises that reach collective agreements incorporating working
time reduction, productivity and employment provisions, or 
along Italian lines, where a taxable wage compensation allow
ance is paid to workers who reduce their hours (and wages) in 
order to maintain increased employment; (b) the more directive 
approaches of the Belgian and Dutch governments, whereby 
targets are set (for both the private and public sectors) to reduce 
working time (without wage compensation) , using salaries 
'saved' to finance additional recruitment , and (c) the American 
system of short-time working, where employees in public bodies 
opt for a permanent reduction in hours and salaries (with partial 
social welfare compensation) in order to avoid widespread 
redundancies. Continued strict financial controls, particularly 
to reduce regular and predictable overtime working, should be 
supplemented by efforts to encourage the compensatory recruit
ment of additional staff. This could take the form, for example, 
of special exemptions to embargoes on recruitment. 
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A shorter working year 
In comparison with other countries, both part-time working 
and jobsharing are rela tively underdeveloped in Ireland. 
Reliable estimates arc hard to make but only six percent (1984) 
of those 'at work' are part-time (see Labour Force Survey data), 
although th is level is generally higher in certain parts of the 
public sector, most notably in education and the health services. 
In addition, the recently launchedjobsharing scheme (1984) has 
attracted several hundred participants. While demand exists, 
the notion of less than full-time working has little appeal to 
public sector employees and trade unionists. Such workers 
themselves may be among the most vulnerable sec tions of the 
labour force. Part-time work is often seen as low grade, low 
status work. Clearly, the extent to which many people can afford 
significantly to red uce their hours of work and pay is likely to 
remain limited. However, because of domestic and other 
commitments, there will still be workers, regardless of sex or 
marita l sta tus, who prefer less than full-time working but for 
whom that option is not available. What can be done? 

For such individuals, the improvement of existing part-time 
working cond itions and their extension into non· traditional, 
higher status areas, throughjobsharing, can prove an attractive 

, and feasible alternative. However, the present rigid arrange
ments unduly inhibit progress. Part-time working/jobsharing 
should not be equated with half a job, but with less than full
time working and more flexible work scheduling developed to 
accommodate more varied preferences. The type of work/post 
amenable to part-time working/jobsharing is unnecessarily 
stereo typed and over-restricted to routine tasks with limited 
responsibilities. If terms and condition~ equiv~lent to those of 
full-time workers are extended to those working'tess than full
time, the existing distinction between part-time workers and 
jobsharers would be removed and its attractiveness- as an 
employment option would be enhanced. . , . 

With regard to other reduced working-year -options, like 
increased paid leave, cost considerations arc likely to rematn 
prohibitive. However, they may have a continued minor role to , 
play, as part of a negotiated worksharing package - as time, off '. 
in lieu of overtime or in creating a demand for temporary staff_ 
cover. But the scale of such adjustments appears unlikely tp be 
significant in comparison with other measures. 
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'. A ..shorter working, life 
''in..recent years many countries have striven to erode the rigid 
division of human life into education, work and retirement. 
Irelalld is no exception. Career breaks, and other extended 
periods of-unpaid leave of absence, recently have been promoted 
in the phblic sector and provide a relatively popular outlet for 
several thousand employees, particularly for younger stalf. 
However, q,ja,Jity of life considerations apart, the impact of 
these measures On employment is difficult to assess. The benefits 
of an increased number of fill able vacancies in the short term 
must be weighed against the consequences of those exercising a 
right of return after completing their break. What employment 
benefits there might be could be improved by providing temp
orary placements to cover for staff on shorter term breaks (say 
less than a year), and encouraging leave of absence spec ifically 
for entrepreneurial or employment-generating activities. At 
present, the reasons for car<~er breaks are comparatively 
unrestricted. 

Unlike many other countries, Ireland has not generally been 
enthusiastic about early/ flexible/ phased retirement for its older 
workers, in order to create jobs for others, although three main 
types of approach have been considered: (a) a general reduction 
in the retirement age for pension purposes; (b) voluntary early 
retirement without reducing the normal pensionable age, and 
(c) ad hoc job release schemes. There appear to be good reasons 
for the general lack of enthusiasm. Ireland's comparatively high 
dependency rate, the youthfulness of the workforce in many 
public sector organisations, the extreme limitations imposed by 
public spending controls, difficulties in preventing labour 
market re-entry, and the unaU ractiveness of a voluntary drop in 
income, all limit its appeal. There appears to be little evidence 
that these factors will change in the near future, so this strategy, 
as a practicable worksharing option, seems to have little to 
recommend it Indeed, available evidence suggests that the 
potential market for even a highly attractive (expensive) scheme 
appears limited. For example, in the Irish civil service, only 
about ten per cent of those presently eligible for early retirement 
on full pension actually leave work. The vast majority work 
until they must retire. Furthermore, attitude research indicates 
that worksharing generally, and early retirement in particular, 
are not very attractive options among the workforce. 9 
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Other measures 
If worksharing is to be more actively promoted in the public 
sector, then a number of existing practices may have to be 
changed . Recruitment procedures may have to be carefully 
amended to allow the unemployed to be recruited to lill 
vacancies created by worksharing. More posts may have to be 
opened for outside competition rather than lilled from within. 
Rigid age limits for entry may have to be reassessed. Permanent, 
full-time work is, and appears likely to remain, the norm in the 
public sector. But as hours reduce, overtime is cut back, longer 
periods ofleave are taken, part-timers andjobsharers increase in 
number and earlier ret irement is resorted la, existing arrange· 
ments regarding security of tenure may need to be altered. 
Specilically, the removal of present constraints on the use of 
lixed-term, temporary appointments, if successfully negotiated 
by the social partners, could increase or sustain public sector 
employment through worksharing. Faced with the option of 
worthwhile temporary work, or no work at all, the answer of the 
unemployed person is likely to be clear enough, as long as 
reasonable provision is made for pay and other entitlements. 

A lead role? . 
What then is to be done and, in particular, what answers can be 
given to the questions posed at the beginning of this paper. First, 
is there potential for worksharing in the Irish public sector? The 
short answer to this is 'yes' but with reservations. It would be 
heartening to conclude on a note of unbridled optimism, but this 
would be both unjustified and untenable. In comparison with 
the immense scale of the problem, and assuming that present 
conditions remain essentially the same, a careful review qC the 
evidence suggests that worksharing in thelrish pul)l~c sector will 
probably not make a signilicant impact on registered unemploy
men t in the foreseeable future. The perilous state of Irdand' s 
public finances and the limited demand for voluntarily reduced 
work schedules, as distinct from more pay, act as major cb(l
stra inls on innova tion and change. BUI , in a world where all. 
feasible options to generate employment need · to be serio,!sly "\ 
considered, worksharing measures, both collectively and ~ 

individually, do offer some potenfial for sustaining or increasing , 
jobs. 

The answer to the second question, about whether the public 
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\ se.ctor can playa lead role with regard to worksharing, is also 
" ',,~s'. In Ireland, and to a greater extent in some other countries, 

public sector employers and workers have been called upon to 
sci' ~ example. In many ways this is understandable. After all, 
the publi~ sector collectively accounts for a major component of 
the labo'!r force in all member states and, individually, state 
organisations are often among the largest employers in each 
country. The.,public sector is also the one area of the economy 
over which government has the most direct control, and some 
public servants, although by no means all, enjoy good terms and 
conditions in comparison with other members of the labour 
force. However, several notes of caution need to be sounded. 

Public Sector organisations are often of strategic importance, 
have.a-politically high profile and are linked through a complex 
and delicate system of pay-scales and conditions of employment. 
If there is increased use of worksharing in the public sector, it is 
critically important to pursue ').ny policy initiatives with care, 
lest the costs exceed the employment benefits. In this respect, a 
number of maxims should be borne in mind. 

Irreversible policies should be avoided since circumstances 
may alter. A gradual, experimental approach is usually prefer
able, particularly ifit is associated with some carefully evaluated 
pilot schemes and promotional/training programmes. 
Vol.untary change is likely to be far more acceptable in 
industrial relations terms, as well as being more flexible to 
varying conditions. This does not mean to say that compulsory 
change would not be necessary in some instances, for example, 
extending fuller employment rights to those on shorter hours. 
The acceptability of worksharing measures is also likely to be 
improved by linking, as demonstrably as possible, reorganised 
working time with extra jobs and the control of abuses. Every 
effort should be made to link work sharing with the promotion of 
employment equality and the introduction of new technology. 

While operating under severe constraints, public sector 
organisations have played a valuable role in pioneering work
sharing and, wherever practicable, this should continue. 
However, whether in the public or the private sector, the finan
cial realities of worksharing for employees and employers alike 
remain: some degree of income-sharing/increased costs appears 
inevitable. 
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Notes to article 
I For a full report or the research 

findings di sc ussed here, see 
Humphreys (1986). 

2 For details of the methodology 
employed in compiling these data, 
please refer to Humphreys (1983 
and 1986). A longer and largely 
consistent time series may also be 
found in Ross (1986). 

3 The principal sources of data on 
Irish working.timc patterns arc the 
Labour Force ,\'urlJeys and Quarterly 
Industrial Inquiries undertaken by 
the Central Statistics Office (GSO). 
For international trends, the most 
useful S(;rics arc produced by the 
Statistical Office of the European 
Communities (see Eurostat 1984). 
These data arc principally reported 
in the regular series: Labour Force 
Sample Surveys, Labour Costs and 
Hourly Earnings, as well as Employ~ 
mtnl and {Inemploymtnl. How-
ever, in both the national and inter
na tional series, it is important to 
note that the public sector is not 
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ANTOKERINS 

The intention of this issue of Administration is to produce a greater 
understanding of the unemployment problem and to provide a 
range of useful ideas and proposals on the subject. It is hoped 
that it will bring unemployment a little nearer the centre of 
people's attention and show that it is possible to do something 
about it. 

Each of the papers presents certain proposals or insights rele
vant to di/Terent aspects of the problem. When you have finished 
reading them, you may say, 'Well, fine, but what should be done 
next?' This postscript provides a broad agenda for the academic 
community and the social partners. 

Academ.ic CODl.Dlunity 
The academic community has an important role to play in 
finding solutions to unemployment, yet one suspects that the 
public may be a little tired of reading further research on the 
e/Tects of unemployment, the accuracy of unemployment 
statistics, the analysis of its causes, and so forth. Many people are 
a little impatient that the academic community is not spending 
more time seeking practical solutions. To be fair, useful and 
fruitful work has been produced, but on balance the exceptions 
are notable because the majority in academia are busy 
elsewhere. Let us look briefly at the di/Terent disciplines. 

Sociology. Sociology provides an excellent insight into society and 
how it functions, but the discipline ofTers few proposals for 
change. Most ofthe international sociologicall(terature suggests 
no significant proposals for solving unemploYn:ent. The few 
articles one comes across in the sociological journals refer to such 
aspects as the efTeets of unemployment and its social. distribu-
tion. 1 

'. 

Sociologists might argue that it is not their job to present 
proposals for reducing unemployment; their function is. to 
explain and to leave solutions to others. In this respe~t they 
could point to the work done in such hybrid disciplines as 
industrial sociology, but even here there is a dearth of 
recommendations. 

381 
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• Industrial Relations.· One need do. nothing he re except quote 
H yman (1981): ' until very recently, few writers on industrial 
relatl,ons bave regarded unemployment as an issue relevant to 
tbeir ",rea'. A partial explanation for tbis is tbat industrial rela
tions bas been more concerned witb tbose in employment than 
with those who are out of work. 

Political Science .. Since tbis disCipline studies power in society, it is 
relevant to unemPloyment. Again tbere appears to bave been no 
major policy proposals by political scientists to deal witb 
unemployment. Weir (1987) considers unemployment from a 
political science perspective and wbile not olTering proposals for 
reducing unemployment sbe considers tbe political conditions 
necessary to create a politics of full employment. 

Economics. Economics seems to be tbe only social science that 
produces structured solutions to unemployment. On the rare 
occasions that otber disciplines olTftr solutions, they concentrate 
mainl y on the economic solutions. Kindleberger (1986) refers to 
the 'imperialism' of economics that is invading the political 
sciences, law and sociology. In regard to unemployment at least, 
tbese disciplines almost deserve to be colonised unless tbey can 
strengthen tbeir own academic position in this field. 

However, it is as well to exercise caution about economics. 
Although it provides a relatively developed set of proposals, it 
sometimes fails to take account of important considerations from 
the otber social sciences.' Keyssar (1987) in explaining the 
American tolerance of unemploymen t argues that public 
discussi9n on the topic has come to concentrate on tecbnical 
matters rather tban fa irness or social justice. On tbis he states 
that the economics profession bas 'appropriated' tbe issue. An 
obvious consequence has been to generate a public perception of 
the problem as being one best left to experts. Keyssar (p. 
216-217) also argues tbat certain brancbes of economics have 
developed concepts suggesting that unemployment sbould not 
necessarily be considered as a particularly important problem. 

The academic community is advised to increase its focus 0'0 
providing workable solutions to the unemployment problem 
and the dilTerent academic disciplines should work together on 
an interdisciplinery basis so as to improve the quality of pro
posals to deal with unemployment. Economics needs the polit-
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ical and social insight of the sociologist and the political scientist 
just as much as these disciplines need to confront the financial 
constraints that economics best clarifies. 

The social partners 
The trade unions are concerned mainly with the well-being of 
their employed members; although they speak out sincerely 
against the scourge of unemployment, understandably they 
focus their main energies on the needs of their working 
members. Employers in the private sector are for the mosLpart 
concerned about the profitability of their organisation and its 
workforce. Although they too occasionally rna y express concern 
about unemployment, their main efforts are given over to 
serving the needs of their organisation and its members. 

The activities of government on the question of unemploy
ment are best considered by looking at two variables -
demands and supports.' First, demands are directed at the 
authorities to encourage them to make certain changes. These 
demands are numerous and therefore must be managed and 
responded to selectively; finance, manpower, government time 
and resources are scarce. Dem,!nds are regulated both by the 
structure of the political system and by the modification of these 
demands as they move through this structure. The various inter
est groups, political parties, legislators and administratiors in 
society act as 'gatekeepers'. The majority of demands move from 
one group to another and at each point of their journey can be 
modified or rejected. Sometimes very powerful demands can 
result in policy changes without filtering through this web of 
specialists; for example, they may be communicated directly 
from the grass roots to the authorities, or they may be initiated 
by the authorities themse lves and meet with no opposition. All 
groups have to examine the demands that are put to th<;m in the 
light of their own resources and the effects these will have on 
their own support. Therefore, a group is nof ad:'ised, to 
champion too many demands that will not be at least paruy 
successful. 

A significant difficulty concerning the demands of the 'un
employed is that they are not well structured or'organised' com
pared to the highly organised proposals of the CIl and ICT'U in, -
for example, their pre-budget submissions. We can say of course 
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.' .t~at tJ:!e unemployed have a very clear and spec ific demand -
they. want work. In some ways, however, this is almost as limited 
as \be·ICTU or the CII demanding lowertaxes or higher grants. 
The "Unemployed lack a cohesive interest group to organise and 
arlicula~ a set of systematic and well-argued proposals that are 
capable of*urviving the complex reduction process oflegislators 
and administrators .. 

Governmen·ts. take into account their own specific support 
base when they· are introducing policies. Therefore, if the 
unemployed are not seen as a major source of political support, 
this may provide another reason why they may not have an 
adequate impact on the activities of various governments. 
According to Hall et al (1985), however, governments like to 
underpin their specific support by nurturing their image as 
prudent, fair and legitimate ru!ers. 

A proposal 
Throughout this issue many different writers have provided a 
wide range of ideas and suggestions. None of these are entirely 
new and many have been said before in diITerentcontexts. How
ever, to hclp resolve the scourge of unemployment, we not only 
require useful proposals; we also need a determined and con
centrated eITort by all groups in society. 

Everyone calls on government to solve their various prob
lems. However, Fogarty (1976) says that the las t thing we need is 
any intensification of the tendency to look to government for a 
lead. He argues that the long-term problems of the economy lie 
at the bottom and not at the top. Kenny (1984) makes the point 
that for change to be enduring, we must get to the core, not the 
edges, of how organisations are run. The solution that works 
mUSl aITect the culture of the organisation. While I agree with 
both lhese views, it must be admitted that government is in a 
strong lactical position , to respond to the unemployment prob
lems, even if as an initiator or catalyst. 

Could the government, the opposition parties and the main 
social partners now consider the urgent need for a new approach 
to unemployment? If the social partners, including the govern
ment and opposition, are serious about reducing unemploy
ment, then they must work together and not just superficially. 
To work together is to come together and this calls for a new and 
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powerful striJcture that will bind together employers, unions 
and the body politic. Anything less would be inadequate. 

At present no such structure exists. There are committees and 
organisations with representatives from the unions, employers 
and government. High level negotiations also take place 
between the unions, employers and government. However, 
there is no present structure that includes government and 
opposition along with unions and employers working together 
on any major social or economic issue. Such a structure could be 
initiated by government and the Oireachtas. Its purpose .would 
be: 

(i) to provide a major and combined focus ofatlention on the 
effects of unemployment and the benefits of reducing it 

(ii) to enlarge peoples' understanding of the causes of 
unemployment 

(iii) to inform people of the various solutions. 

All these objectives should be achieved as the members of the 
forum report back to their respective organisations and groups, 
as the media covers the public sessions, and as the documents 
and reports are published. This process of communicating the 
proceedings should playa significant role in changing things. If 
the information is properly communicated, it should expand 
peoples' knowledge, influence their attitudes and therefore 
affect the very eulture of individual organisations. 

It is not necessary to provide a detailed set of procedures for 
something that would tend to evolve as a result of debate and 
discussion. However, the following three major areas should be 
covered: 

(i) the costs of and the benefit to society. of reducing 
unemployment 

(ii) the participants in the forum would be 51;jefed on 
proposals for reducing unemployment. There could be at 
least two general types of briefing: ' . 
(a) academics from the major institutions and elsewhere 

could provide proposals on various aspects o~ 
unemployment. Some of these proposals would be the 
results of coordinated interdisciplinary work and. 
discussion. 
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A variety of organisations and interest groups could 
provide their particular proposals on unemployment 
after a full discussion within each of the separate 
organlsations.4 

It would be"helpful if each organisation provided proposals that 
impinged at least partly on its own operation and structures, 
rather than simp'ly pointing out what others should be doing. 
Since, conceivably; a whole host of organisations could provide 
proposals, it would be necessary to channel and organise their 
submissions: The larger groups might be given an opportunity 
to provide a short oral as well as a written proposal. The smaller 
groups might be required to provide only a written submission, 
unless their contributions were considered sufficiently 
important to warrant a brief oral hearing. 

It would be inadvisable 10 impose a detailed structure on 
something as important as a forum on unemployment. How
ever, some outline formal is necessary to provide an insight into 
how it might operate. The forum would include the govern
ment, the main opposition parties, and the representatives of 
employers and unions. It might also be advisable to include 
some representation from the unemployed but at present no 
major body speaks for this group. It would also include a chair
person, backed up by a secretariat. The figure below is a tenta
tive proposal for the composition of such a body. It is important 
to notc l however l that the numbers representing the different 
groups are merely given for the purpose of illustration. 

Som.,. of the possible comments that might be made on the 
above proposal will be briefly dealt with. 

I. We do not need such an elaborate structure. A slight 
regearing and improvement of the present job-creating 
methods and institutions would be adequate. 

This may indeed be the case, but the unemployment problem is 
now so critical that a significant and coordinated high level 
response is necessary, if it is to affect all the majo( groups in 
socie ty. Even a special Oireachtas committee does not seem 
adequate. 
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2. Even if the need for such an approach is accepted, the 
political parties, unions and employers might be reluctant 
to participate in case their positions are compromised. This 
fear could be a major difficulty since different groups could 
feel, at least partly, that one of the reasons for their exist
ence is the distinctive role they play in society. Such a 
forum may therefore cause them to worry about any com
promises they maybe seen to make. 

One can say three things about such a response. First, it is fair to 
say that all these groups have from time to time accepted that 
unemployment needs to be solved; no one group, therefore, 
should expect others to do more than their fair share to help 
resolve it. Secondly, each group has a responsibility to its own 
particular mem bers, as these members begin to realise how 
critically unemployment is affecting both the employed and un
employed, the organisations would find it difficult not to 
respond. Thirdly, the respopse would not be unique. The New 
Ireland Forum, whatever people's misgivings about it, was a 

Fig. A Forunl on Unernploytnent 
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Party 
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~:considerable achievement in the circumstances' (Lee 1984). 
Therefore, the actual problems of bringing together.at least the 
Imij(lr 'political parties have already been surmounted. 

Weir (1987) claims that there are three interrelated conditions 
necess~ry 'for full employment to become a central goal in a 
society. F?rstly, there must be a set of ideas that layout a strategy 
for reaching .full employment. Without this unemployment 
becomes like a'natural disaster; something unfortunate which 
must be end ured: The ideas put forward in this issue could help 
form the basis for such a strategy. Secondly, we must have the 
bureaucratic capacity to carry out this strategy. Many of the 
ideas suggested herein have been adopted at firm, union and 
government level ei ther here or abroad. Thirdly, she argues that 
if full employment is to maintain a place of central political 
importance, there must be a stable political coalition supporting 
it. Such a coalition could be fostered accross party and pressure 
group lines by a forum on full employment. 

Conclusion 
As a society we are obliged to respond adequately to our 
extremely high level of unemployment. The response must 
match the challenge and therefore must be significant. There is 
no longer time for further analysis. We have nearly all the ideas 
we need. What we now require is courage and will; the courage 
to stifle cynicism and the will to act. Albert and Ball (1983) state 
that there is no longer the whiff of gunpowder about unemploy
ment because it has been replaced by the whiff of deca y. This 
decay-is all the more insidious since it is weakening our ability to 
respond. The challenge has arrived and must be met 
immediately. 

Notes to article 
I After a brief search through some of 

the major sociological journals, the 
most relevant anide found was by 
Gould (J 952) . However this was a 
review article which referred 
mainly to economic proposals. 

2 See , for example, the earlier paper 
by Kerins, who argues that the 
simple deregulation thesis fails to 

take adequate account of socio
political factors. 

S The following analysis draws 
heavily on Hall el al. (1978), 
especially Chapter 3. 

~ Any organisation with an interest in 
reducing unemployment would be 
included; for example, stale-spon
sored bodies, private companies 
and voluntary organisations. 
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