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British Experiences in the Reduction of Unemployment

Nigel Meager, Ph.D., Institute for Employment Studies, University of Sussex, Brighton

Good afternoon. | am very pleased to be here againin Berlin,
especialy as participant in such a specia occasion, and in so
prestigious a venue.

I have been asked to talk about UK experiencesin the reduc-
tion of unemployment.

Given the short time available, my approach is going to be
largely descriptive. | intend to cover three aspectsin my pre-
sentation:

First, I will describe some important trends in British unem-
ployment; and also some other key aspects of recent labour
market developments. | will focus, in particular, on areaswhe-
rethe UK experience appearsto bedifferent or unusual in Eu-
rope, rather than those many areas where it isquite similar to
the European experience.

Second | will describe some key aspects of the overall ap-
proach to labour market policy in the UK.

Third, | will try and draw some links between the two; and
look at the evidence on how far the UK policy approach can
be linked to overal labour market performance, and to deve-
lopments in unemployment in particular.

Although | will draw on the results of scientific research, |
will not talk about the specific contribution of economic and
socia research to policy-making and to reduction in unem-
ployment. | am happy, however, to discuss this issue in the
subsequent discussion.

What | will say isapersonal view, but not an original or un-
usual oneinthe UK context.

Inevitably, given the short time | have, most of what | say will
consist of assertions, rather than detailed argument. Again, |
am happy to try and provide more of theunderlying arguments
in the subsequent discussion.

The UK labour market trends

Beforelooking at UK labour market trends, it isworth asking
the question why should we be interested in the UK at all?
Thereiscommon view that the UK hasfollowed apath of de-
regulation and flexible labour markets; and that this path, in-
itiated by the Thatcher administration, is still being followed
by the present Labour government. A key question, therefo-
re, isto what extent has this supposed deregulation and flexi-
bilisation contributed to improved labour market performan-
ce in the UK, and particularly to a reduction in unemploy-
ment. The existing evidence does not give a clear answer to
this, but I will try to summarise what we know so far.

To provide some background information for the subsequent
discussion, | start by presenting some summary ,stylised
facts' about recent UK labour market developments. If we
turn first to look at trendsin aggregate unemployment (Figu-
re 1), we can see that in the recession of the early 1980s, un-
employment roserapidly, and thenfell dramatically inthelate
1980s with macro-economic expansion, before being hit by a
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Figure 1: Great Britain: unemployment rate 1979-97
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second recession in the early 1990s. Since 1993, unemploy-
ment has fallen fast again, and is now at its lowest level sin-
ce 1980.

The Figure also shows, however, that the picture is less im-
pressive when we use the L O unemployment definition, than
when we use the official definition based on the count of un-
employment benefit claimants. Part of the recent fal in the
official count is because people have been driven off the un-
employment register, through recent administrative changes
which reduce the duration of unemployment benefit, and
make the eligibility conditions stricter.

Figure 2: Great Britain: unemployment by gender,
1984-97
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Figure 2 shows that male unemployment has been particular-
ly affected in the most recent recession, partly because job
losses have been concentrated in male-dominated sectors
such as manufacturing and construction. The UK is unusua
among European countries, in that female unemployment is
now significantly lower than male unemployment.

Following the recent fall in unemployment, the UK isnow in
the position, for thefirst timein many years, using standardi-
sed definitions, of having an unemployment rate well below
the EU average.

Also noteworthy is the speed with which unemployment has
fallen in the most recent recovery; it would appear that un-
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Figure 3: Unemployment rates in the European Union,
July 1997
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employment now responds more quickly to growth in GDP,
than has been the case during recovery periods from earlier
recessions.

Figure 4: Great Britain: unemployment and long-term
unemployment (1984-97)
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The share of long-term unemployment (12 monthsplus) into-
tal unemployment (around 40 %) is also below the EU aver-
age. But as Figure 4 shows, long-term unemployment moves
with alag, very closely in line with overall unemployment. It
does not seem, therefore, that the long-term unemployed are
excluded from the benefits of an economic recovery.

Turning to look at some other important |abour market trends,

Figure 5 shows that labour force participation rates, and the

Figure5: Great Britain: economic activity rates, 1984-97
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labour force itself, grew in the 1980s. The growth in female
activity rates was particularly strong. Labour force growth
has, however, flattened off in the 1990s (there was even some
decline over 1990-3).

Figure 6: Changing employment patterns
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Figure 6 shows some aspects of the changing composition of
unemployment, in particular the development of , non-stan-
dard' or,atypical‘ formsof work. As can be seen from the Fi-
gure, the share of employment accounted for by part-time
work, temporary work and self-employment have all grown
in the last two decades.

As far as the growth in part-time work is concerned, thisis,
for the most part, simply a reflection of a much longer-term
trend. It mainly resultsfrom growing femalelabour force par-
ticipation, and women's employment (athough total female
employment has increased significantly, the proportion of
women who work part-time has grown very little, and most
of such growth asthere has been occurred in the early 1980s).
In addition, however, male part-time employment, although
still small in absolute size, has grown significantly (it hasvir-
tually doubled since the early 1980s). This has been largely
due to a significant increase in the number of full-time stu-
dents, working part-timein order to finance their studies. De-
mand sidefactorsareal soimportant inthegrowthin part-time
work, especially the growth of the service sector, where le-
vels of part-time work are traditionally high. Thereis, howe-
ver, no real evidence that the expansion of part-time work is
due in any significant respect to government policy to make
the labour market more , flexible' (as we have seen, most of
the growth occurred, in any case, in the early 1980s, before
the policy obsession with labour market flexibility really took
root).

There has been some growth in temporary work, but thisin-
crease was relatively small, and it all occurred in the upturn
in the early 1990s. The evidence suggests that it mainly re-
flects short-term cyclical factors, ie employers being careful
in hiring in the early years of an upturn, in the face of uncer-
tainty about the sustainability of the upturnin demand. In Eu-
ropean terms, temporary work remainsrel atively unimportant
in the UK (accounting, even after the recent growth, for only
7 % of all employment).

The only ,non-standard* form of employment which has
grown significantly, is self-employment, which expanded
massively from arelatively low base in the early 1980s. The
research evidence suggests that this expansion was partly a
response to growing unemployment, partly a reflection of
changing industrial structure, and the tendency for large or-
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ganisations to , outsource’ their non-core activities, and part-
ly aresponse to government policy of encouraging small bu-
siness start-ups. There is, however, little evidence that this
growth has been a source of net extra employment.

Figure 7: Job tenure: 1975-95
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Another possibleindicator of growing labour market flexibi-
lity, is job tenure and security. When we look at the relevant
data, however (Figure 7), there is no strong evidence of jobs
getting shorter or moreinsecure over time. Thedatashow that
there wasindeed some decline in the average duration of jobs
in the late 1970s, but again this was before the policy em-
phasis on labour market flexibility took effect. Since the mid
1980s, moreover, average job duration has moved in acycli-
cal fashion, declining in the recession and lengthening in the
upturn, and there is no evidence of a persistent trend towards
greater job insecurity and flexibility in this sense.

Overall, despite the political rhetoric, the available evidence
on the changing structure of employment does not suggest
that the UK is significantly out of line with the experience of
other European countries; in this respect any growth in so-
called labour market , flexibility* sincethe early 1980s, seems
to have been modest at best.

The oneimportant area, however, in which the UK isdistinc-
tive, and very different from the experience of most other Eu-
ropean countries, relates to wages and incomes.

Figure 8: Trends in income inequality; UK and selected
countries
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AsFigure 8 shows, there has been amassive recent growth in
incomeinequality inthe UK. Inequality in the UK hasaways
been relatively high, and it is one of the few OECD countries
in which inequality has grown. The chart showstrendsin in-
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come inequality, in the five countries discussed at today’s
conference, measured by the Gini coefficient, acommon way
of summarising the degree of income inequality.

Research evidence shows that this growing inequality is due
both to growing wageinequality, and to some changesin hou-
sehold structure, and reductionsin social security and pensi-
on levels.

Figure 9: Unemployment and other measures of social
exclusion
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Figure 9 shows some other indicators of social exclusion (the
number of so-called ,workless household‘ - ie householdsin
which no one has a job). Even during the 1990s, when un-
employment was falling, the numbers of people in workless
households, and the numbers of workless households them-
selveswereincreasing. It isclear that ahigh proportion of the
new jobs created in recent years have goneto peoplelivingin
households where there were already people with jobs; and
the concentration of unemployment in deprived households
has continued to increase.

Having set out some key recent labour market devel opments,
I now turn to look at the labour market policy framework in
the UK.

The late 1970s in the UK (asin many other countries) saw a
major shift in the dominant economic explanation for mass
unemployment, and a corresponding shift in the emphasis of
policy. Keynesian demand-management was replaced by the
concept of a,natural rate of unemployment’, determined by
structural and institutional factors. The dominant view from
this period on, has been that the key objective of macro-eco-
nomic policy isto keep aggregate demand growth steady, so
that unemployment falls to its natural rate. Micro-economic
policy, on the other hand, should focus on tackling the struc-
tural barriers and institutional factors which were believed to
be keeping the natura rate high.

Themain areas of labour market policy

Within this overall perspective, we can identify four main
areas of policy development affecting the labour market sin-
ce the early 1980s.

Thefirst of these is the emphasis on , deregulation’. Thereis
acommon view that there has been massive labour market de-
regulation in the UK since the early 1980s. In practice, ho-
wever, thisisnot the case: in comparison with most EU coun-
tries, the UK has always had a relatively deregulated labour
market, and the recent changes have been relatively minor.

813



Thus individual employment rights have never been highly
regulated (except in the areas of health and safety, and equal
opportunities, where, if anything, the degree of regulation is
higher in the UK than in many other countries). Theonly sig-
nificant deregulation in the 1980s was the extension of the
qualification period for redundancy payments and protection
from unfair dismissal, from 6 months of employment to
2 years. The research suggests that this change had little im-
pact on employer practices or on the functioning of the labour
market, and as we have aready seen, there is very little real
evidence of growing labour market insecurity and flexible
formsof work. In so far asthe UK hasa, hireand fire' labour
market, this was the case long before the changes introduced
during the 1980s.

Thisisnot to say that there were no important changes during
this period. Indeed the most significant changes have beenin
theareas of collectiveindustrial relations and pay determina-
tion; in which area there was a series of legislative changes
aimed at reducing trade union influence. To some extent the-
se changes can be seen asintroducing a greater degree of re-
gulation: through limiting unions' traditional legal immuni-
ties; reforming union internal organisation (to increase indi-
vidual union members' rights); and undermining the role of
collective wage-setting. The net effect of this legidative
onslaught on the trade unions, is that union density fell from
53 per cent in 1980 to just over 30 per cent currently, and the
coverage of collective pay-setting fell accordingly.

In addition, minimum wage legislation covering a range of
sectors, through the socalled , wages-councils', was abolished
in the late 1980s! (the new Labour government will introdu-
ce auniversal national minimum wage)

So what effect did the limited deregulation have? Research
evidence suggests that on the one hand, UK productivity
growth hasclearly improved, especially in manufacturing; the
industrial relationsreforms appear to have contributed to this,
but are not the only explanatory factor. Equally importantly,
however, the declinein collecting bargaining and the abaliti-
on of minimum wages have contributed in amajor way to the
growing wage inequality in the UK.

The second main area of policy change wasin the area of ac-
tive labour market policies. The 1980s saw a shift away from
traditional demand side measures — employment subsidies
and job-creation schemestowards: firstly, vocational training
programmes for the unemployed (with major measures both
for young people and for the adult long-term unemployed);
and secondly, measures delivered through the Employment
Service, concerned with improving motivation, job-search
skills etc. among the unemployed (these were often combi-
ned with benefit checks for eligibility).

Eval uation evidence, suggeststhat the training measureshave
had a short-term impact on the unemployment register; but
have had very little impact on participants' longer-term em-
ployment chances. Thereis also some evidence that the mea-
sures to improve job-matching; job-search training etc.,
through the Employment Service, have contributed to a
(small) reduction in frictional and structural unemployment.
A further key evaluation finding isthat mixed approachesmay
be the most effective. For example, training programmes
which incorporate other elements such as job-search support,

1 The new Labour Government, elected in May 1997 has, however, announ-
ced its intention to introduce a national minimum wage for the first time,
covering all sectors.
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or practical work placements with employers, are more ef-
fective than training alone. Under the new government, ho-
wever, there is a shift back towards traditional demand-side
measures, with a series of massive new initiatives, based on
recruitment subsidies, and job-creation schemes.

The third important area of policy development is education
and training. There has been amajor expansion in education
and training provision during the 1980s. The participationrate
in full-time education has expanded massively. This has re-
duced the labour supply of young people, and contributed di-
rectly to relatively low levels of youth unemployment in the
UK. For example, the participationrate of 18 year-oldsinfull-
time education has more than doubled between 1986 and
1996, from under 20 % to nearly 40 % (however, this simply
brings the UK more in line with other European countries).
In addition, the mid-1980s saw the introduction of a new sy-
stem of national vocational qualifications (NVQs); aimed at
increasing the relevance of qualificationsto employment, and
introducing systems based on competence in the workplace,
rather than theoretical knowledge. Eval uation evidence, how-
ever, does not suggest that NV Qs have significantly added to
the overall stock of skill levelsin the UK; their main effect
has been in lower skill, service sector occupations, and not in
areas critical to international competitiveness. Levels of con-
tinuing training within firms have also increased strongly sin-
cethe early 1980s; but thereis no evidence that thiswasare-
sponse to government policy.

Thefourthandfinal important areaof policy development and
change relates to the benefit and tax systems. There has been
an ongoing reduction in benefit replacement rates (which
were already low) in the UK. OECD data show that UK be-
nefits, at less than 20 % of average earnings, are among the
lowest in Europe. The econometric evidence, however, does
not suggest that low replacement rates in themselves have
made more than a marginal contribution to reducing unem-
ployment (although the reduction in the benefit duration, and
changes to the administration of benefits, have had a bigger
effect). Falling replacement rates have, however, further con-
tributed to the growth in poverty and income inequality in the
UK.

There is a long-tradition of ,in-work benefits' for low paid
workersin the UK; the range and coverage of these were ex-
tended inthe 1980s; the evidence suggests, however, that their
effect on the so-called unemployment trap is relatively small,
and that they may simply replace an unemployment trap with
a,poverty trap’ (ie the high effective marginal tax rates, as-
sociated with the clawback of such benefits, contribute to
trapping people in low-paid jobs).

Let metry to sum up, by asking: why hasthe UK*srecent un-
employment performance been better than European aver-
age? Thereisno consensus among economists on this, but the
prevailing evidence suggeststhat the supply sidereforms, and
active labour market policy have made a modest contributi-
on. Themainreasonfor therecent fall in unemployment, how-
ever, has been due to macro-economic and structural factors.

First, the recent unemployment trends partly simply reflect
the timing of the economic cycle; the UK went into recessi-
on first and came out first.

Second; recovery from recession has been supported by age-
nerally expansionary macro-economic policy. In particular,
theinitial recovery was driven by the massive deval uation of
the currency in 1992, when the UK |eft the European Exchan-
ge Rate Mechanism.
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Third; supply side reforms appear to have made employment
more sensitive to economic growth. In the most recent reco-
very, employment grew earlier and faster than wasthe casein
previous upturns.

Fourth; there are a range of other factors affecting recent
trends in unemployment. These include the UK*s clear suc-
cess in attracting inward investment, especially from Japan
and other non-EU countries; this is partly driven by lower
wage and non-wage costs, partly by government incentivesto
inward investors, and partly by non-economic factors such as
the English language. The UK hasthe lowest non-wage costs
of any major OECD country (in 1995, non-wage costs were
12.6 % of total labour costs, according to the OECD). There
is, however, an unresolved debate about how important non-
wage costs have been in affecting employment and unem-
ployment levels. Again, it isimportant to remember, that this
pictureis not recent; the UK has had relatively low non-wage
costs for many years, and it istherefor difficult to explain the
strong labour market performance of the last 2-3 years in
terms of non-wage costs. The research evidence suggests,
however, that in so far as non-wage costs are important, their
effect is greatest on the unskilled. The progressive nature of
UK payroll taxesisclearly relevant here; the share of payroll
taxes paid by employers increases with earnings, and thisis
likely to have had beneficial effects on the employment of the
least skilled members of the workforce.
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Finally, we need to remember, that the apparent recent suc-
cess in tackling unemployment is significantly less than the
official figures suggest. Due to changesin thelevel, duration
and eligibility conditions for unemployment-related benefits
(most notably the introduction of the so-called Job Seekers'
Allowance in late 1996), a significant share of the most re-
cent fall in unemployment reflects people leaving the work-
force, rather than people getting jobs.

To conclude, | would argue that thereislittle real evidence of
the so-called flexible labour market having had a big effect.
The actual extent of deregulation and change has been consi-
derably overstated by commentators. The UK labour market
has always been relatively deregulated and the recent chan-
geswere minor. The impact of amore flexible labour market
has mainly affected the bottom end of the labour market, and
new entrants to the labour market, who are subject to lower
wages, and greater insecurity than previously.

The major side-effect of the reformswe have seeninthe UK,
has been amassive growth in wage inequality; and agrowing
concentration of unemployment and social exclusion. The
major future issue for the UK in labour market policy terms
remainsthe extent to which someimprovement inlabour mar-
ket performance has been bought at the cost of growing le-
vels of inequality, poverty and social exclusion.

815



