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Employment-intensity of growth 

Employment-intensity of growth 

There is growing policy emphasis across the Union on the 
need to increase employment. This has led to a concern not 
only to achieve and sustain higher rates of economic growth 
but also to ensure that growth is translated into jobs. As noted 
in the Commission White Paper, Growth, competitiveness, 
employment, since 1975, 'the Community has failed to match 
the substantial increase in generated wealth with parallel 
improvements in job opportunities' (p.16). Moreover, Member 
States which have achieved similar rates of growth have often 
experienced significantly different rates of employment 
creation and unemployment. This indicates that growth in 
itself is not sufficient and needs to be accompanied by action 
to create jobs. 

The form of this action, however, and the relative weight given 
to measures to stimulate growth, on the one hand, and to 
increase the job content of growth, on the other, will tend to 
vary between countries according to their economic, social and 
institutional characteristics. As the White Paper emphasises, 
'it is not necessary, nor would it be wise, to seek to lay down 
in advance what precise combination of growth and of greater 
employment content of growth should be achieved' (pp.58-59). 
At the same time, it also recognises that the scope for progress 
in one direction rather than the other is likely to differ 
significantly according to circumstances. 

In particular, raising the employment content of growth is 
tantamount to lowering the growth of output per person 
employed, which unless it is accompanied by a reduction in 
average working time (more people supplying a given level of 
labour input), implies reducing the growth of labour produc
tivity. This, in turn, has implications both for the costs of 
production — and, therefore, for cost competitiveness — inso
far as it is not offset by increases in the productivity of other 
factors of production, such as capital in particular, and for real 
wages, the growth of which is effectively constrained by the 
increase in productivity. 

associated with this may make it easier to increase employ
ment-intensity since people are more likely to accept sacrific
ing some of the growth in their real income for more jobs. 
Similarly, encouraging the development of labour-intensive 
activities, such as various personal and local services, leisure 
or cultural pursuits or improving the environment, may itself 
open up new growth opportunities. Indeed, as argued in the 
White Paper: 

there is no contradiction between calls for increased pro
ductivity growth in all sectors open to international 
competition and at the same time calling for measures 
which increase the weight of sectors where productivity 
increases are low. In fact, the process whereby the 
increased productivity emanating from the high-
productivity sectors feeds through to all sectors of the 
economy is at the heart of the development model. Pro
ductivity must increase to guarantee the international 
competitiveness of a country and to increase the amount 
of material wealth distributable among the whole com
munity. At the same time, as the wealth of a country 
increases, so can the relative importance of certain sec
tors, with usually a high labour content, which help to 
distribute the wealth so created and at the same time im
prove the conditions for additional increases in this 
wealth, (p.57) 

In practice, for analytical purposes, the distinction made 
between high and low productivity growth sectors can, to a 
large extent, be interpreted as distinguishing between manu
facturing, which tends to be open for the most part to inter
national competition, and services, where the possibility of 
productivity gains are usually more limited and competition 
is often more local than international (though this is not to 
deny that many and increasing parts of the service sector are 
open to international competition). This is very much the 
approach followed here. 

Accordingly, as again recognised in the White Paper, there are 
likely to be important trade-offs between increasing the job 
content — or employment-intensity — of growth and raising 
the rate of growth itself. A lower rate of productivity increase 
is liable to reduce the rate of growth of output which can be 
achieved by pushing up prices and, therefore, depressing the 
growth of demand. On the other hand, while trying to maxi
mise the rate of output growth by focusing policy on raising 
productivity could reduce the rate of job creation. 

Nevertheless, the two are not necessarily in conflict. A higher 
rate of output growth and the additional real income 

Outline of analysis 
The concern here is largely an empirical one of examining 
growth and employment in the European Union and else
where over the long-term and the changes which have oc
curred, to identify differences and similarities in the 
relationship between the two in different countries during 
particular periods of time and, therefore, in the development 
path and implicit employment policies followed and to try to 
assess the relative success or failure of one approach rather 
than another in achieving job creation objectives. The focus is 
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on differences between sectors, in particular, between manu
facturing and services — which differ, among other things, in 
their degree of openness to international competition — as 
well as on the relationship between output and employment, 
on the one hand, and between productivity and wage develop
ments, on the other. 

More specifically, the first part of the analysis examines 
developments in the European Union, the US and Japan in 
terms of output growth, employment, labour productivity and 
wages. The second part considers differences in these devel
opments within Europe and the extent to which the approach 
to employment creation and the results achieved have varied 
between Member States. The purpose of the exercise is essen
tially to identify the main features of the relationships con
cerned at a very aggregate level, though it distinguishes 
between developments in broad sectors, especially between 
those in manufacturing and services (or non-manufacturing 
for the years before 1975), which is arguably essential to form 
any proper understanding of what has been happening. It 
does not seek to explain, except very superficially, why these 
features arise or why differences between countries exist. As 
such, it is intended to pave the way for a more detailed and 
extensive analysis of the process of employment creation 
within the service sector in which job growth is now largely 
concentrated. 

An important point to be emphasised at the outset is that 
the relationships between the variables being considered 
are complex ones. Not only are all the variables inter
related, but the direction of causation in most cases can run 
both ways. For example, higher output can potentially lead 
to higher labour productivity, just as the latter, through 
lower prices, can induce a rise in the former. Similarly, 
lowering labour productivity for any given rate of output 
growth may increase the number employed but, by pushing 
up prices and depressi ng demand — or by depressing profits 
and, therefore, investment — may reduce output at the next 
round, so perhaps undoing any beneficial effects on employ
ment. Equally, lowering wage rises may encourage 
employers to take on more labour, so increasing employment 
but also reducing productivity. On the other hand, however, 
any observed relationship between productivity growth and 
wage rises could reflect the reverse direction of causation, a 
fall in the former causing employers to reduce the latter in 
order to maintain profit margins. These complexities are 
often neglected in policy proposals for achieving higher 
levels of employment. 

Measurement problems 
The data used for the analysis are largely national accounts 
statistics covering the years 1965 to 1994 (though, in prac
tice, comparable figures by sector for the period before 1970 
are available only for a few Member States). These divide 
changes in output or value-added between volume changes, 
on the one hand, and price changes, on the other, so that 
growth is measured in real terms and employment develop

ments can be related to changes in the volume of production 
rather than to its value. Although such a division is often 
taken for granted, in practice, it is far from straight-forward. 
This is increasingly so as service activities become more 
important and, more specifically, as less tangible kinds of 
activity expand relative to others. 

While it is often difficult to measure changes in the volume 
of manufacturing production and to take due account of 
improvements in the quality of what is produced, these 
problems are minor compared with those encountered in 
many parts of the service sector. This is particularly true of 
public or communal services, such as education or health 
care, where there is often no price as such or where the price 
charged bears little relation to the cost of supply and where 
the indicators of output which exist tend to be relatively 
crude (the number of students taught, patients examined or 
operations performed) and difficult to aggregate. But it is 
also true of many business and financial services (such as 
accounting or management advice, marketing and promo
tion or the development of computer software systems 
tailored to individual requirements), where distinguishing 
between inputs (in terms of labour time, for example) and 
outputs (in terms of what is produced from the inputs) is 
especially problematic. 'Prices' in these cases are often 
synonymous with wages and output often measured in 
terms of inputs, so that productivity growth is assumed to 
be non-existent or to follow an arbitrary trend. 

Measurement difficulties have almost certainly become 
more significant as the weight in GDP of more sophisticated 
services, such as those listed above, has increased relative 
to basic services, such as transport or distribution, where 
problems are less acute. Accordingly, the potential margin 
of error attached to figures for real GDP and value-added is 
likely to have risen in recent years. Though it might be 
expected that methods used to estimate the volume of out
put should have improved over time, the problems involved 
are conceptual as well as practical. At the same time, expen
diture on the collection and compilation of statistics has 
tended to be reduced rather than expanded in most coun
tries as public budget constraints have tightened. 

As noted below, such measurement problems are one of the 
possible explanations for both the slowdown in GDP growth 
which has occurred in most developed countries since the 
mid-1970s and the difference in productivity growth be
tween the US and European countries. The very nature of 
these problems, however, means that these possibilities are 
difficult to verify. (A recent report prepared by Prof Michael 
Boskin for the US Senate concluded that, largely because of 
a failure to take due account of quality improvements, con
sumer price inflation has been over-estimated by around 19c 
a year over the past 20 years and the rate of real growth 
correspondingly under-estimated by an equivalent amount. 
It also concluded that the problem has got worse over time 
because improvements in the quality of services are much 
harder to measure — see the Financial Times, 5 December 
1996.) 
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Table 1 Changes in output, employment and labour costs, 1965-94 
(annual average % change) 

1965-73 D F I DK FIN EUR5 US Japan 
Total economy 
GDP 
Numbers employed 
GDP per person employed 
Real labour costs per employee 
Real compensation per employee 
GDP price deflator 
Consumer price deflator 
Manufacturing 
Gross value-added 
Numbers employed 
Value-added per person employed 
Real labour costs per employee 
Real compensation per employee 
Manufacturing price deflator 
Non-manufacturing 
Gross value-added 
Numbers employed 
Value-added per person employed 
Real labour costs per employee 
Real compensation per employee 
Non-manufacturing price deflator 
1975-94 
Total economy 
GDP 
Numbers employed 
GDP per person employed 
Real labour costs per employee 
Real compensation per employee 
GDP price deflator 
Consumer price deflator 
Man ufacturing 
Gross value-added 
Numbers employed 
Value-added per person employed 
Real labour costs per employee 
Real compensation per employee 
Manufacturing price deflator 
Non-manufacturing 
Gross value-added 
Numbers employed 
Value-added per person employed 
Real labour costs per employee 
Real compensation per employee 
Non-manufacturing price deflator 

Notes: 
D excludes new Länder throughout. 
Real labour costs are nominal compensation per employees deflated by the implicit value-added deflator for the sector in question. 
Real compensation per employee is nominal compensation per employee deflated by the consumer expenditure deflator. 
The value-added deflator is derived from the double deflation method (ie from subtracting deflated inputs from deflated gross output and relating the result to 
current-price value-added). This means that it reflects both the change in the price of gross output and its relationship to the price of inputs. 
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E m p l o y m e n t  i n t e n s i t y of g r o w t h 
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Growth and employment 

in Europe and elsewhere 

1965-73 

Before 1973 and the first oil crisis, growth of GDP averaged 

between 4% and 5% in most European Union Member States. 

The rate of increase in GDP per person employed, however, 

was very similar, so tha t the number in employment went up 

by under 72% a year (Graph 1). 

For the five Member States for which detailed national ac

counts data for the 1960s are available on a reasonably com

parable basis (Germany, France, Italy, Denmark and Finland, 

which together accounted for 60% of Union GDP in 1975 and 

54% of employment), GDP grew on average by 4.7% a year 

between 1965 and 1973, while the number employed rose by 

0.4%, giving a growth of GDP per person employed of ju s t 

under 472% a year (Table 1). Though GDP growth varied 

somewhat between these five countries, being higher in 

France, Italy and Finland (5% a year or more) t han in Ger

many or Denmark (4% a year or less), the growth in employ

ment was in each case under 1% a year. Only in Denmark was 

the rise in GDP per person employed much under 4% a year. 

By contrast, in the US, despite GDP growth being lower than 

in Europe a t 3'/2% a year, the number in employment in

creased by significantly more, by over 2% a year, and GDP per 

person employed rose a t an annual ra te of under lV2%. On the 

other hand, in Japan , growth of GDP averaged almost 10% a 

year and while the number employed went up by more than 

in Europe, the increase was still less than in the US. 

In all three economies, growth of both valueadded and output 

per person employed was higher in manufacturing than in 

other sectors over this period (Graphs 2 and 3). (Insufficient 

da ta are available for the European economies to distinguish 

developments in services from those in other nonmanufac

tur ing sectors. Though services in each case account for the 

major part of nonmanufacturing, they tend to show higher 

growth of valueadded and employment than the lat ter and 

lower growth of output per person employed. ) This was also 

the case in each of the European countries considered individ

ually, with the exception of Finland (where agriculture was 

much more important than elsewhere and where the rise in 

output per person employed was higher in other sectors than 

in manufacturing). The increase in employment was also 

higher in manufacturing than in other sectors in Europe and 

Japan , though in the US, the reverse was the case (as it was 

in Germany and Denmark). 

In all three economies also, real labour costs per employee 

(compensation per employee adjusted for the change in the 

GDP deflator) went up broadly in line with output per person 

employed between 1965 and 1973. Since consumer prices 

generally rose by less t han the GDP deflator, real compensa

tion per employee, or real wages, increased by slightly more 
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than this in all the economies, including in the European 
countries taken separately. Real labour costs per employee in 
manufacturing, however, (compensation per employee ad
justed for the increase in implied manufacturing prices) went 
up by more than output per person employed in all three 
economies (though, within Europe, not in Denmark or Fin
land), and by more than real wages because of the lower rise 
in manufacturing prices than in consumer prices. Keeping the 
rise in real wages below the rise in output per person em
ployed, therefore, was not sufficient to prevent labour costs 
increasing relative to value-added and the share of profits 
from falling. 

In non-manufacturing, average labour costs and value-added 
per person employed rose at much the same rate, so maintain
ing the share of profits in value-added. Because consumer 
prices increased by less than prices of non-manufacturing 
goods and services, this was consistent with a significant rise 
in real wages per employee. 

1975-94 

Since the world oil crisis of 1973-74, economic growth has 
slowed down dramatically, in Europe and Japan especially. 
In the European Union, growth of GDP has averaged only 
2-2V2% a year, only half the rate in the preceding 20 years, 
while in Japan, growth fell by even more to only around a third 
of its pre-1973 rate. Growth also declined in the US, though 
the fall was less marked. Indeed, in the 20 years since 1975, 
growth has averaged 2l/2% a year, marginally higher than in 
Europe. 

Nevertheless, despite the substantial slowdown in growth, 
employment in Europe has increased at a similar rate since 
1975 as before, which means only slowly. In consequence, 
growth of output per person employed has declined by even 
more than GDP growth, to only around 2% a year (Graph 4). 
Indeed, if this slowdown had not occurred, employment would 
have fallen by almost 2% a year over the past 20 years. 

not always experienced the largest rises in employment or 
lowest levels of unemployment and, therefore, that growth 
alone is not sufficient to ensure adequate rates of job creation. 

The view, however, fails to take account of the fact that since 
1975, as before, the annual rate of employment growth in both 
Europe and the US, though less so in Japan, has been closely 
related to the growth of GDP. Growth of GDP above the 
average rate of just over 2% a year has invariably been 
followed by a higher than average rise in employment, while 
growth of less than this has usually been followed by a 
reduction. This has been equally true in European countries 
considered individually (Graphs 7 to 10, which show the four 
largest Union Member States). 

Within individual countries, therefore, there is a clear and 
relatively close association between growth and employment 
creation. Nevertheless, in all developed countries, there was 
an equally clear downward shift in the rate of economic 
growth around the period of the first oil crisis in 1973—74, 
which was accompanied by a comparable reduction in the rate 
of growth of output per person employed, or labour productiv
ity of which this is an approximate measure ('approximate' 
because it does not take account of changes in the average 
amount of time each person works). 

Just why this downward shift occurred is not well understood, 
though a number of possible explanations have been proposed 
(including a change in the international economic environ
ment, problems in managing the debt created by the oil price 
rise, the onset of inflation and the effect on production of more 
expensive energy as well as the measurement problems noted 
above). Whatever the explanation, the fact is that output and 
productivity growth have tended to move in parallel, that the 
latter — or its mirror image, the employment-intensity of 
growth — has tended to accommodate to the marked change 
in economic circumstances, from a situation where labour 

In both the US and Japan also, employment has risen at much 
the same rate since 1975 as previously, in the former by 
around 2% a year, in the latter by 1-1 V2% a year, again despite 
the decline in GDP growth (Graphs 5 and 6). In both these two 
economies, therefore, as in Europe the rate of growth of output 
per person employed has slowed down since 1975, the fall 
being only V2-l% a year in the US (still a decline of a third or 
so in the rate), but 5-6% a year in Japan (a decline of some 
two-thirds). 

The similarity in the growth of employment in the period after 
1975 to the period before has led some to conclude that 
economic growth in itself is not a key determinant of job 
creation. In Europe, in particular, it has prompted the notion 
of 'jobless growth', that even if GDP growth had been higher 
over the past 20 years (as it had been over the preceding 20), 
this would not necessarily have resulted in significantly more 
people in work. This view has been reinforced by the observa
tion that countries where output has increased by most have 

4 Growth of GDP and employment in the Union, 
1965-95 

14 Annual change (%) 
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5 Growth of GDP and employment in the US, 1965-95 β Growth of GDP and employment in J a p a n , 1965-95 
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scarcity was more of a problem than job shortages to one 
where the reverse has been true. 

The slowdown in labour productivity growth has, therefore, 
been just as pronounced — indeed, slightly more so — as that 
in output growth, despite the apparent acceleration in the 
pace of technical change which has occurred with the infor
mation technology revolution, the spread of automation and 
the seeming increase in the rate of diffusion of new products 
and new ways of producing. This contradiction between our 
perception of the pace of change and the statistics on output 
and employment remains to be satisfactorily resolved. How
ever, it is worth highlighting, in this regard, the often ne
glected difference between advances in best-practice 
techniques, which tend to determine our perception of the 
pace of change, and the diffusion of these techniques across 
the production process, which inter alia depends on the rate 
of investment and, accordingly, on profitability and market 
growth. 

Nevertheless, in Europe, the fall in output per person, 
though large, has not matched the growth in the labour 
supply which has occurred over this period as increasing 
numbers of women have entered the work force to add to the 
natural growth of working-age population (and to offset the 
decline in participation of men). Unemployment has, there
fore, risen. 

Sectoral developments, 1975-94 

The slowdown in the growth of output has been particularly 
pronounced in manufacturing in Europe. Since 1975, the 
annual growth rate of manufacturing value-added for the 5 
European Union Member States for which data are available 
for 1965 to 1973 has averaged less than 30% of the rate 
experienced in the years before 1973 (under 2% a year as 
opposed to over 6% a year). The slowdown has been general 
to all countries and has been particularly marked in France, 
where the long-term growth rate of manufacturing since 1975 
has been well under 1 V2% a year as against over 7 V2% between 
1965 and 1973, though it also been below lV2% a year 
in Germany, the strongest industrial economy in Europe 
(Table 1). While the decline in growth has been less pro
nounced in the other three countries, the average rate be
tween 1975 and 1994 was still well under half what it had 
been in the 1960s and early 1970s. 

The slowdown in manufacturing growth has also been sub
stantial in Japan, where the rate averaged under 5% a year 
in the years 1975 to 1994 as compared with over 13% in the 
earlier period. In the US, in contrast, the rate declined by 
much less, from just under 4% a year to just under 3%. 

In both these economies, the slowdown in the growth of 
non-manufacturing output since 1975 has been similar to 
that of manufacturing — considerable in Japan, relatively 
small in the US. In Europe, however, the decline in non-
manufacturing growth has been much less marked than for 
manufacturing — between 1975 and 1994, the rate averaged 

2.6% a year, 60% of the average between 1965 and 1973 
(4.3%). The difference in experience was again particularly 
pronounced in Germany and France, where value-added in 
non-manufacturing in real terms has grown at twice the rate 
of that in manufacturing since 1975 having grown at a 
significantly lower rate before the mid-1970s. Only in 
Finland of the 5 European countries was the slowdown in 
growth in manufacturing between 1975 and 1994 less than 
in the rest of the economy. On the other hand, in Italy as 
well as Finland, manufacturing output has continued to 
expand at a faster rate than the economy as a whole. 

The pattern of employment growth has changed by even more 
than that of output growth. Whereas manufacturing was a 
major contributor to net job creation before the mid-1970s in 
Europe as in the US and Japan, since then it has been the 
source of substantial job losses. Between 1975 and 1994, the 
number employed in the sector in the 5 European Member 
States taken together declined by an average of just over 1% 
a year. The fall was common to all of the countries, averaging 
over 2% a year in Finland and only just under 2% a year in 
France. In the US, by contrast, the number employed in 
manufacturing was slightly higher in 1994 than in 1975, while 
in Japan, it was significantly so (having grown by almost V2% 
a year over the period). This, together with the large job losses 
in agriculture — which here serve to depress the growth of 
employment in non-manufacturing — represents a major 
difference in employment developments between Europe and 
the other two economies. 

In non-manufacturing, on the other hand, the rate of employ
ment growth in Europe has increased markedly since 1975. 
Between 1975 and 1994, the number employed in the 5 Mem
ber States rose by just under 1% a year as compared with well 
under 72% a year between 1965 and 1973. The increase, 
however, was not common to all countries. In Denmark, 
employment rose at a slower rate than before, while in Fin
land, it actually fell as it did before 1975, reflecting a marked 
reduction in jobs in agriculture combined with relatively slow 
growth in service employment. 

In Japan, employment in non-manufacturing has also ex
panded at a faster rate since 1975 than before, whereas in 
the US, the rate of increase has been much the same — 
around 272% a year. In these two economies, therefore, the 
rate of growth of output per person employed in non-manu
facturing has declined significantly, so offsetting the effect 
on employment of the lower growth of value-added. 

The average cost of labour to employers went up by less than 
value-added per person employed between 1975 and 1994 in 
all 5 European countries. This was particularly so in the 
second half of the period when there was a difference of 
around 1% a year in the rate of increase in every case. The 
difference was especially marked in non-manufacturing, 
where in all countries, average labour costs rose by much 
less than labour productivity over the period as a whole 
(whereas in Germany, in manufacturing, the reverse was 
true). 
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This was also the case in Japan, but less so in the US, where 
the difference between the two sectors was relatively small 
over the period as a whole. In the US, the relatively small 
rate of increase in real wages in manufacturing helped to 
keep the rise in labour costs well below the increase in 
value-added per person employed between 1975 and 1994 
(though not over the first half of the period). In non-
manufacturing, by contrast, labour costs went up by slightly 
more than productivity. 

The result is, therefore, that in the US labour costs have 
been contained more in manufacturing than in the rest of 
the economy, especially since 1985, both through relatively 
large productivity gains and through relatively low pay 
increases. Though average real wage growth in non-manu
facturing sectors has also been relatively low in comparison 
with other countries — under 1% a year as against just 
under l72% a year in both Europe and Japan — it has, 
nevertheless, been associated with a slightly faster rate of 
increase in labour costs than in labour productivity. The 
view of job creation in the US being encouraged by low wage 
increases, therefore, seems more applicable to the other two 
economies than to the US, as discussed in more detail below. 

It should be noted, however, that the view of the US as a low 
pay rise economy usually encompasses other aspects of wage 
behaviour as compared with other economies, in particular, 
the wider dispersion of wage levels, especially at the bottom 
end of the scale, and the tendency for wages at this end for 
low-skilled workers to fall significantly relative to those for 
higher skilled workers. Both of these aspects are held to 
have been responsible for its higher employment growth 
than in Europe. 

In the remainder of the analysis, the coverage is extended 
to include all European Union Member States (or all for 
which sufficient data are available), the period 1975 to 1994 
is divided into two sub-periods and services, where almost 

all the employment growth has occurred since 1975, are 
distinguished from other non-manufacturing sectors. 

GDP and employment growth in Europe 

and elsewhere, 1975-85 and 1985-94 

The average rate of GDP growth in the European Union over 
the 10-year period 1975-85 and the 9-year period 1985-94 
was the same — 2.3% a year. (The European Union in this 
rest of the analysis covers 11 Member States for which a 
complete set of data is available both for the economy as a 
whole and for manufacturing and services taken separately. 
The countries not included are Greece, Ireland, Austria and 
Portugal. Since these together account for only 672% of total 
Union GDP, though 9% of employment, the aggregate 
figures are affected only marginally by their exclusion.) The 
growth in the number employed was also similar, but higher 
in the second period (0.4% a year) than in the first (0.1% a 
year). The average growth of output per person employed — 
or the minimum required to bring about any rise in employ
ment at all — therefore, fell slightly between these two 
periods from just over 2% a year to just under 2% (Graphs 
H a n d 12). 

Growth of GDP in the US was also the same in the two periods 
and only marginally higher than in Europe, at 2.5% a year. 
( It should be noted that the earlier period starts in 1977 rather 
than 1975 because of lack of data for services before then; for 
the period 1975 to 1985, GDP growth averaged 2.9% rather 
than 2.5%.) Despite the similarity in growth rates, however, 
the number in employment increased at a much higher rate 
than in Europe, as noted above, by 2% a year in the first period 
and just over l72% a year in the second. The growth of output 
per person employed was, therefore, significantly lower than 
in Europe in both periods, even if slightly higher in the second 
than in the first (just under 1% as opposed to 72%). 

11 Value-added and numbers employed in 
manufacturing and services in Europe, US and 
Japan, 1975-85 

12 Value-added and numbers employed in 
manufacturing and services in Europe, US and 
Japan, 1985-94 
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The difference in employment growth between the two econ
omies seems to have nothing to do with changes in average 
working time. Average hours worked per person employed 
seem to have fallen by much the same in Europe as in the US 
(by 0.2% a year, though the basis of measurement differs 
between the two — in Europe, it is usual hours worked per 
week, in the US, hours worked per year) between 1985 and 
1994 (no comparable data are available for the earlier period). 
The difference in apparent labour productivity, therefore, 
remains unchanged after taking account of working time 
developments, output per hour worked going up by just over 
2% a year in Europe over this period, just over 1% in the US. 
The number in employment in Japan, on the other hand, 
seems to have been boosted significantly by a reduction in 
average hours worked (of around 1% a year). 

In Japan, in contrast, GDP growth was lower between 1985 
and 1994 than over the preceding 10 years. Nevertheless, as 
in Europe, the number in employment increased by more in 
the later period than in the earlier one (by almost l72% a year 
instead of just under 1%), so that the growth rate of output 
per person employed fell significantly between the two periods 
(from 3% to 2%). 

In both the US and Japan, the consequence of the growth in 
employment which occurred was that unemployment was 
broadly the same in the mid-1990s as it had been in the early 
1970s before the first oil shock (in 1994, the rate was 6% in 
the US, as against 5% in 1973, and 3% in Japan, against l72% 
in 1973). In the European Union, the average rate was 272% 
in the earlier year, 11% in the later one. In some sense, 
therefore, the relationship between GDP and net job creation 
changed after 1973 in both the former two economies, espe
cially in Japan, with the effect of keeping down the level of 
unemployment. In Europe, though the relationship changed, 
it was not sufficient to prevent unemployment from rising 
markedly. 

Output and employment growth 

by broad sector, 1975-94 

While the low rate of labour productivity growth over the 
economy as a whole in the US can superficially be regarded 
as the proximate cause of its much higher rate of net job 
creation than in Europe, it is hazardous to infer any policy 
conclusions from this. Because of the inter-relationship be
tween output and productivity growth, it cannot be concluded 
that employment in Europe would now be higher if productiv
ity growth had been more similar to that in the US. Moreover, 
because of the complex set of underlying factors, the existence 
of the relationship in itself provides no guide to the kind of 
policy to be followed to increase employment in Europe. 

Examination of sectoral developments reveals more subtle 
differences between the two economies. In the first place, over 
the period since 1975 as a whole, growth of labour productivity 
in manufacturing has been lower than in Europe and output 

growth has been higher, so that job losses have not occurred 
on anything like the same scale. Whereas the number em
ployed in the sector declined by l72% a year in Europe over 
the period 1975 to 1994, in the US, employment was actually 
higher in the latter year than 19 years earlier (though lower 
than in 1977). Moreover, in Europe, output growth in manu
facturing was significantly less in the second part of the period 
than in the first. The rate of labour productivity growth, 
however, was lower still (output per person rising by 2.7% a 
year as opposed to 4% — perhaps contributing to the slow
down in output growth), so that the number employed fell by 
slightly less after 1985 than before, though still by almost 
l72% a year. In the US, on the other hand, manufacturing 
value-added grew at a faster rate in the second part of the 
period than the first. This was associated with an increased 
rate of productivity growth (up to 3% a year ih terms of hours 
worked — higher than in Europe), with the result that em
ployment fell, but by much less than in Europe. (It is worth 
noting that average hours worked increased in the US in this 
sector by much the same as the number employed fell.) 

Since 1985, therefore, the better record of the US than of 
Europe in maintaining jobs in manufacturing has involved 
both much higher output growth (3% a year as opposed to 
l72%) and higher gains in labour productivity. This is also true 
of Japan, where productivity growth was similar to that in the 
US between 1985 and 1994 (though well down on the rate in 
the previous 10 years — over 572% a year), but output growth 
was higher so allowing some rise in employment. 

In agriculture, output also rose by more in the US than in 
Europe, though in this case, the boost to jobs which this 
entails was reinforced by lower growth of productivity, es
pecially in the period 1985 to 1994, when it averaged only 
just over 2% a year as compared with over 472% in Europe. 
This was sufficient to maintain the level of employment 
after 1985, whereas in Europe, it declined by over 372% a 
year. (This almost certainly reflects the substantial gap in 
the level of productivity between the US and Europe, which 
the significant gains made in the latter were partly designed 
to reduce and which would have made it difficult for produc
tivity growth to have been kept down as low as in the US.) 

The differential rate of job loss in manufacturing and agri
culture in Europe and the US has been the major source of 
the disparity in overall employment growth between the two 
economies over the past decade (as well as between Europe 
and Japan). It has been reinforced by the higher employ
ment growth in services in the US, which has been achieved 
with much the same rate of growth of value-added in the 
sector as in Europe. Consequently, value-added per person 
employed in services in the US has consistently risen at only 
around 72% a year since 1975 as compared with just over 1% 
a year in Europe. Moreover, since average hours worked in 
services seem to have declined at a similar rate, the dif
ference appears to reflect a genuinely lower rate of labour 
productivity growth in the US than in Europe (assuming 
away any problems of measuring output, which we return 
to below). 
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While in Europe and the US, labour productivity growth in 
services was much the same before and after 1985, in Japan , 
it declined markedly in the later period as output fell. As a 
result, employment grew at the same rate after 1985 as before 
(just over 2% a year). 

Real labour costs and productivity, 1975-94 

In all three economies, real wages — or, more precisely, real 
compensation per employee — in services have risen com
paratively little since 1975. In Europe, the increase averaged 
only jus t over 1% a year, slightly less than in J a p a n (just under 
17·,%) but slightly more than in the US (Graph 13). In both 
Europe and Japan , this was some 72 percentage point or so 
lower than the rise in manufacturing, whereas in the US 
(where real wages in the lat ter sector went up by only some 
7j% a year), the rise was marginally higher. 

In all three economies, the relatively small increases in real 
wages had the effect of keeping the rise in labour costs in 
manufacturing below the growth of productivity, though in 
J a p a n the difference was very small over the period as a 
whole, as it was in Europe after 1985. Profit margins, there
fore, tended to increase over the period, even in Europe, where 
there has been little growth of output since 1985. 

In services, average real labour costs in the US increased a t 
much the same rate as value-added per person employed 
between 1975 and 1994. In Europe and Japan , they went up 
by less. Indeed, in Europe, unlike in the other two economies, 
average labour costs rose at a markedly lower rate t han labour 
productivity in the second part of the period (by only 0.3% a 
year as opposed to 1.2%), implying a significant fall relative 
to value-added and an equally large rise in profits. The low 
rate of increase in the average costs of employment, however, 
was not accompanied by any rise in the rate of job creation, 
which was the same over the period 1985 to 1994 as over the 

preceding 10 years when labour costs went up by much more 
and only slightly less than the rise in productivity. 

The decline in labour costs in relation to value-added in 
services is the main proximate cause of the overall reduction 
in the share of wages in GDP and the associated rise in profits, 
which has been a marked feature of the period since 1980, in 
particular. Whereas in the US, the wage share (adjusted to 
allow for self-employment) was only slightly less in 1994 than 
in the early 1980s, in Europe, it was some 7% of GDP lower 
(Graph 14). As a result, the average wage share across Europe 
was lower than in the US in 1994 (by around 5% of GDP) and 
even further below the level in J a p a n (by 9% of GDP), where 
it also fell over the 1980s (and where the high level is partly 
due to substantial subsidisation of wages in agriculture), 
though by less than in Europe. As shown below, the decline 
in wage share is common to all European countries, with the 
exception of the UK. 

The movement of the wage share in services, because of their 
high and increasing importance, dictates both the long-term 
trend in the economy as a whole and the behaviour over the 
cycle. In contrast to manufacturing, there is little discernible 
tendency in services, especially in more recent years and 
especially in Europe, for the wage share to rise during re
cession and to fall during economic upturns (Graph 15). In 
some degree, this reflects the greater stability of service 
output over the cycle, but it is also the apparent consequence 
of producers in services being more able to vary labour costs 
— or essentially their work force — in line with variations in 
output than in manufacturing, where a higher proportion of 
wage costs are fixed by the production process, at least in the 
short-term. 

In manufacturing, there is less sign of any downward trend 
in the share of wages in value-added in Europe over the past 
two decades, as indeed is the case for other sectors (Graph 16). 
In 1993, a t the bottom of the recession, the wage share was 

13 Growth of value-added per person employed, real 
labour costs and real wages in Europe, US and 
J a p a n , 1975-94 
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only slightly lower than in the early 1980s and higher than 

the level in the US and substantially above the level in J apan . 

Moreover, though there seems to have been some moderation 

in the cyclical behaviour of the wage share in manufacturing 

over the past two decades, perhaps because of a decline in the 

importance of heavy industries where fixed labour costs tend 

to be relatively significant, a distinct cyclical pa t te rn remains 

evident. In 1993, the wage share in manufacturing in Europe 

was over four percentage points higher than at the peak of the 

cycle in 1990. 

Comparative levels of employment 

per unit of output 

There are substantial difficulties in comparing levels of labour 

productivity or, more relevantly in the present context, the 

inverse of this, employment per uni t of output — or value

added — across countries. These arise because there is no 

straightforward means of measur ing valueadded or output 

in different countries which is meaningful in comparative 

terms. Simply taking its value converted to a common cur

rency (ECU or dollars, for example) at any one point in t ime 

implicitly assumes tha t the prevailing configuration of ex

change ra tes satisfactorily reflects the t rue relative value of 

what is produced. 

In practice, however, exchange ra tes have fluctuated so much 

in recent years tha t the comparative levels of output com

puted for different countries — and Europe, the US and 

Japan , in particular — depend to a major extent on when the 

comparison is carried out. Between 1975 and 1985, for 

example, the ECU depreciated against the dollar by jus t 

under 39%; over the next nine years, it appreciated by 56%. 

The value of GDP in Europe relative to tha t in the US changed 

in a similar way when measured in te rms of a common 

currency. Although, as noted above, the average growth of 

GDP was only slightly different in Europe and the US over 

these two periods, in 1975, the value of GDP measured in ECU 

(or dollars) was around 8% lower in the European Union (the 

15 countries less the former Eas t Germany) than in the US. 

In 1985, it was 33% lower and in 1994,13% higher. 

As is well known, because they are affected by many different 

factors (the balance of t rade, economic policy, the prospects 

for growth and inflation, and so on) exchange ra tes are seldom 

an accurate reflection of relative price levels in different 

countries, even when they fluctuate by less t han in recent 

years. This is why systems of purchasing power parities (or 

s tandards) have been developed to give a more accurate 

measure of relative price levels and of what a given income, 

or sum of money, is worth in te rms of wha t it can buy. Such 

systems, however, are based on comparing the cost of a basket 

of goods and services in the different countries and are, 

therefore, more appropriate for measur ing comparative levels 

of domestic expenditure (and real income) ra ther than output. 

While they give a much more meaningful measure of dif

ferences in the la t ter across countries, they are not ideal, 

partly because imports are included and exports excluded 

from PPPs whereas the reverse is t rue of GDP. 

They are even less satisfactory for comparing output in differ

ent sectors across countries. Use of a common conversion 

factor would imply t h a t price differentials between, for 

example, Europe and the US were the same in, say, services 

as in manufacturing, which is unlikely to be the case in reality. 

Although PPPs are available for final expenditure on different 

product groups, because of intermediate goods and services, 

distribution and t ransport costs and indirect taxes as well as 

international t rade, the value of what is produced in an 

economy and what is purchased by final consumers can be 

very different (see Dirk Pilat, 'Labour productivity levels in 

OECD countries; est imates for manufacturing and selected 

service sectors' , Economics Department Working Papers, 

No.169, OECD, 1996 for a discussion of the problems). 

15 

80 

70 

60 

50 

Adjusted wage share in services in Europe, US 

and Japan, 1975-94 

40 

&0 

70 

60 

50 

16 Adjusted wage share in manufacturing in Europe, 

US and Japan, 1975-94 

40 

80 

70 

60 

50 

. % 

^ " " " " " • ^ y 

" 

E u \ 

Japan, 

■ 

-

80 

70 

60 

50 

40 
1975 1978 1977 1978 197» 1080 1981 1982 1983 1984 1965 1996 1987 1938 1989 1990 1991 1992 1993 199* 1975 1976 1977 1978 1979 I960 1961 1962 1963 1964 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 

1 5 



Employment-intensity of growth 

For what they are worth, comparisons of labour productivity 
per hour worked using PPPs as conversion factors shows that 
the level of productivity was still some 14% lower in 1994 in 
Europe than in the US over the economy as a whole, contrary 
to comparisons based on the prevailing exchange rate (Graph 
17). On the basis of PPPs calculated for the total economy, 
productivity in manufacturing was 21% lower in Europe than 
in the US in the same year and in services 16% lower. (It 
should be noted that value-added in each sector as reported 
in the national accounts database used does not sum to total 
GDP and that, therefore, the weighted sum of productivity in 
each sector differs from GDP per person employed.) 

More relevantly perhaps, given the difficulties of measuring 
output across countries, while value-added per hour in ser
vices was less than in manufacturing in the US in 1994, in 
Europe, it was higher. Although the difference between the 
two sectors was not large in either case, it, nevertheless, 
indicates that there was more labour used per unit of value-
added in the US in services relative to the position in manu
facturing than in Europe. The difference, moreover, was much 
more significant in terms of the number of employed per unit 
of value-added, which in the US was some 20% more in 
services than in manufacturing because of lower average 
hours worked, whereas in Europe, it was much the same. 

In Europe, therefore, unlike the US, there is no apparent gain 
to the number of jobs, in any 'static' sense, from shifting 
economic activity from manufacturing — or even more so from 
agriculture — to services. Any gain comes over time from 
employment per unit of output increasing by more in services 
(productivity growth being less) than in other parts of the 
economy. 

There is, however, an apparent gain to profit margins from 
shifting employment from manufacturing to services. As 
noted above, the share of wages in value-added in services 
(adjusted for self-employment, which is the same as compen

sation per hour worked relative to hourly productivity) was 
less in Europe than in the US in 1994 (61% as opposed to 
around 64%) and also less than in manufacturing (70%), while 
in the US it was much the same. 

Growth of employment 

per unit of output in services 

The difficulties of measuring comparative levels of value-
added extend to growth in value-added over time, especially 
in services. In particular, as noted at the outset, the division 
between changes in the price and volume of service sector net 
output is beset with problems, which are tending to increase 
in importance over time as the weight of'intangible' services 
relative to basic services increases. Moreover, there is no 
necessary consistency in the way that the division has been 
made in different countries. 

In virtually all countries, the estimates produced tend to 
show prices rising at a faster rate in services than in the rest 
of the economy. This is why the share of services in GDP — 
or overall value-added — has expanded by much more than 
the comparative rate of output growth would suggest. In 
practice, therefore, consumers have been willing to spend a 
larger share of their income on services as time has gone on, 
despite the apparent increase in their price relative to 
goods. The usual 'economic' explanation for this is that 
services as a group have a high income elasticity of demand 
(ie expenditure on them increases by more than in propor
tion to income) which offsets the negative effect on spending 
of the increase in their relative price. The alternative expla
nation is that the increase in prices is over-estimated and 
the growth of real output (or expenditure) correspondingly 
under-estimated. In other words, part of what is measured 
as a price rise is in reality a rise in output (which may take 
the form of a higher quality of the service supplied rather 
than more 'units'). 

17 Value-added per hour worked and per person 
employed in EU, US and Japan, 1994 
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There has been much debate in the economics literature about 
which of these two explanations is the more valid, without 
general agreement emerging. Though most economists have 
historically considered that the scope for productivity growth 
in services was, for the most part, less than in other sectors of 
the economy, this may be changing with the development and 
spread of new information technology. 

In some sense, however, whether a given increase in value-
added in services relative to that in other sectors primarily 
arises from higher prices or higher volume of output may be 
less relevant for employment than is sometimes made out. If 
consumers are prepared to spend more on services, this may 
justify more people being employed, insofar as the value-
added, or income, generated is increased, irrespective of 
whether real output or prices are going up. In some cases, the 
employment of more people may show up as increased output 
(or increased quality of services), in others not, depending on 
the way output is measured. 
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Table 2 Changes in ou tput , employment a n d l abour costs 

Total economy 
GDP 
N u m b e r s e m p l o y e d 
GDP per person em
ployed 
Real labour cos t s 
Real c o m p e n s a t i o n 
per e m p l o y e e 
GDP deflator 
Consumer expendi 
ture deflator 

Manufacturing 
Gross va lue-added 
N u m b e r s e m p l o y e d 
Value-added per per
s o n e m p l o y e d 
Real labour cos t s 
Real c o m p e n s a t i o n 
p e r e m p l o y e e 
GDP deflator 
Value-added deflator 

Services 
Gross va lue -added 
N u m b e r s e m p l o y e d 
Value-added per per
s o n e m p l o y e d 
Real labour cos t s 
Real c o m p e n s a t i o n 
per e m p l o y e e 
GDP deflator 
Value-added deflator 

Β 

2.0 
0.0 
2.0 

1.7 
1.7 

4.5 
4.5 

2.2 
-2.1 
4.4 

3.9 
1.9 

4.5 
2.6 

2.:! 
1.2 
1.1 

0.9 
1.6 

4.5 
5.2 

See Notes to Table 1 and Table 4 

DK 

2.1 
0..'! 
1.8 

0.9 
0.7 

5.7 
6.0 

1.5 
-0.3 
1.8 

0.6 
0.6 

5.7 
6.0 

2.3 
1.0 
1.3 

0.8 
0.6 

5.7 
5.8 

D 

2.4 
0.5 
1.9 

1.2 
1.3 

3.3 
3.1 

1.3 
-0.7 
2.0 

2.4 
2.1 

3.3 
2.9 

3.5 
1.7 
1.7 

0.7 
0.9 

3.3 
3.3 

GR 

2.2 
1.0 
1.2 

1.4 
1.5 

16.9 
16.7 

na 
na 
na 

na 
na 

na 
na 

na 
na 
na 

na 
na 

na 
na 

E 

2.2 
-0.3 
2.5 

1.5 
1.6 

10.8 
10.7 

1.8 
-1.8 
3.7 

3.6 
1.8 

10.8 
8.7 

2.8 
1.8 
1.0 

1.1 
1.4 

10.8 
11.0 

F 

2.2 
0.2 
2.1 

1.4 
1.4 

6.5 
6.5 

1.3 
-1.8 
3.1 

2.3 
1.7 

6.5 
5.8 

2.7 
1.6 
1.1 

0.6 
1.3 

6.5 
7.2 

TKL 

3.9 
0.5 
3.4 

2.4 
2.2 

7.9 
8.2 

na 
na 
na 

na 
na 

na 
na 

na 
na 
na 

na 
na 

na 
na 

I 

2.5 
0.4 
2.1 

1.3 
1.6 

11.1 
10.7 

3.3 
-1.1 
4.5 

3.8 
1.6 

11.1 
8.4 

2.8 
1.9 
0.9 

0.3 
1.4 

11.1 
12.0 

L 

3.2 
1.6 
1.5 

1.2 
1.4 

5.4 
5.1 

2.7 
-1.9 
4.6 

3.3 
1.6 

5.4 
3.4 

4.9 
3.3 
1.5 

2.9 
1.5 

5.4 
3.7 

NL 

2.0 
1.3 

o.s 

-0.3 
-0.6 

3.0 
3.3 

1.9 
-0.5 
2.5 

1.5 
-0.1 

3.0 
1.7 

2.6 
2.4 
0.1 

-0.8 
-1.1 

3.0 
3.0 

A 

2.4 
0.9 
1.5 

1.6 
1.7 

4.2 
4.0 

2.5 
-1.1 
3.7 

na 
na 

4.2 
3.0 

3.0 
1.8 
1.1 

na 
na 

4.2 
4.8 

(annual 
P 

3.1 
0.0 
3.0 

0.9 
0.9 

16.8 
16.7 

na 
na 
na 

na 
na 

na 
na 

na 
na 
na 

na 
na 

na 
na 

FIN 

1.9 
-0.8 
2.8 

1.9 
1.7 

6.7 
6.9 

3.1 
-2.1 
5.3 

4.0 
2.1 

6.7 
4.9 

2.3 
0.6 
1.7 

1.2 
1.6 

6.7 
7.3 

,1975-94 
average 

s 
1.3 

-0.1 
1.4 

1.1 
0.2 

7.5 
8.5 

1.2 
-2.0 
3.3 

2.7 
0.3 

7.5 
5.9 

1.9 
0.8 
1.1 

0.7 
0.1 

7.5 
7.8 

UK 

2.0 
0.0 
2.0 

1.4 
1.7 

8.0 
7.7 

0.7 
-2.7 
3.4 

2.6 
2.3 

8.0 
7.4 

2.2 
1.1 
1.1 

0.7 
1.7 

8.0 
8.7 

% change) 
EUR 

2.3 
0.2 
2.0 

1.3 
1.4 

6.5 
, 6.5 

1.6 
-1.5 
3.2 

2.7 
1.6 

6.5 
5.3 

2.8 
1.6 
1.2 

0.6 
1.2 

6.5 
7.0 

U S Japan 

2.5 
1.8 
0.7 

0.7 
0.5 

4.9 
5.2 

2.0 
-0.4 
2.4 

1.9 
0.6 

4.9 
3.8 

3.0 
2.5 
0.6 

0.6 
0.8 

4.9 
5.4 

3.8 
1.1 
2.7 

2.1 
1.6 

2.6 
3.0 

5.0 
0.6 
4.4 

4.3 
1.9 

2.6 
0.7 

3.9 
2.1 
1.8 

1.5 
1.4 

2.6 
2.9 

In consequence, the increase in nominal value-added in ser
vices relative to that in other sectors may be of as much 
relevance so far as the capacity of the sector to generate 
employment is concerned as the growth in volume terms (this 
is indicated in Table 3 below by the growth in value-added in 
services deflated by the GDP deflator instead of the service 
price deflator). This is an issue which needs to be considered 
further in the context of a more disaggregated analysis of 
growth and employment creation within the service sector. 

GDP and employment growth 

in Member States 

The changes in employment relative to output and the shifts 
between sectors of activity which have occurred in the Eu
ropean Union as a whole conceal some differences between 
Member States, which make it hazardous to generalise 
about a European pattern of development. Nevertheless, 
there are broad points of similarity. There has been com
paratively little difference between rates of economic 

18 Growth of GDP and numbers employed in 
Europe, US and Japan, 1975-94 
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growth experienced over the pas t 20 years , which reflects 

the high degree of interdependence of economies within the 

Union, and in almost all countries, employment in agricul

ture and manufactur ing has declined significantly while 

servicejobs have expanded. 

Between 1975 and 1994, GDP grew at an average of 2 2 72% 

a year in 10 of the 15 Member S ta tes (Graph 18 and Table 

2). The exceptions are Ireland, Por tugal and Luxembourg, 

where it was above 3%, and Finland and Sweden, where it 

was below 2%. All of these can be regarded in some sense as 

special cases: Luxembourg, for obvious reasons; Ireland and 

Portugal , because of the less developed s t ruc ture of their 

economies, especially a t the beginning of the period, than of 

most other par t s of the Union, which meant t ha t there was 

probably more scope for high growth; Finland and Sweden, 

because of their exposure to the collapse of the former Soviet 

Union, which was the major cause of a sharp fall in GDP in 

the early 1990s. 

There was, however, less similarity in employment growth in 

the 10 countries where the rise in output was much the same. 

Although in 6 of these, employment increased by between 0 

and V2% a year, in three — Greece, the Netherlands and 

Austria — it rose by around 1% a year or more, and in Spain, 

it fell. At the same time, in the former 6 countries, which 

include the four largest Member Sta tes of the Union, there 

was a close association between the growth of GDP and the 

rise in employment, suggesting tha t even a small difference 

in the ra te of growth can have a significant effect on the rate 

of net job creation. 

This implies tha t in the lat ter 6 countries at least the growth 

of valueadded per person employed was much the same. 

Indeed, extending the analysis to take account of changes in 

average working time indicates tha t for the majority of Mem

ber States , there was very little difference in the growth of 

valueadded per hour worked, or labour productivity, over the 

1ÍI Growth of labour productivity and labour costs in 

Europe, US and Japan, 1985-94 

Annual average change {%) 

I Productivity per hour worked 

I Real labour costs per hour 

O R L N L A E U K O K F I S D Β Ρ Fl IRL EUR US J 

period for which data are available. Between 1985 and 1994, 

the growth of labour productivity measured in this way aver

aged between 1.9% and 2.3% a year in 9 of the 15 Member 

States (Graph 19). The exceptions are Ireland, Portugal and 

Finland, where it averaged some 3'/2% or more a year, and, a t 

the other extreme, Greece, Luxembourg and the Nether lands, 

where the average was less t han l'/2% a year. Apart from in 

these lat ter three countries, therefore, in all Member States, 

GDP growth of a least 2% a year was necessary to increase 

the demand for labour at all. This also seems to have been 

t rue of the preceding 10year period (insofar as this can be 

judged in the absence of data on working time), with Sweden 

replacing Luxembourg as one of the exceptions. 

The evidence also suggests tha t for a given ra te of GDP 

growth, reductions in average hours worked are a potentially 

important means of achieving an increase in the number in 

employment over and above the change in demand for labour. 

Those countries in which average hours worked declined by 

more than average, with the exception of Sweden, all experi

enced an above average increase in the number employed. 

Moreover, there is little sign tha t reductions in working t ime 

adversely affected productivity. The Netherlands and Greece 

apart , in none of these countries was productivity growth 

significantly below average. 

In Greece and the Netherlands, the low ra te of productivity 

growth was accompanied by wage moderation and there was 

little or no increase in the average cost of labour, though 

whether the former or the lat ter was the causal factor is hard 

to determine. Wage moderation, however, seems to have been 

common to most countries, in tha t average labour costs went 

up by significantly less than productivity. Indeed, in four 

countries in addition to Greece and the Netherlands — Ger

many, Spain, France and Italy — the rise was similar to or 

less than in the US. In none of these countries, however, was 

wage moderation associated with the same rise in employ

ment as in Greece or the Netherlands or, indeed, the US. 

The ra te of increase in average labour costs, therefore, seems 

to have been conducive to employment growth in virtually all 

par ts of the Union, though there is little sign of any systematic 

inverse relationship between rises in labour costs and employ

ment growth. 

GDP and employment growth, 

1975-85 and 1985-94 

F u r t h e r light on the relat ionship between output , employ

m e n t and product iv i ty can be shed by compar ing the 

experience of individual countries in the period since 1985 

with t ha t before (though lack of da ta on average hours 

worked before 1985 restr icts the analysis). This confirms the 

importance of economic growth for employment. In 7 Mem

ber S t a t e s , again excluding Luxembourg, the number s 

employed increased by significantly more between 1985 and 

1994 t han over the preceding 10 years . In all of these, GDP 
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Table 3 Chang 

2975^85 
Total economy 
GDP 
Numbers e m p l o y e d 
GDP per person em
ployed 
Real labour costs 
Real c o m p e n s a t i o n 
per employee 
GDP deflator 
Consumer expendi 
ture deflator 

Man ufacturing 
Gross va lue-added 
N u m b e r s employed 
Value-added per per
son employed 
Real labour costs 
Real c o m p e n s a t i o n 
per employee 
G D P deflator 
Value a d d e d deflator 

Services 
Gross va lue-added 
Numbers e m p l o y e d 
Value-added per per
son e m p l o y e d 
Real labour costs 
Real c o m p e n s a t i o n 
per e m p l o y e d 
GDP deflator 
VA deflator 
Value-added in real 
t erms 
Value-added per per
son e m p l o y e d in real 
t erms 

Β 

1.9 
-0.4 
2.3 

2.1 
1.3 

5.6 
6.5 

3.1 
-2.9 
6.2 

5.0 
1.7 

5.6 
3.1 

2.1 
1.2 
0.9 

0.9 
1.2 

5.6 
6.8 
3.2 

2.0 

DK 

2.6 
o.s 
1.8 

0.7 
-0.1 

rt. 2 
9.0 

2.8 
0.4 
2.4 

1.4 
-0.1 

S.2 
7.4 

2.8 
1.6 
1.1 

0.7 
-0.2 

8.2 
s.o 
2.6 

1.0 

es in output, employment and labour costs 

D 

2.2 
0.2 
2.0 

1.4 
1.2 

3.6 
3.9 

1.8 
-0.7 
2.5 

2.9 
2.3 

3.6 
3.3 

3.1 
1.4 
1.7 

0.7 
0.6 

3.6 
3.7 
3.2 

1.8 

GR 

2.8 
1.2 
1.7 

3.4 
3.9 

17.9 
17.4 

na 
na 
na 

na 
na 

na 
na 

na 
na 
na 

na 
na 

na 
na 
na 

na 

E 

1.7 
-1.6 
3.3 

2.1 
1.8 

14.8 
15.1 

1.4 
-3.2 
4.7 

3.4 
2.2 

14.8 
13.8 

2.3 
0.7 
1.6 

2.2 
1.8 

14.8 
14.7 

2.2 

1.5 

F 

2.3 
0.1 
2.2 

1.9 
1.7 

9.8 
10.0 

1.3 
-1.7 
3.1 

3.0 
1.9 

9.8 
8.9 

2.9 
1.8 
1.1 

1.1 
1.6 

9.8 
10.5 

3.5 

1.8 

IRL 

3.5 
0.1 
3.5 

2.3 
1.9 

12.8 
13.2 

na 
na 
na 

na 
na 

na 
na 

na 
na 
na 

na 
na 

na 
na 
na 

na 

I 

3.1 
0.9 
2.1 

1.5 
1.9 

15.8 
15.4 

4.3 
-1.1 
5.4 

4.2 
1.9 

15.8 
12.9 

3.3 
2.9 
0.4 

0.3 
1.5 

15.8 
16.9 
4.3 

1.3 

L 

2.4 
0.2 
2.2 

1.1 
0.7 

6.5 
6.9 

2.4 
-2.5 
5.0 

0.7 
0.3 

6.5 
6.5 

4.2 
2.5 
1.7 

1.5 
1.2 

6.5 
0.6 
4.3 

1.8 

NL 

1.5 
0.8 
0.7 

-0.8 
-1.2 

3.9 
4.3 

2.0 
-1.6 
3.6 

2.4 
0.3 

3.9 
2.2 

2.3 
2.1 
0.3 

-1.1 
-1.8 

3.9 
3.6 
2.1 

0.0 

A 

2.3 
0.8 
1.6 

1.7 
1.4 

5.0 
5.3 

2.8 
-0.9 
3.7 

na 
na 

5.0 
3.9 

3.0 
1.7 
1.3 

na 
na 

5.0 
5.6 
3.6 

1.9 

(annual 
P 

3.0 
-0.3 
3.3 

0.5 
-0.6 

21.4 
22.7 

na 
na 
na 

na 
na 

na 
na 

na 
na 
na 

na 
na 

na 
na 
na 

na 

FEM 

2.8 
0.4 
2.4 

1.6 
1.5 

9.3 
9.4 

3.7 
-0.6 
4.3 

3.3 
1.7 

9.3 
7.7 

3.4 
1.8 
1.6 

1.1 
1.5 

9.3 
9.8 
3.8 

2.0 

,1975-
average 

s 

1.5 
0.5 
1.0 

0.5 
-0.3 

9.4 
10.2 

1.1 
-1.4 
2.5 

2.0 
-0.2 

9.4 
7.7 

2.1 
1.7 
0.4 

0.0 
-0.4 

9.4 
9.7 
2.5 

0.8 

UK 

1.9 
-0.2 
2.1 

0.8 
1.3 

10.8 
10.4 

-0.3 
-3.1 
2.9 

1.9 
2.5 

10.8 
11.1 

2.1 
1.0 
1.1 

1.1 
1.2 

10.8 
10.5 

1.7 

0.8 

85 
% change) 

EUR 

2.3 
0.1 
2.2 

1.4 
1.3 

8.9 
9.0 

1.8 
-1.7 
3.6 

2.9 
1.6 

8.9 
7.6 

2.8 
1.6 
1.1 

0.9 
1.0 

8.9 
9.2 
3.0 

1.4 

U S Japan 

2.5 
2.0 
0.5 

0.4 
0.4 

6.6 
6.6 

1.2 
-0.3 
1.5 

1.7 
0.8 

6.6 
5.7 

3.3 
2.8 
0.5 

0.3 
0.4 

6.6 
6.8 
3.5 

0.7 

4.2 
0.9 
3.3 

2.2 
1.3 

3.7 
4.6 

6.1 
0.4 
5.7 

4.8 
1.8 

3.7 
1.6 

4.7 
2.1 
2.5 

1.8 
1.1 

3.7 
3.9 
4.9 

2.7 

also grew by more in the second period than the first (Tables 
3 and 4). At the same time, in all of these, with the exception 
of the Netherlands (where it was already much lower than 
elsewhere), growth of output per person employed was lower 
after 1985 than before. There is no sign, therefore, of any 
systematic relationship between the growth of productivity 
and that of output. 

In four countries — Finland, Sweden, Italy and Greece — 
the number employed either increased by less in the later 
period than the earlier one or contracted. In all of these, 
GDP growth was also significantly lower in the later period. 

In general, given the rate of growth of GDP, employment 
growth seems to be inversely related to the rate of increase 
in average labour costs. In 7 Member States, average labour 
costs went up by less in the period 1985 to 1994 than in the 
preceding one. In 5 of these, the number employed also 
increased by more in relation to the growth of GDP in the 

later period than in the earlier one. This, however, does not 
necessarily signify that it is low wage growth which is 
boosting employment: it is equally plausible that causation 
is working in the opposite direction and that wage rises are 
low in these countries because labour productivity growth 
is low. 

What seems to be the case, however, is that low pay in
creases well below the growth in productivity are not by 
themselves a sufficient condition for high employment 
growth, even given the growth of GDP. In 9 Member States, 
there was a significant difference in the size of the gap 
between productivity and pay increases between the two 
sub-periods. In four of these — Ireland, Italy, the Nether
lands and the UK — the increase in employment per unit of 
output was much the same in both periods. In two — Lux
embourg and Portugal — the number employed per unit of 
output went up by more in the period when labour costs rose 
by more relative to productivity, instead of by less as might 

- 1 9 -
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Table 4 Changes in ou tput , employment a n d labour costs 

Total economy 
GDP 

N u m b e r s employed 

Average hours worked 

Vo lume of e m p l o y m e n t 

Product iv i ty 

G D P per person 

employed 

Real labour cos t s 

Real c o m p e n s a t i o n 

per e m p l o y e e 

GDP deflator 

C o n s u m e r 

expend i ture def lator 

Manufacturing 
Gross va lue-added 

N u m b e r s e m p l o y e d 

Average hours worked 

Volume of e m p l o y m e n t 

Product iv i ty 

Value-added per 

person e m p l o y e d 

Real labour cos t s 

Real c o m p e n s a t i o n 

per e m p l o y e e 

G D P deflator 

Value-added deflator 

Services 
Gross va lue-added 

Numbers e m p l o y e d 

Average hours worked 

Volume of e m p l o y m e n t 

Product iv i ty 

Value-added per 

person e m p l o y e d 

Real labour costs 

Real c o m p e n s a t i o n 

per e m p l o y e e 

G D P deflator 

Value-added deflator 

Value-added in real 

t erms 

Product iv i ty in real 

t erms 

Notes: 

1! 

2.2 

0.5 

OS 

-0.3 

2.4 

1.6 

1.2 

2 1 

3.2 

2 1 

1.3 

-1.1 

0 2 

 1 3 

2 0 

2 1 

2 6 

2 2 

3.2 

2.0 

2 7 

1.3 

0 9 

0 .5 

2 2 

1.3 

0.8 

2.0 

3.2 

3 5 

2.9 

2 5 

l)K 

1 6 

-0.3 

-0.2 

0 5 

2.1 

1 9 

1 2 

1.5 

3 0 

2.8 

0.1 

1 n 

0.4 

-1.6 

1.6 

1.2 

■0.2 

1.3 

3.0 

1 3 

I K 

0.3 

0.0 

0.3 

1 5 

1 5 

1 II 

1.6 

311 

3 4 

2.2 

1 9 

I) 

2.7 

0.9 

0.6 

0.3 

2 4 

1.8 

1 0 

1.5 

2.8 

2 4 

0 7 

0 7 

0 3 

1 II 

1 7 

1 4 

1.8 

19 

2.8 

2 4 

3 9 

2 1 

0 7 

1 4 

2 4 

1 β 

0.7 

13 

2.8 

2 9 

3 9 

2 5 

<;R 

1.5 

0.9 

0.2 

0.7 

0.8 

0.6 

-0.8 

1.0 

15.7 

16.0 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

na 

K 

2.9 

1.2 

0.4 

0 9 

2 0 

1.6 

0.7 

1 4 

6 6 

5 9 

2 2 

-0.3 

0(1 

0.3 

2 5 

2 5 

3.8 

1.3 

0 0 

3 1 

3 4 

3.0 

114 

2 6 

O S 

114 

II 1 

1.0 

6 6 

7 1 

3 9 

1 3 

κ 

2.1 

0.3 

-0.3 

on 

2 2 

1.9 

0.8 

1.0 

2.9 

2 7 

1.2 

■1.9 

0.1 

-1.8 

3.1 

3 1 

1 6 

1.3 

2.9 

2.4 

2 6 

1.5 

0.2 

1.3 

1.3 

1.1 

n.ι 

1.0 

2.9 

3 6 

3.3 

2.0 

D: excludes new Länder throughout: EUR excludes GR. IRL. Α. Ρ and S. 
Β 1985 93; L 1985-92; NL 1977-85. 

Hours worked data relate to 
refer to total industry 

For the US. and Japan, the 

Productivity is measured as 

1987-94. IS ;.'C7V>. 

aivrage usual weekly hours; 

figures for average hours arc 

UtL 

4.3 

1.0 

0.5 

0.5 

3.8 

3.3 

2.6 

2.5 

2.8 

2 9 

na 

1.3 

0 1 

1.3 

na 

na 

na 

na 

2 » 

na 

na 

2.6 

116 

211 

na 

na 

na 

na 

2> 

na 

na 

na 

I 

2.0 

0.2 

0.1 

0.3 

2.2 

2.2 

1 1 

1.3 

6.1 

5.8 

2.2 

•1.1 

0.1 

1.0 

3.3 

3.4 

3.3 

1.2 

6 1 

3.7 

2 2 

0.7 

0 1 

0.6 

1.6 

1 5 

0 .3 

1.3 

6 1 

0 9 

3.0 

2 4 

I. 

4.0 

3 1 

0.2 

2.9 

1 1 

0,9 

1.2 

2 .3 

4 .2 

3 1 

3 0 

1.1 

0 0 

-1.1 

4.2 

4.2 

6.3 

3.0 

4.2 

0.0 

5.6 

4.2 

-0.2 

4.0 

1.5 

1 3 

4.4 

1.8 

4 2 

0 6 

1.9 

-2.0 

NL 

2.6 

1.8 

0.2 

1.5 

1.1 

0.8 

0.1 

0.0 

2.0 

2.1 

1.8 

0.6 

0.1 

0.8 

1.1 

1.2 

0.4 

0.6 

2.0 

1 1 

2.8 

2.8 

0.3 

2.4 

0.3 

0.0 

0 .5 

0.3 

2.0 

2.4 

3.1 

0.7 

Λ 

2.6 

1.0 

 0 4 

0.6 

1.9 

1.5 

1.4 

2.0 

3.3 

2.6 

2.2 

1.4 

-0.3 

-1.7 

4 0 

3.7 

na 

na 

3.3 

2 1 

2.9 

1.9 

0.4 

1.6 

1.3 

0.9 

na 

na 

3.3 

4 0 

3.6 

2.0 

(annual 

l' 

3.1 

0.5 

-0.7 

-0.2 

3.3 

2.6 

1.3 

2.6 

11.8 

10.4 

na 

-04 

-0.2 

-0.6 

na 

na 

na 

na 

11.8 

na 

na 

3.3 

-0.2 

3.1 

na 

na 

na 

na 

11.8 

na 

na 

na 

1985-93 (Services); Japan 1985-93; E: the sectoral data for 
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be expected, and in just three cases — Greece, France and 
Sweden — employment increased by more relative to GDP 
in the period when labour costs rose by less in relation to 
productivity. 

The sectoral pattern of growth 

in Member States 

There were also some differences in the broad pattern of 
output — and employment — growth, beyond the common 
tendency, Italy and Finland apart, for the growth of services 
to exceed that of other sectors (in Italy and Finland, growth 
of real value-added in manufacturing was higher than in 
services). In manufacturing, output increased by well under 
1% a year in the UK and under lV2% a year in Germany and 
France, but by 2V2% a year in Austria and over 3% a year in 
Italy. The difference in GDP growth between these coun
tries, however, was less than 72 percentage point and much 
less than this between Germany, Austria and Italy. There 
is more relationship between the growth of GDP and the 
growth of value-added in services, but this is largely because 
services account for a major share of GDP in all countries. 
While all countries, apart from Ireland, experienced a fall 
in employment in manufacturing, the scale of this varied 
from over 2V2% a year in the UK to only around V2% a year 
in Belgium and the Netherlands. And although servicejobs 
increased in all countries, this varied from 1% a year in 
Belgium and the UK to just under 2% a year in Spain, Italy 
and Austria and 2V2% a year in the Netherlands. 

Nevertheless, growth of manufacturing, which in most cases 
remains the largest source of income from trade, seems to be 
important for economic growth as a whole and, therefore, for 
employment creation. With the sole exception of Germany, all 
countries which experienced above average rates of GDP 
growth between 1975 and 1994 also had relatively high rates 
of growth of value-added in manufacturing. This was also the 
case in the two sub-periods taken separately. In Germany, 
moreover, the manufacturing sector is proportionately larger 
than in other Member States and, therefore, generated more 
income to support the growth of services, which correspond
ingly accounted for a smaller share of employment than 
elsewhere than would appear at first sight. Equally, countries 
which experienced a large contraction of employment in 
manufacturing — Finland, Sweden, France and the UK, in 
particular — had difficulty in offsetting this through higher 
employment growth in services. 

There is some evidence also that productivity growth in 
manufacturing may be important for achieving growth of 
manufacturing output. In most Member States in which 
labour productivity increased above average over the period 
1975 to 1994 , so did output and vice versa, which was also 
true of the two sub-periods taken separately (though, as 
noted above, the direction of causation could equally plaus
ibly be the reverse of this, since high output growth tends to 
boost productivity growth). The main exception seems to be 

the Netherlands, where productivity growth was much 
lower than anywhere else in the Union in both sub-periods, 
especially between 1985 and 1994, but output still increased 
by more than average. Equally, productivity growth was 
relatively high in France and Sweden in both periods, but 
output went up by less than average. 

There appears, on the other hand, to be no systematic associ
ation between productivity growth in services and the growth 
of service output or of employment. In the four countries in 
which value-added per person employed went up by more 
than average between 1975 and 1994, in two — Germany and 
Luxembourg — value-added went up by significantly more 
than in the rest of the Union, in the other two — Denmark 
and Finland — it increased by less than in most other Member 
States (Graph 20). Luxembourg, moreover, was the only one 
of the four in which employment also rose by significantly 
more than average. At the other extreme, the Netherlands 
was the only Member States in which the growth of value-
added per person employed in services was substantially less 
than average, and here the number employed in the sector 
increased by more than anywhere else apart from Luxem
bourg. 

Much the same findings emerge from examining the two 
sub-periods separately, which throws additional light on the 
issue. In most countries, the growth of value-added per person 
employed in services was similar over the years 1985 to 1994 
to that between 1975 and 1985 (less than V2 percentage point 
difference). In three Member States, however — Spain, Italy 
and Sweden — it was significantly different. In Spain, growth 
of service value-added per person, and, therefore, almost 
certainly of labour productivity, was much less in the later 
period than in the earlier one, and both value-added and 
employment increased by more in the second period than in 
the first. In Italy and Sweden, the reverse was the case. 
Growth of labour productivity in services was much higher 
after 1985 than before and both output and employment 

20 Growth of value-added and numbers employed in 
services in Europe, US and Japan, 1975-94 
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increased by less than previously. Indeed, in Sweden, employ

ment fell between 1985 and 1994, having risen by over l'/2% 

a year in the preceding 10 years, when growth of output in 

services was only slightly higher. In these three cases, there

fore, increased productivity growth was associated with smal

ler increases in valueadded and employment. 

Although in most countries, average hours worked declined 

in services between 1985 and 1994, apar t from in three coun

tries — Belgium, Germany and Ireland, where the reduction 

in hours worked amounted in each case to over V2% a year and 

was equivalent to a quar ter or more of the rise in the number 

in work — this seems to have contributed only to a minor 

extent to the growth in the number employed. This was the 

case most notably in the Netherlands, where valueadded per 

person employed did not increase a t all over the period in 

real terms, but where this was associated with a very low 

rate of productivity growth in terms of hours worked (less 

than V2% a year). Productivity growth in services was also low 

— averaging 1% a year or less — in Spain and the UK, 

matching the rate in the US, though in the U K unlike in 

Spain and the US, there was no reduction in average hours 

worked so tending to reduce the rise in the number in employ

ment. 

Nevertheless, in all Member Sta tes apar t from Denmark, the 

reduction in average working time was greater in services 

than in manufactur ing (in five countries, average hours 

worked per week in manufacturing were the same or more in 

1994 than in 1985). 

With the exception of Luxembourg and Spain (where the 

difference was marginal), average labour costs in services 

increased by less than labour productivity over the period 

1975 to 1994 throughout the Union, in most Member States 

by much less (Graph 21). Indeed, in 8 of the 11 countries for 

which data are available, average labour costs rose by under 

1% a year during this period and in the Nether lands, they fell, 

implying a growth in real wages (ie compensation per em

ployee adjusted by the consumer expenditure deflator) in 

most cases of only around l'/2% a year or less (in no countries 

was it significantly higher than this). In these terms at least, 

therefore, conditions were generally favourable for a high ra te 

of employment growth in the sector. 

This is confirmed by the share of valueadded going to labour 

(or the adjusted wage share), which fell significantly in ser

vices in all Member States, except Luxembourg, between the 

early 1980s and the mid1990s, in all cases apar t from Finland 

and the UK by a t least 6% of GDP (Graph 22). As a result, the 

level of labour costs relative to valueadded was lower in 

services in most countries than in manufacturing in 1994, the 

only exceptions being the three Nordic countries plus Luxem

bourg (where the sector has a somewhat different s tructure 

than elsewhere). They are also lower in five of the countries 

— Germany, Spain, France, Italy and the Netherlands — than 

in the US, though only in the last of these has the number in 

employment in the sector grown at a similar ra te relative to 

valueadded as in the US. 

Concluding remarks 

The above analysis has shown tha t there is, in general, a 

positive relationship between GDP growth and the ra te of net 

job creation in European Member States and tha t this has 

remained relatively stable over the past 20 years since the 

downturn in growth rates in the mid1970s following the first 

world oil price shock. There is, however, some difference in 

the form of this relationship across the Union and between 

Europe and the US. 

This difference is most relevant in services, which have ac

counted for virtually the whole of the growth in employment 

in recent years. In this sector, the US has succeeded in 

achieving a much higher rate of net job creation in relation to 

21 Valueadded per person employed and real labour 

costs per employee in services in Europe, US and 
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the growth of value-added than in Europe, though in two 
Member States — Spain and the Netherlands (and probably 
Greece if the data were available) — the employment-intens
ity of growth was as high as in the US over the period 1985 to 
1994. 

The key question is why this difference, both between the US 
and Europe and between different Member States should 
exist and, specifically, why some countries should have suc
ceeded better than others in translating growth of value-
added in services into jobs. Low rates of labour cost increases 
do not in themselves seem to provide an answer. In most 
European countries, there has been a significant gap between 
the growth of labour productivity and increases in labour 
costs, which would seem to indicate unexploited potential for 
job creation, in the sense that the increase in profits generated 
by employees has exceeded the rise in their cost. This as
sumes, however, that the level of labour costs at the beginning 
of the period was 'appropriate' in relation to value-added per 
person and that there was an adequate return to capital. 

Although moderation of wages to prevent rises in labour costs 
exceeding the growth of productivity may be a necessary 
condition for increasing the employment-intensity of growth, 
it does not appear to be a sufficient condition — it seems to 
have been successful in the Netherlands, for example, but 
much less so in Italy. This would seem to indicate the import
ance of other factors, including, for example, the underlying 
institutional system or the extent of social cohesion as well as 
the structure of activity and the kind of jobs being created. 

It may also indicate the importance of the prevailing structure 
of wages. As noted, above, there is some evidence that the 
dispersion of wages and the rates of increase are wider in the 
US than in Europe, especially at the bottom end of the scale, 
and, according to some, this may have encouraged more job 
creation for low-skilled workers. On the other hand, the evi
dence does not suggest that wage dispersion in the Nether
lands, which has been the most successful country in Europe, 
other than Luxembourg, in generating jobs in services, is 
significantly wider than in other European countries, in fact, 
the reverse seems to be the case (see OECD, Employment 
Outlook, July 1996, Chapter 3). 

The lack of a persuasive explanation for the differences in 
employment performance noted here suggests a need to 
examine the job creation process in services more closely and 
at a more disaggregated level across countries, differentiating 
between the growth of more sophisticated activities and that 
of more basic ones (which inter alia differ in terms of the 
problems of measuring real output growth), between more 
and less labour-intensive ones and between the growth of 
higher-skilled as opposed to lower-skilled jobs. 
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Sectoral mobility in the European labour market 

The flexibility of labour markets in the European Union has 
been the focus of increasing attention in recent years. As the 
pace of structural change has quickened, accelerated by the 
rapid rate of technological advance caused by the revolution 
in the processing and communication of information and by 
the ongoing process of globalisation of markets for goods, 
services and finance, the importance of producers and em
ployees alike adapting to changing circumstances has 
intensified. On the one hand, employers have to be able to 
respond quickly to the changing pattern of demand and tech
nical know-how by adjusting what they produce and the 
processes they use to do it. On the other, workers have to be 
both willing and able to move between jobs as these changes 
take place, in the sense of having the requisite skills and 
aptitude to take up new tasks. At the same time, both em
ployers and workers should be as free from institutional 
restrictions on their ability to adapt to change as is compatible 
with the maintenance of basic social rights. 

The concern here is to throw light on these aspects of labour 
market flexibility, or adaptability, by examining the scale of 
movement between different sectors of activity and from 
unemployment and inactivity into employment in different 
parts of the European Union and the way in which this has 
changed over recent years. The analysis is based on the 
Community Labour Force Survey, which gives details of the 
employment status of respondents and the sector in which 
they were working one year before the survey was conducted 
(defining a sector in terms of the NACE 1-digit classification 
which divides total employment into 17 sectors, which have 
been aggregated into 13 here — 9 sectors in the case of 
comparisons over time because of the change in the system of 
NACE classifications in 1993). From this, it is, therefore, 
possible to identify both the number of people who were 
unemployed or inactive the year before who were in work at 
the time of the survey and the number who moved from one 
sector to another during the year. It is also possible, by 
comparing inflows into jobs defined in this way with the net 
change in employment shown by aggregate data, to estimate 
the number of people leaving employment. (The analysis 
updates and extends a similar study carried out three years 
ago and published in Employment in Europe, 1994, Chapter 
4, which examined the period 1984 to 1992 and which was 
based on the old NACE classification.) 

It should be emphasised, however, that since the observations 
are effectively one year apart, they are indicative only of the 
scale of movement involved in each case. They tell us nothing, 
in other words, about what might have happened in the 
intervening period, about the number of people who moved 

from a given sector into another and back again or, probably 
more significantly in terms of potential numbers, about those 
who were unemployed for a spell during the year but who were 
back in work by the time of the survey or, equally, about the 
unemployed or inactive who found a job during the year but 
who had become jobless again by the time of the survey. 
Accordingly, it gives a minimum estimate of the flows in
volved, which is unlikely to differ too much from reality in the 
case of movements between sectors, but which could signifi
cantly underestimate flows between unemployment and 
employment. The extent of underestimation, moreover, could 
well vary between Member States according to the average 
duration of unemployment and the numbers affected, which 
will show up in part in the number who are long-term unem
ployed. The comparative results obtained, therefore, on the 
scale of labour movement in different countries are liable to 
be affected by this and must remain indicative only until more 
direct evidence becomes available. (The new European Com
munity Household Panel, established in 1994 to monitor the 
situation of a representative sample of households in Member 
States and how this changes over time, is a potential source 
of such evidence.) 

It should also be emphasised that the analysis is confined to 
employees and, therefore, unlike the previous study noted 
above, excludes the self-employed, for whom less movement 
between sectors would be expected and for whom the notion 
of adaptability does not necessarily mean changing busi
nesses but modifying what is produced and the processes used 
to do it. 

The results obtained should, in addition, be indicative of the 
extent of overall labour turnover in Member States, particu
larly in a comparative sense, though the qualifications noted 
above should be kept in mind. Even though they exclude job 
changes both within the same enterprise and within the same 
sector, comparable data on which are more difficult to obtain, 
it may well be that the scale of these changes varies between 
countries in a similar way to the changes that are included. 

At the same time, as stressed in the analysis, the rate of labour 
turnover needs to be interpreted with a good deal of caution. 
Since it is affected by such factors as the number of women 
interrupting working careers for family reasons or the propor
tion of young people combining education or initial vocational 
training with a part-time job (who would accordingly be re
corded as employed rather than inactive so long as they 
worked more than one hour a week), which in themselves have 
very little to do with flexibility, a high rate does not necessar
ily signify that the labour market in the country in question 
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is an adaptable one. Nor can high rates of turnover be equated 
with economic efficiency, in the sense tha t job stability may 
be an important determinant of productivity in a given activ
ity if it involves a high degree of training or if experience is a 
significant at t r ibute. 

There is a need to note, finally, tha t the results are subject to 
an unknown margin of error because of the nature of the data. 
Inevitably, people may not know or recall accurately what 
they were doing one year previously or the sector in which 
they were working. This is particularly so in the case of people 
who report tha t they were unemployed since their view may 
not necessarily conform with the official, internationally-ac
cepted definition of this (ie in practice, they may not have been 
available for work or actively seeking a job). The total of those 
reporting tha t they were unemployed in the preceding year 
does not, therefore, coincide with the number recorded as 
being unemployed a t the time. For the present analysis, 
however, this problem ought not to affect the results too much 
as regards the number moving into employment each year, as 
most of those who were not strictly unemployed the year 
before will probably have been inactive ra ther than in work. 

In practice, the figures obtained both for movements between 
sectors and from unemployment or inactivity into work do not 
vary substantially from one year to the next in the case of most 
countries, which suggests tha t any data errors may not be too 
serious — or, at least, t ha t they do not change very much from 
year to year. The results reported here for 1995 are, therefore, 
in most cases representative of earlier years as well, particu
larly as regards the relative scale of labour turnover in 
different sectors, age groups and Member States. The data 
relate to 13 Member States, excluding Austria and Sweden 
for which reliable data are not available, though for Italy, data 
are included only for movements from unemployment and 
inactivity into work since the flows of employees between 
sectors seem implausibly large. Figures for labour turnover 
at the Union level, in consequence, cover 12 Member States, 
excluding these three countries. 

Outline of analysis 
In what follows, the scale of labour flows each year into the 
different sectors of activity across the European Union as a 
whole are examined for men and women employees taken 
separately. Given tha t many more women interrupt their 
working careers because of family responsibilities than men, 
flows into and out of employment are also greater. 

Secondly, the relative size of labour movements between 
different sectors is considered to see the ease or difficulty of 
moving from one type of economic activity, such as manufac
turing, for example, to another, such as services. 

Thirdly, the scale of flows is examined by broad age group, 
distinguishing between young people under 25 and those in 
older age groups, the former being not only more likely than 
people of 25 and over to move from inactivity — in this case 

from being in school or college — into work, but also from one 
sector to another. 

Fourthly, flows both from unemployment and inactivity into 
employment and from one sector of activity to another are 
compared between Member States and at tention is drawn to 
the significant differences in the scale of these which exist 
across the Union. 

Fifthly, variations in rates of labour turnover by broad age 
group between Member States are examined, partly in order 
to focus on the comparative scale of labour movement in the 
prime working-age group of 25 to 49, which is most likely to 
be affected by labour market regulations and artificial bar
riers to movement. Differences in turnover in this age group 
are related to estimates of the ease or difficulty which em
ployers in the various countries have to adjust their work 
forces to see how far the lat ter seems to influence the scale of 
movement. 

Sixthly, changes in the size of labour flows over t ime are 
analysed in relation to prevailing economic conditions and, in 
particular, to the growth or decline in overall employment. 

Finally, it should be noted tha t in the following analysis, the 
term 'labour turnover ' is used as shorthand to describe the 
inflow of employees into a particular sector of activity from 
either another sector or unemployment and inactivity. More 
specifically, this relates to the number of employees working 
in a given sector as recorded by the Community LFS who were 
not employed in tha t sector one year before, either because 
they were working somewhere else or because they were not 
working a t all. The number is then converted into a rate by 
expressing it as a percentage of the total number of employees 
in the sector in question, or in the economy as a whole, in the 
year being examined. This, of course, differs from the usual 
meaning of the term since it excludes, as noted above, people 
changing jobs within the same sector (or enterprise). 

Sectoral rates of labour turnover 
In 1995, across the Union as a whole (excluding Italy, Austria 
and Sweden because of data problems), an average of some 
12% of men and 15% of women employed in a particular sector 
were not working in tha t sector the year before. Ju s t under 1 
in 8 of men and jus t over 1 in 7 of women, therefore, ei ther 
changed their jobs or became employed after not working in 
the year concerned. (Adding an est imate for those changing 
jobs within sectors — which as noted in Employment in 
Europe 1994, Chap. 4, was around 6% in 1992 — gives a figure 
for overall labour turnover in the year of over 1 in 6 for men 
and over 1 in 5 for women.) As described below, the figures 
tend to be slightly higher in years of growth and slightly lower 
in years of recession, though the change from year to year 
seems to be only around 1 or 2 percentage points at most. 

For men, roughly equal proportions of those s tar t ing a job 
during the year before the 1995 survey had been unemployed, 
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inactive or working in another sector at the t ime of the 1994 

survey, some 4% in each case. For women, the proportions who 

had been unemployed or working in a different sector the year 

before were marginally higher, a t jus t over 4% for each, but 

the main difference was in the relative number who had been 

inactive, a round 6%, reflecting the greater tendency for 

women to move in and out of the work force than men, largely 

to take care of young children or because of other family 

responsibilities. 

These aggregate figures, however, conceal substantial dif

ferences between sectors (Graphs 1 and 2). In hotels and 

res taurants , some 24% of men and 26% of women working in 

the sector in 1995 had not been employed there the year 

before, double the ra te of turnover in the economy as a whole. 

A large proportion of these — over 40% of both men and 

women finding a job in the sector — had been inactive one 

year earlier, largely because they were still in education or 

vocational training, reflecting the large numbers of young 

people, as noted below, who begin their working careers in 

this kind of activity. At the same time, however, there were 

significantly higher inflows from unemployment into hotels 

and res tauran ts t han into other sectors. 

The ra te of labour turnover is also high in agriculture — 

though only so far as employees ra ther than the selfemployed 

(who account for most of the employment in the sector) are 

concerned — where in 1995, around 20% of men and 26% of 

women had not been working in the sector the year before, 

though in this case, more had been unemployed previously 

than had been inactive, suggesting a somewhat different age 

profile of new ent rants than for hotels and res taurants . (Ag

riculture, it should be noted, is a very small sector in terms of 

jobs, accounting for only around 2% of total employees in the 

Union. ) 

There is a more similar age profile of new ent rants to the la t ter 

in other high labour turnover sectors, in personal and other 

services, especially among women, and in retail and wholesale 

distribution. On the other hand, in business services, which 

has been the fastest growing sector in recent years, a rela

tively high proportion of those entering the sector had moved 

from jobs elsewhere ra ther than direct from school or from 

being out of work. 

At the other extreme, ra tes of labour turnover are much lower 

than average in banking and insurance and public adminis

trat ion (around 7% for men and 10% for women in 1995 in 

both cases), as well as in mining and energy (gas, electricity 

and water). 

In general, the variation in turnover ra tes between sectors 

seems to reflect the ra te of growth in employment. Fas ter 

growing sectors need obviously to recruit people at a faster 

ra te than declining sectors, while it would be expected tha t 

fewer new jobs would be created in declining sectors. This is 

confirmed on average if the ra te of turnover of men and 

women employees by sector in 1995 is related to the growth 

in employment of these (Graph 3, which excludes agriculture 

as being a special case). 

In practice, however, the relat ionship is far from being 

systematic and employment growth is by no means the only 

de te rminan t of labour inflows. In part icular , a high growth 

sector may have fewer people leaving and, therefore, may 

need to t ake on fewer new people t h a n a sector which is 

expanding by less or even declining, but in which there is a 

high r a t e of exit. An impor tan t influence on th is is the 

average level of educat ional a t t a i n m e n t and skil ls de

manded of people working in the sector and the level of 

salar ies generally prevailing, which will tend to be related. 

In agricul ture or hotels and r e s t au ran t s , a large proportion 

of jobs require relatively li t t le t ra in ing and pay relatively 

low wages. Employers can, therefore, afford to accept a high 

ra te of labour turnover , while workers on low ra tes of pay 

will tend to be looking elsewhere to increase their earnings. 
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By contrast, in health or education, where employment has 
increased at a similarly high rate as in hotels and restaur
a n t s , or in b a n k i n g and i n s u r a n c e , e d u c a t i o n a l 
qualifications and training levels are significantly higher 
and the cost of losing an employee correspondingly greater. 

For those who are unemployed or inactive, therefore, 
whether they are still in education or initial training or are 
taking care of children, there is a much greater chance of 
finding a job in some sectors rather than others irrespective 
of differences in rates of net job creation. 

Some interesting differences in the rate of labour turnover 
emerge, however, as between men and women in certain 
sectors. If those moving from inactivity into employment, 
the main source of difference, are excluded, in the majority 
of sectors, there is comparatively little difference (less than 
1 percentage point) in turnover rates between men and 
women. The exceptions, apart from agriculture and mining 
and energy where comparatively few women are employed 
in paid jobs, are, on the one hand, banking and insurance, 
public administration and manufacturing, where turnover 
rates for women are significantly higher than for men, and, 
on the other, health care, where they are significantly lower. 
In the former three sectors, this difference may reflect the 
fact that more women work in lower grade jobs involving 
less training than men (in the case of banking and insurance 
and public administration, in particular), as secretaries or 
clerks rather than specialists or managers, for example, or 
have skills which are less specific to a particular activity (in 
the case of manufacturing) and so are more footloose. In the 
latter case, it may reflect the specialised nature of women's 
employment in a sector where women account for over 
three-quarters of all employees which may inhibit them 
leaving. 

S Employment growth by sector and rate of sectoral 
inflow of men and women in the Union, 1995 
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The direction of 

labour flows between sectors 

The extent to which workers are capable of moving between 
sectors of activity, and, in particular, from declining sectors 
into expanding ones, is a key aspect of labour market flexi
bility. It is, therefore, important to examine the scale of labour 
flows between particular sectors and others, to see how far 
those leaving jobs in agriculture or industry where employ
ment has been falling, and is likely to continue to do so in the 
future, find work in growing areas of the economy. The im
portance of this lies not only in what has happened historically 
but in its significance as an indicator of how far people no 
longer able to find a job in declining sectors are capable of 
finding one elsewhere. 

To assess the scale of movement between different kinds of 
activity, the 13 sectors distinguished here are divided into 
three groups: agriculture and industry, basic services (dis
t r i bu t i on , hote ls and r e s t a u r a n t s , t r a n s p o r t and 
communications and personal and other services) and more 
advanced services (banking and insurance, business services, 
public administration, education and health care). These 
groupings are determined largely by skill — or educational 
attainment — requirements, though they correspond to some 
extent to a division in terms of declining and expanding 
sectors. In the latter regard, however, there are important 
differences from a division based solely on employment 
growth, especially in the second group, where basic services 
include two high growth sectors — hotels and restaurants and 
personal and other services — and in the third group, where 
advanced services include two sectors — banking and insur
ance and public administration — in which employment is 
unlikely to increase very rapidly in the foreseeable future (see 
Employment in Europe, 1996, Part 2, Section 1). 

These three sectors accounted, respectively, for 46%, 27% and 
27% of male employment (employees only) and 19%, 30% and 
51% of female employment in 1995. These size differences 
complicate the analysis of intersectoral movements, since it 
is only to be expected that a relatively high proportion of those 
moving into a particular sector would come from a sector in 
which comparatively large numbers work. The important 
question is whether this proportion is larger or smaller than 
would be expected given the size of the sector. To address this 
question, the data on intersectoral flows has been adjusted 
to allow explicitly for the differing employment sizes of the 
sectors being considered (see Box). 

The evidence suggests that basic services, as defined above, 
are a prime source of employment for all sectors in respect of 
both men and women. In virtually all sectors, a much higher 
proportion of men and women taking up employment in 1995 
were previously employed in basic services than the relative 
size of this sector would suggest. As indicated below, the 
underlying reason for this is that young people are far more 
likely to find a job in basic services, especially in distribution, 
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hotels and res taurants , t han in any other sector before at a 
later stage moving on to work in another activity. 

In the case of men, those finding work in manufacturing or 
the public utilities were twice as likely to have moved from 
basic services than from other par ts of the industrial sector, 
while those working in basic services themselves, in distribu
tion, hotels, res tauran ts or transport , were three t imes as 
likely to have come from other basic service sectors than from 
industry or from more advanced services (Graph 4). Even in 
banking and insurance, business services or public adminis
tration, a higher proportion of employees taking up a job came 
from basic services than from more advanced services. Only 
in heal th, education and personal and other services did 
proportionately more new employees come from advanced 
services than basic services. 

Conversely, comparatively few male employees moved from 
agriculture or industry into other sectors, even into basic 
services, while the movement into either industry or basic 
services from advanced services was also relatively small. The 
only exception is personal and other services, as noted above, 
which suggests that , for men a t least, skill requirements may 
be more important than in other sectors included in the basic 
services category and, that , accordingly, this sector might 
more appropriately belong in the more advanced services 
group. 

For women, the pa t t e rn of inter-sectoral flows is s imilar — 
especially as regards the importance of basic services as a 
source of new en t r an t s into all sectors — though there are 
some interes t ing differences (Graph 5). First , a higher pro
portion of women finding a job in manufactur ing came from 
other pa r t s of the indust r ia l sector or agricul ture in 1995 
than in the case of men, while women were more likely to 
move from indust ry or agricul ture into banking and insur
ance t han from advanced services. Secondly, women were 
also more likely to enter education and, even more so, hea l th 

Labour flows between sectors 

To assess the scale of flows between pairs of NACE 
1-digit sectors some adjustment needs to be made for 
their relative size in terms of employment. For 
example, in the agriculture and industry group, manu
facturing accounted for well over half of employment 
in 1995. It is only to be expected, therefore, that a 
comparatively small proportion of the men and women 
entering manufacturing would come from other sec
tors in the group. 

To adjust for this and to give a more meaningful 
indication of the relative scale of movements, the 
relative number entering a given sector from any of the 
three groups distinguished in the text (agriculture and 
industry, basic services, advanced services) can be 
related to the latter's share in total employment, ad
justed where relevant to exclude from the total the 
number employed in the former sector (ie for any given 
sector i, the ratio Fg/Ft is expressed as a ratio of Ε^Έα-ί) 
where F g is the flow into sector i from the sectors in 
group g, Ft is the total inflow from other sectors, Eg is 
the number of employees in group g and E(t-i) is total 
employees less the employees in sector i). The ratios 
are then converted into percentages to show the 
relative proportions of new entrants who come from 
the different groups, effectively weighted for their 
differential size. If, therefore, there was an even move
ment between sectors, then the proportions of men and 
women entering a given sector from the three groups 
(as shown in Graphs 4 and 5) would be a third in each 
case. 
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β Sectoral inflows of men and women employees by 

age, 1995 
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care from basic services t h a n from advanced services. 

Thirdly, in contrast to men, proportionately more women 

taking up a job in the personal and other service sector were 

previously employed in basic services than in advanced 

services, suggesting t ha t the typical na tu re of the job was 

somewhat different (though there is little difference in the 

average level of education a t t a inmen t of men and women 

working in this sector). 

In general, the overall conclusion to be drawn from this 

analysis is tha t it appears to be easier for someone employed 

in services to find a job in expanding activities, which are 

predominantly other service sectors, than someone employed 

in industry and tha t it seems slightly easier for women to 

move from declining sectors into other areas than men. This 

confirms the observation tha t those losing their jobs in declin

ing i ndus t r i e s , especially older male m a n u a l workers , 

irrespective of their skill level, in many cases have acute 

difficulty in finding alternative employment elsewhere. 

Sectoral flows by age 

The average age of those taking up work in the different 

sectors is far from uniform. As indicated above, a dispropor

t i o n a t e n u m b e r of people mo v in g from i n a c t i v i t y or 

unemployment tend to find jobs in basic services and in 

distribution, hotels and res taurants , in particular. A high 

proportion of these are young people, significant numbers of 

whom, as also noted above, then move to jobs in other sectors 

at a later stage of their careers. 

A high proportion of people s tar t ing work in any particular 

sector tend to be young, many of them coming from school or 

college. In 1995, 39% of men and 36% of women taking up 

employment across the Union as a whole in the different 

sectors considered together were under 25. Over half the men 

entering distribution, hotels and res tauran ts in the Union in 

1995 were in this age group and almost half the women 

(Graph 6). Similarly, despite the fact tha t they are declining 

sectors, jus t under 40% of men finding jobs in manufacturing 

and agriculture were also under 25, though the proportions 

were somewhat lower for women (partly because of inflows 

into these sectors among women in slightly older age groups 

who had interrupted working careers because of family re

sponsibilities). 

On the other hand, under 30% of men and under 25% of 

women taking up employment in public administrat ion were 

under 25 and only around 30% of both men and women finding 

jobs in personal and other services were in this age group. 

As a result, in 1995,31% of all men under 25 star t ing employ

ment having been a t school or college and 36% of all women 

went into distribution, hotels and res taurants , around twice 

the proportion of men and women actually employed in these 

sectors (Graphs 7 and 8). By contrast, only around 4% of 

people in this age group went from education into public 

administrat ion, under half the share of total employment in 

this sector. 
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While most of the young people taking up jobs in 1995 had 

previously been inactive or unemployed, a significant number 

had been working in another sector. Indeed, the proportion of 

both men and women moving between sectors who were under 

25 was around twice their share of total employment. Em

ployees, therefore, are far more likely to change jobs when 

they are young t han when they get older. 

Sectoral turnover 

in Member States 

Jus t as there are large differences in rates of turnover be

tween sectors, so too do they vary almost as much between 

Member States. In Denmark and Spain, around 16% of male 

employees (just under in the former, jus t over in the latter) 

and 1920% of women in 1995 had s tar ted working in a 

particular sector during the preceding year (Graph 9). In 

Finland, the proportions were even higher at almost 19% for 

men and almost 2 1 % for women. (In these three countries, 

therefore, overall ra tes of labour turnover, including move

ments within sectors, were probably around 1 in 5 for men 

and 1 in 4 for women.) 

At the other extreme, however, the sectoral turnover ra te in 

Belgium was only around 6% for men and under 8% for 

women, while in Luxembourg, the rate for men was even 

lower, though for women, it was significantly higher at 11%. 

Rates were also well below average, both for men and women, 

in Germany, Greece and Portugal (in each case, under 10% of 

men and under 12% of women working in a given sector 

having started during the year before the survey). Of the other 

four countries for which data are available, turnover ra tes 

were slightly above average in France, the UK and the 

Netherlands and slightly below average in Ireland, especially 

for men. 

In all Member States without exception, turnover among 

women was higher t han for men, in most cases because of the 

larger relative number moving from a period of inactivity into 

employment. In Denmark, Ireland, Luxembourg, the Nether

lands, Finland and the UK, the difference in this regard was 

3 percentage points or more. On the other hand, in Belgium, 

Greece and Portugal, the difference was very much less and 

the main reason for higher rates of turnover was the larger 

number of women moving from being unemployed into work. 

The source of high ra tes of labour turnover, however, differs 

between countries and in some degree means tha t the overall 

ra te can be misleading as an indicator of labour marke t 

flexibility. In Spain, the high ra te is due entirely to the large 

number of both men and women moving into work after being 

at school or college or after being unemployed, and the ra te of 

movement between sectors is much lower than average (only 

around 2% of employees in the case of both men and women). 

The same is t rue in Ireland, where the overall ra te is only jus t 

below average but where much smaller relative numbers of 

men and women employees than average tend to change 

sectors each year. On the other hand, in Portugal, a relatively 

low rate of labour turnover conceals a slightly higher than 

average rate of mobility between sectors, a t least for men 

(though for women, the ra te is below average). 

In both the former two countries, and especially in Spain, the 

high ra te of labour turnover reflects the high ra te of unem

ployment and the relatively large numbers of unemployed 

who are, therefore, available to move into a job. This is also 

the case in Finland. Accordingly, in these three countries, it 

is to be expected t ha t a higher proportion of people available 

for recrui tment would be unemployed than in countries where 

unemployment is lower and where correspondingly, for the 

same rate of job turnover, a higher proportion of those avail

able to be recruited would already be working. This would not 

be a problem if the data included people moving between jobs 

in the same sector. The fact t ha t they do not means tha t the 

scale of labour turnover is liable to be underes t imated in 

countries with low ra tes of unemployment (where labour 

movement is more likely to take the form of flows betweenjobs 

than flows from unemployment into work) relative to those in 

which unemployment is higher. 

At the same time, a high rate of unemployment does not 

necessarily mean a high rate of labour turnover. The fact tha t 

there are large numbers of people looking for work does not 

in itself lead to increased demand for labour (though it may 

set in motion processes which have this result), still less to an 

increased demand for those who are unemployed. Jobs still 

need to be created for the unemployed to move into. In Bel

gium, for example, a higher ra te of unemployment than 

average among women in 1995 was combined with a relatively 

small number of women entering employment after being out 

of work. Correspondingly, women unemployed in Belgium 

tended to be out of work for a longer period of t ime than 

elsewhere in the Union and the ra te of longterm unemploy

ment (those looking for work for a year or more) was well 

above average. Conversely, in Finland, though the ra te of 

9 Sectoral inflows of men and women employees in 

Member States, 1995 
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unemployment among women was well above the Union aver
age (and indeed, the rate in Belgium), the proportion who had 
been out cf work for a year or more was much less (32% as 
opposed to 50% — and 64% in Belgium) and the rate of 
long-term unemployment was relatively low. 

Although the rate of entry into work from inactivity tends to 
vary less between countries, marked differences, neverthe
less, exist across the Union. In Denmark, in particular, the 
high rate of labour turnover among men results predomi
nantly from relatively large number of employees in 1995 who 
were inactive the year before. A large proportion of these were 
under 25, reflecting the significant number of young people 
who work while they are at college or university, usually on a 
part-t ime basis, and who might be temporarily employed a t 
the time of the survey but not a year earlier. At the same time, 
however, the proportion of male employees aged 25 and over 
who were inactive the year before was also higher than in all 
other Member States , apar t from Finland, which partly re
flects the greater prevalence of temporary periods of absence 
from work, for child care or training, in particular, in these 
two countries than elsewhere. 

The scale of movement from inactivity into employment 
among women also reflects the number who interrupt work
ing careers because of family responsibilities, especially 
among those of 25 and over. It is affected, however, not only 
by the number of working mothers, which tends to increase 
it, but also by the child care ar rangements in operation, which 
tend to reduce it. The rate of inflow into jobs among inactive 
women is, therefore, relatively low in countries where com
paratively few mothers work and where child care is less of a 
problem, such as Belgium and Greece (in the latter, because 
of extended families), and relatively high in countries where 
a large proportion of mothers work and child care is less 
available, such as the UK. It is also low in Portugal, which is 
similar to Greece but where large numbers of mothers work, 
and Ireland, which is similar to the UK, but where compara
tively few women are employed. 

The size of inflows from inactivity into jobs is, therefore, a 
somewhat uncertain indicator of the extent of labour market 
flexibility. It is affected not only by the ease or difficulty of 
those who are inactive finding work, but also by the number 
of women who have to interrupt their working careers because 
of caring responsibilities. The fact tha t many women may 
have to stop working because of a lack of child care facilities, 
with similar numbers looking to s ta r t again after taking care 
of their children, can hardly be regarded as an unambiguous 
sign of a high degree of flexibility. 

The scale of movement between sectors is a less ambiguous 
indicator, though, as noted above, it may tend to be less in 
those countries where unemployment is relatively high and 
where there is a greater possibility than elsewhere tha t people 
experience a spell without work before moving into a new job. 
The prime potential example of this is Spain, where as noted 
above, the high rate of turnover recorded is due entirely to 
high unemployment and where flows between sectors both for 

men and women are significantly less than in most other 
Member States . This is also the case in Ireland where the 
proportion of employees moving from one sector to another in 
1995 was less than half the Union average. In these two 
countries, therefore, the relatively low movement of labour 
between sectors does not necessarily signify tha t the propor
tion of people changing the sector of activity in which they 
work is less than elsewhere, only tha t there is less tendency 
for them to do so directly. To check whether correspondingly 
more people in these countries than elsewhere experience an 
intervening period of unemployment while moving between 
sectors would, however, require data on both the job in which 
people worked before becoming unemployed and the job they 
moved into (which the LFS does not provide but which the 
Household Panel mentioned above might do). 

Less ambiguously, the ra te of movement between sectors was 
also low in Belgium (lower than anywhere else in the Union 
in all but the youngest age group), Greece and Luxembourg 
among men as well as women, all countries where both the 
flow of labour from unemployment into jobs and overall ra te 
of labour turnover was low. 

Similarly, the relative number of men and women moving 
between sectors in 1995 was higher than average in Finland, 
France, the Netherlands and the UK, while in Denmark, it 
was relatively high for men but only around average in the 
case of women, all countries where overall labour turnover 
was also above average. 

The pat tern of 
sectoral flows in Member States 
The relative ra tes of labour turnover in different sectors of 
activity are remarkably similar across Member States. In all 
countries, apar t from Ireland, the rate of turnover of male 
employees in agriculture was greater than average in 1995 
and in all countries, without exception, the ra te in hotels and 
res taurants was above tha t in the rest of the economy, as it 
was everywhere in distribution apar t from Finland. Equally, 
turnover in banking and finance and public administration 
was well below average in all Member States . Much the same 
is t rue of women, except for Luxembourg, where, because of 
the small numbers involved, the data become of questionable 
reliability. 

Sectoral turnover 
by age group in Member States 
While young people under 25 account for a disproportionate 
share of labour movements (ie in relation to their share of 
employment) in all Member States, the size of this varies 
significantly across the Union. In Denmark and Ireland, they 
accounted for around half of all men and women employees 
who took up a new job in 1995, and in Belgium and the 
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Netherlands, for only slightly less than this, while in Spain, 
Portugal and the UK, they accounted for 40% or more (Graph 
10). On the other hand, in Germany and France, the figure 
was under third for both men and women and in Finland, only 
around a quarter. 

Slightly different conclusions as to the relative scale of labour 
turnover are, therefore, likely to emerge if different age 
groups are considered separately. This is done below. 

Men and women, 15-24 

For young people under 25, the highest rates of labour turn
over are to be found in Finland, France, Spain and Denmark, 
where, in each case, in 1995, over 40% or more of men em
ployees had either been not working the year before or been 
employed in a different sector (over 50% in Finland) and over 
45% of women (Graphs 11 and 12). In the two former coun
tries, these high rates in part reflect the comparatively small 
number of people under 25 in employment (under 30% of the 
15 to 24 age group as against an average for the Union of 37%) 
so that there is a greater chance than elsewhere of those that 
are employed having been in education the previous year. 
This, however, is not true of Spain or Denmark, where in the 
former the high rate largely reflects the large numbers of 
unemployed as noted below. In Denmark, a high rate of 
movement from inactivity into work combined with the hig
hest proportion of young people in employment in the Union 
(66%) suggests that there are relatively large flows in both 
direction (from employment, often part-time in practice, into 
inactivity as well as the reverse). At the other extreme, in 
Germany, Portugal and Luxembourg, turnover was well 
below 30%. 

In all countries except Spain for both men and women and 
Greece for women, people leaving school or college and start
ing work account for the greater part of turnover, in Denmark 
and Germany, for more than two-thirds. Comparatively few 
young people in these two countries, therefore, become unem
ployed. In Spain, however, most of the young people taking up 
jobs had previously been unemployed (over a quarter of all 
young people in employment in 1995 had been unemployed 
the previous year), reflecting the temporary nature of many 
jobs in Spain as well as the high proportion of young people 
who go straight from education or initial training into unem
ployment. The proportion of young people going from 
unemployment into work was also relatively high in Greece 
(especially for women), France and Finland (especially for 
men), in all cases reflecting the high rates of youth unemploy
ment in these countries. (It should be reiterated here that the 
meaning of unemployment in this context is open to question 
and may well vary from country to country, insofar as it 
depends on individual respondents' subjective view of their 
status one year earlier rather than being strictly in line with 
international conventions.) 

Movements of young people between sectors, though more 
important than for older age groups, is, nevertheless, a com
paratively small source of labour turnover in most countries. 

In five Member States — Belgium, Germany, Greece, Spain 
and Ireland — 5% or less of men and women employees in 
1995 had been working in a different sector the year before. 
By contrast, in the Netherlands and the UK, the figure was 
over 10%, which suggests greater mobility between activities, 
though in part reflects the relatively large number of young 
people in education or training in these two countries who 
have part-time jobs (which may be completely different from 
the jobs they take up when starting full-time work). 

Men and women, 25-49 

The same countries with high labour turnover among young 
people also tend to have high rates of turnover of people in the 
25 to 49 prime working-age group. In Finland, over 16% of 
male employees and 20% of women in 1995 had not been in 
their current job a year earlier, well above the figures in other 
parts of the Union, most of them having been unemployed or 
inactive (Graphs 13 and 14). 

For men, high rates of labour turnover are also evident in 
Spain, Denmark, and France — 11-12% in each case in 1995 
— again much higher than in the rest of the Union, where the 
next highest rates were around 8% — in Germany, the 
Netherlands and the UK. By contrast, in Belgium and Lux
embourg, only around 4% of male employees had not been 
working in a given sector the year before. 

For women, the highest rates of turnover, other than in 
Finland, are also found in Spain, Denmark, France, at around 
16% of employees in 1995 in the first and 14% in the other 
two. In this case, however, the rate in the UK is only margi
nally below and in the Netherlands not too much less (1272%). 
As for men, the rate is lowest in Belgium, with only 5% of 
women not being in their present jobs the year before, though 
in Luxembourg, it is closer to that in other Member States, at 
around 9%, slightly higher than in Greece and Portugal. 

10 Proportion of labour inflow accounted for by 
broad age groups, 1995 
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11 Sectoral inflows of men aged 15-24 in Member 

States, 1995 
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13 Sectoralinflows of men aged 25-49 in Member 

States, 1995 
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14 Sectoral inflows of women aged 25-49 in Member 

States, 1995 
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The breakdown of labour flows between those who had been 

unemployed or inactive or working in a different sector varies 

almost as much between countries as the overall scale. In 

Spain, most of both the men and women moving into jobs in 

1995 had been unemployed the year before, as had a substan

tial proportion of those in Finland, France and, in the case of 

men, Ireland and, in the case of women, Denmark and Greece. 

A higher proportion of men in both Denmark and Finland 

than elsewhere had been inactive one year earlier, reflecting 

in par t the significant numbers still in education beyond the 

age of 24 in these two countries, in part the relative prevalence 

of schemes for periods of leave (for t raining and child care, in 

particular). A comparatively high proportion of women em

ployees had also been inactive in these two countr ies , 

especially in Finland, though the proportion was also above 

average in Ireland and the UK, partly because of the substan

tial rise in labour force participation in the former and the 

relatively large numbers of women interrupt ing working 

careers for family reasons in the latter. 

The scale of movement between sectors was also relatively 

high in Denmark and Finland, at least for men, around 6% of 

employees changing sectors in the year before the 1995 sur

vey, and it was around 5% in France and the Netherlands. By 

contrast, in Belgium and Ireland, it was under 2% and in 

Spain and Greece, only slightly higher. For women in this age 

group, the relative size of movement was similar between 

countries, with the exception of Denmark, where the propor

tion was marginally less than average, and the UK, where it 

was significantly above average (it was around average for 

men). In Belgium, Greece, Spain and Ireland, few women tend 

to change the sector in which they work. 

Men and women, 

50 and over 

Labour turnover 

and labour market regulation 

The potential effect of labour marke t regulation on job turn

over is likely to show up most markedly in respect workers of 

25 and over, who have been employed long enough in their 

jobs to be covered by employee protection measures , which 

restrict the ability of companies to adjust their work forces 

through redundancy or raise the cost of doing so. In practice, 

there is little correlation between ra tes of turnover as esti

mated here and the severity, or laxity, of protection against 

dismissal (as assessed by OECD in its Jobs Study, published 

in 1994 — see Pa r t II, Table 6.5), which might be expected to 

affect the willingness of employers to take on workers. Spain, 

for example, which has one of the highest ra tes of labour 

turnover also has one of the severest systems for protecting 

workers against dismissal, while Finland with the highest 

ra te is also judged to have an above average degree of severity 

(Graph 17). Equally, Belgium with the lowest turnover in the 

Union has below average restrictions on dismissal, though 

Greece and Portugal which also have low rates of turnover 

have relatively restrictive protection schemes. 

This does not necessarily mean tha t labour marke t regula

tions have no effect on labour turnover — though the effect 

may well have been overstated by some — but tha t they may 

affect it in a different way t han often assumed. Tight restric

tions on dismissal need not deter employers from hiring new 

people, but they may alter the way they do so, in particular, 

by encouraging them to take them on under fixedterm con

tracts. This, paradoxically, would tend to increase the ra te of 

labour turnover ra ther than reducing it. It is noteworthy in 

this context tha t Spain has the highest proportion of people 

employed on temporary contracts in the Union (33% of men 

in 1995), while Finland has the second highest ra te (13V2% for 

men). More relevantly perhaps, almost 90% of men in Spain 

The relative level of labour turnover among those of 50 and 

over across the Union is somewhat different than for younger 

age groups. For men, though Finland, France and Spain have 

the highest levels (7% or more of employees in this age group 

in 1995) and Belgium and Luxembourg the lowest levels, the 

level in Denmark is below average and in the UK, above 

average (Graph 15). For women, the level is again relatively 

high in France and Spain, but in Finland as well as Denmark 

and the UK, it is below average (Graph 16). Ireland, however, 

had the highest ra te in 1995, largely because of the significant 

number of women even in this age group moving from inac

tivity into work (8% of employees were inactive the year 

before). 

As would be expected, the ra te of movement between sectors 

tends to be low in most Member States, at 2% or below, but 

there are exceptions. In France, some 4% of men employees 

and 5% of women changed the sector in which they were 

working in the year before the 1995 survey, while in Finland, 

the figure was similarly high for men. 

17 Sectoral inflow and protect ion against dismissal 

of men aged 2549 in Member States, 1995 
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in this age group (and about the same proportion of women) 
moving from unemployment into a job in 1995 went into one 
with a fixedterm contract, while in Finland, the figure was 
around 55% (and almost 80%. in the case of women) and in 
France, about the same (see Employment in Europe, 1996, 
Part 1, Section 4). On the other hand, the relative number of 
men (and women) in this age group on a fixedterm contract 
was lower in Belgium and Luxembourg than anywhere else 
in the Union. 

Restrictions on dismissal might, therefore, have the effect of 
increasing the number of people employed on temporary con
tracts and, accordingly, the rate of labour turnover, contrary 
to received wisdom. It could also result in the development of 
a dual labour market with established employees enjoying a 
high degree of protection against losing their jobs, especially 
in expanding areas of the economy, and others having little or 
none. This is not necessarily the most desirable or efficient 
way of increasing labour market flexibility. 

Labour t u r n o v e r o v e r the cyc le 

While rates of labour turnover reported above for 1995 are not 
too different from those for earlier years, at least in terms of 
relative levels, absolute levels are, nevertheless, affected by 
underlying economic conditions. Inflows into employment 
tend to decline during periods of recession and of little or no 
net job creation and to increase during periods of upturn and 
job growth. The interest from a policy perspective concerns 
the size of these variations, especially in relation to variations 
in the scale of job losses, since this determines both the 
number of new jobs that are potentially being created for those 
looking for work — the unemployed, schoolleavers and 
women who have interrupted working careers for family rea
sons — and the extent of structural change which is occurring 
in response to economic developments. 

In order to examine changes in labour turnover over the most 
recent economic cycle — and in order to minimise the poten
tial effect of data errors — the years before 1995 have been 
divided into two subperiods: 1987 to 1990, which were years 
of employment growth in most Member States, and 1991 to 
1994, which in most cases were years of recession and little 
growth or declining employment. (In the case of the latter 
period, however, 1993 has been excluded because of data 
problems arising from the change in the NACE classification 
of sectors which occurred in that year. In addition, the ana
lysis here of sectoral shifts is confined to movements between 
9 rather than 13 sectors of activity because of the revision to 
the NACE classification system in 1993. The effect of this is 
to reduce movements between sectors by under V2 percentage 
point for men over the Union as a whole, but by just over 
V2 percentage point for women because of the increased dis
aggregation of services which are far more important for 
women as a source of employment than for men.) 

Flows into and out 

of employment in the Union 

Over the years 1987 to 1990 inclusive, when employment of 
men grew by an average of just under l'/2% a year in the 
Member States for which data on turnover are available on a 
reasonably consistent basis (ie the 12 Member States con
sidered above, excluding Finland, the Netherlands and 
Germany, the latter because of the significant effect of unifi
cation in the years from 1991 on), the average rate of entry 
into employment from unemployment and inactivity was just 
under 8'/2% (ie an average of 8V2% of employees in each year 
had been unemployed or inactive a year before), about half 
from unemployment and half from inactivity (Graph 18). By 
implication, the average rate of exit from employment, either 
because of loss of job, retirement or other reasons for stopping 

18 Inflows and exit rates of men in Member States 
with above average rates, 198795 
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working, was around 7% a year (again expressed in relation 

to employees in each year). 

Over the period 1991 to 1994, the r a t e of inflow of men from 

inactivity and unemployment into work fell to an average of 

jus t over 7'/2% a year in the 9 Member S ta tes ( the fall being 

concentrated on those who were previously unemployed). 

The average ra te of exit increased to almost 9% a year so 

t ha t employment declined at an annua l ra te of over 1%. The 

fall in the number in work, therefore, was due more to a rise 

in job losses than to a reduction in new jobs being created. 

In 1995, the first year of recovery in employment, the r a t e 

of inflow into jobs increased to 9% while the ra te of exit fell 

to j u s t under 8% and the number of employees in work, 

therefore, went up by over 1% for these 9 countries (slightly 

more t h a n in the Union as a whole because of the exclusion 

of Germany and Italy, countries where employment fell in 

1995). In th is case, therefore, the growth in employment was 

more a resul t of increased inflows t h a n lower outflows, 

which may indeed be symptomatic of a year of t ransi t ion 

from recession to up tu rn . 

For women employees, the picture is similar. Dur ing the 

years 1987 to 1990 inclusive, the ra te of inflow into employ

ment from inactivity and unemployment averaged 12% for 

the 9 Member S ta t e s ( the inflow from inactivity being 

around twice t ha t of the inflow from unemployment) (Graph 

19). The ra te of exit averaged 9V2% so t h a t the number 

employed grew by 2'/2% a year. In the period 1991 to 1994, 

the r a t e of inflow fell to j u s t over 11% a year (in contrast to 

men, the fall being concentrated on those moving from 

inactivity) and the ra te of exit rose to jus t over 10V2%. The 

number employed, therefore, went up by only V2% a year. As 

for men, the decline in the growth of employment resul ted 

more from an increase in women leaving jobs t h a n from a 

fall in inflows, but the difference was much smaller. 

In 1995, the ra te of inflow of women into work rose only 

slightly to jus t under llV2%, entirely because of more of those 

unemployed finding jobs, while the ra te of exit declined to 

10%, so tha t the number in employment increased by lV2%. 

For women, therefore, for whom the change in underlying 

employment conditions was less marked than for men, the 

higher growth of employment was due predominantly to fewer 

leaving jobs r a the r than more taking them up. 

Flows into and out 

of employment in Member States, 1987-95 

The same kind of variation in flows into and out of employ

ment with economic activity is evident in a number of Member 

States but by no means all. In the two countries where the 

change in employment performance between the late 1980s 

and the early 1990s was most pronounced, Spain and the UK, 

the average ra te of inflow of men into jobs from unemployment 

and inactivity declined by 1 percentage point between the 

earlier and later periods (in Spain, because of fewer of the 

unemployed finding work, in the UK, more because of fewer 

of the inactive — ie schoolleavers — obtaining a job) (Graph 

18). Similarly, in Luxembourg, where the change was less 

marked, the ra te of inflow also fell in the later period, though 

only slightly. In all three cases, the ra te of exit from employ

ment increased by even more, contributing most to the decline 

in the number employed during the recession years (Graph 

20). In all three countries, but especially the former two, 

inflows increased in 1995 as recovery occurred and exits 

declined significantly (in the UK and Luxembourg, by more 

than the rise in inflows, in Spain, by slightly less). 

By contrast, in France and Portugal, which also experienced 

a reduction in employment in the years 1991 to 1994, the ra te 

of inflow of men into jobs was higher in this period than in the 
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earlier one, if only marginally, as in both cases more of the 
inactive found work (the flow from unemployment into work 
falling in each country). The proximate reason for the fall in 
employment was, therefore, a marked increase in the number 
of job losses. In 1995, however, as employment rose in France, 
inflows also increased significantly (by about as much as exits 
declined). In Portugal, a continuing fall in employment was 
associated with a further slight fall in inflows. 

In the other countries, apart from Germany, where there was 
less of difference in employment performance between the two 
periods, there was in most cases little difference in the rate of 
inflow. The one exception is Denmark, where inflows of men 
increased sharply in the period 1991 to 1994, largely because 
of more of the unemployed finding jobs. This was matched, 
however, by a similar increase in the number leaving employ
ment, so that there was a greater turnover of jobs. Here, as 
well as in Ireland, a large rise in employment of men in 1995 
was associated with a marked increase in the number of 
inactive finding work. 

In Germany, where employment of men declined during the 
1990s, any effect of this on the rate of inflow into jobs was 
offset by the impact of unification which resulted in a marked 
increase in labour turnover, as both the number of men 
moving into work and those losing their jobs rose significantly, 
especially in the former East German Länder. 

For women, the Member States showing the biggest changes 
in net job creation between the two periods, if Germany is left 
out of account, were again Spain, the UK and Portugal. In the 
two former countries, inflows into employment declined sub
stantially, in Spain because of fewer of the unemployed 
finding work, in the UK, because of fewer of the inactive 
moving into jobs (the same as for men) (Graph 19). The rate 
of outflow of women from jobs also increased, much more than 
the rise in inflows in Spain and slightly less in the UK. The 
growth in the employment of women in 1995 was compara
tively small in the UK, and inflows increased only slightly, 
while in Spain, though it was much larger, inflows also rose 
only slightly. 

In Portugal, unlike for men, the rate of inflow of women into 
jobs also declined in the early 1990s, though by less than in 
the former two countries, and the larger number of women 
leaving employment was the main reason, as in Spain, for the 
fall in the number in work (Graph 21). 

In Greece, there was also a significant reduction in net job 
creation for women in the 1990s and. as in Spain and the UK, 
inflows into employment fell markedly, largely because of 
fewer inactive women taking up jobs. Moreover, the recovery 
in employment in 1995 saw an equally large rise in inflows, 
though reflecting more of the unemployed rather than more 
of the inactive finding work. 

In the other countries, the effect of underlying employment 
conditions on labour flows was less marked. In Denmark, as 
for men, increased numbers of women moved into jobs in the 

early 1990s, despite a decline in employment, and more 
women left jobs. In Ireland, a higher rate of growth of employ
ment during this period was accompanied by a slight 
reduction in inflows of women into work, as it was in Belgium. 
In Germany, because of unification, inflows increased signifi
cantly, though outflows rose by even more. 

Flows in to employment 
by age group , 1987-95 
Men and women, 15-24 
The rate of inflow of young people under 25 into employment 
seems to be only slightly affected by underlying economic 
conditions. Over the period 1991 to 1994, the average propor
tion of men and women employees under 25, in the 9 Member 
States for which comparable data are available, who had been 
either unemployed or inactive the year before, was much the 
same (at around 28%) as over the preceding four years of 
growth (Graphs 22 and 23). This, however, is deceptive since 
markedly fewer people under 25 had jobs in the later period 
than in the earlier one (in the case of men, 15% fewer, in the 
case of women, 13% fewer). Given the increased numbers 
unemployed, the chances of someone moving from unemploy
ment into work were, therefore, significantly less in the 
recession than the growth years. 

This seems to have been the case in all Member States. 
Indeed, in most cases, the proportion of employees who had 
been unemployed a year earlier during the period 1991 to 
1994 was less than over the previous four years, except in 
countries where underlying employment conditions diverged 
from those in the rest of the Union — such as in Greece for 
men and Luxembourg for women — or where special circum
stances prevailed — such as in Germany after unification and 
Denmark, where policy effort was directed at providing jobs 
for the unemployed. In most countries, recovery of employ
ment in 1995 has seen some increase in inflows of young 
people into employment. 

At the same time, in most Member States, there is evidence 
of a trend increase in the relative number of young people in 
jobs who had been inactive — ie in education or initial training 
— the year before, which is a direct consequence of the 
reduced numbers of people under 25 in employment and the 
corresponding increased tendency for them to remain longer 
in education. This trend is particularly marked in Denmark, 
France and Ireland. 

Men and women, 25-49 

The effect of underlying economic conditions on inflows into 
employment is more marked for those in the 25 to 49 age 
group. In the 9 Member States as a whole, the proportion of 
male employees in this age group who had been unemployed 
a year before fell from almost 3'/2% to just over 3% between 
the period 1987 to 1990 and the recession years 1991 to 1994, 
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implying a significantly bigger reduction in the chances of the 
unemployed finding a job (Graph 24). 

This feature was common to most parts of the Union. In all 
Member States, which experienced a contraction of economic 
activity in the early 1990s, except France, the flow from 
unemployment into work for men in this age group declined 
as compared with the growth period of the late 1980s, the fall 
being especially marked in Spain and Portugal, where the 
contraction in activity was larger than elsewhere. Denmark 
and Germany were the only countries where the flow from 
unemployment increased, in the latter, reflecting unification 
and in the former, the increase in labour turnover. 

The recovery in male employment in 1995, which was wide
spread across the Union (though in some cases, Portugal and 
Germany, it took the form of a reduction in the rate of decline 
ra ther than growth as such) was associated with increased 
flows from unemployment into work in most Member States . 

In most Member States as well, there are signs of a trend 
increase in flows of men from inactivity into work, reflecting, 
in part, as for the younger age group, the parallel t rend 
towards longer participation in education. 

For women in the 25 to 49 age group, changes in the scale of 
flows from unemployment into work between the growth and 
recession periods are less marked, in part because employ
ment of women has tended to be more stable than tha t of men. 
In the 9 Member Sta tes taken together, the rate of flow from 
unemployment into jobs declined only slightly between the 
two periods (Graph 25). 

Nevertheless, in most of the countries where net job creation 
for women was less in the later period than the earlier one — 
the UK, Spain and Greece, in particular — the inflow from 
unemployment also fell. The only exceptions, apar t from Ger
many, are Denmark and Portugal. In all the countries where 
net job creation was higher in the 1990s than in the 1980s — 
Luxembourg, Belgium and France — the inflow from unem
ployment was also higher. 

The recovery in employment in 1995, however, to the extent 
tha t it occurred (which was not the case in Luxembourg and 
Portugal, while growth was lower in Belgium), had a less 
systematic effect on the flow from unemployment into work 
than in the case of men. For the 9 Member Sta tes as a whole, 
fewer female employees in 1995 had been unemployed the 
year before than over the preceding period, as was also the 
case in Greece, France, Spain and (if only marginally) the UK, 
while in Portugal, the proportion was higher despite the fall 
in the employment of women. 

While inflows of women in this age group into jobs were higher 
in most Member States in 1995 than they had been in the 
recession years (though much less higher than for men), this 
was due predominantly to more women who had previously 
been inactive moving into employment than to more of the 
unemployed finding work. 

In general, there is evidence of a similar t rend towards in
creased inflows from inactivity into employment as for men, 
though on a larger scale, reflecting the tendency for more 
women of prime working age (and also of child-bearing age) 
to join the labour force — though equally for increasing 
numbers of women to leave employment each year (in the 
period 1987-90, an average of 3'/2% of women employees aged 
25 to 49 left their job each year; in 1995, the figure was 6'/2%). 

Men and women, 50 and over 

A similar tendency is apparent for inflows of men aged 50 and 
over into employment to vary over the cycle as for younger age 
groups, though for women, it is much less evident. In most 
Member States , the ra te of flow of men from unemployment 
into jobs was less in the recession years than in the growth 
period, though paradoxically the flow from inactivity was 
higher, but it should be emphasised tha t the figures are small 
(Graph 26). For women, there are as many countries where 
flows from unemployment and overall employment growth 
moved in opposite directions over the two periods as ones 
where they moved similarly, though in general flows from 
inactivity moved in the same direction as employment growth 
(Graph 27). 

In 1995, there was a rise in the flow of men in this age group 
from unemployment into work in all Member States, but for 
women the rise was less widespread. At the same time, 
movements of women from inactivity into jobs declined in all 
countries, except Ireland (which is clearly a special case) and 
France. 

Sectoral shifts 
by age group, 1987-95 
The effect of fluctuations in economic activity on the scale of 
labour movement between sectors is not straight-forward to 
predict. On the one hand, since recession tends to affect 
sectors in long-term decline much more than expanding ones 
— industry more than services — an increase in job losses in 
the former during a recession would be expected to lead to 
more people looking to take up work in growth areas. On the 
other hand, the ra te of creation of new jobs even in expanding 
sectors, though not necessarily all, will tend to fall at such 
times so tha t there would be fewer jobs to move into. Conver
sely, during periods of upturn, the rate of new job creation is 
likely to increase, making it easier for those contemplating 
moving from their present job to do so. 

In practice, no uniform tendency is evident for the ra te of 
movement between sectors to decline during recession and 
increase during upturn. 

Men and women, 15-24 

For young people under 25, for whom job changes are more 
common than for others in work, some effect of the cycle on 
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shifts between sectors is evident in the majority of countries 
but by no means all. For men under 25, the proportion of 
employees changing sectors generally declined during the 
recession years of the early 1990s as compared with the 
preceding growth period. In the 9 Member States as a whole, 
an average of just over 7% of young men in employment during 
the years 1987 to 1990 had worked in a different sector one 
year previously. In the period 1991 to 1994, the figure fell to 
6%, rising to almost 7% again in the recovery of 1995 (Graph 
28). This pattern of variation, however, was not common to all 
countries. In Spain, Portugal and Luxembourg, the proportion 
moving between sectors increased during the recession 
(though only marginally in the first case), and in Denmark 
and France as well as Spain and Luxembourg, the scale of 
sectoral movements failed to rise with the 1995 recovery. (In 
Denmark, it is worth noting that the significant increase in 
inflows into employment from unemployment and inactivity 
during the 1990s was accompanied by a large decline in 
sectoral shifts, not only for young men but also, as shown 
below, for all other groups of employees.) 

For women employees under 25, the proportion moving from 
one sector to another fell in the 9 Member States taken 
together by much the same extent as for men between the 
growth and recession periods, but this was entirely due to the 
significant changes in three countries, the UK, France and 
Denmark (Graph 29). In the other Member States, apart from 
Germany and Portugal, the rate of movement changed rela
tively little, and mostly in the opposite direction to the change 
in net job creation. Moreover, only in the UK and Ireland was 
the increase in net job creation in 1995 accompanied by a rise 
in sectoral shifts. 

Men and women, 25-49 

Little tendency is evident for shifts of either men or women 
in the 25 to 49 age group to vary over the cycle. For both, the 
proportion moving between sectors increased slightly rather 
than declined during the recession years of the 1990s in the 9 
Member States as a whole and then fell in 1995 as employ
ment grew (Graphs 30 and 31). Only in the UK and Denmark, 
was there any substantial fall in the scale of movements in 
the period 1991 to 1994 as compared with the years 1987 to 
1990, and in the latter, there was little difference in net job 
creation for men between the two periods. In Portugal and 
France, shifts of men between sectors increased significantly 
during the recession, as they did for women, despite very 
different underlying employment conditions for women in 
France during this period (employment rose by more than in 
earlier years). 

In 1995, sectoral flows of both men and women in France and 
Spain declined as employment grew, though they increased 
in Ireland and Denmark where net job creation also rose. 

Men and women, 50 and over 

There is also little sign of any systematic relationship between 
sectoral shifts for employees of 50 and over and underlying 

economic conditions. The rate of movement of men increased 
progressively between 1987 and 1995 in four Member States 
— Portugal, Greece, Ireland and the UK — and declined 
progressively in three — Belgium, Denmark and Spain 
(Graphs 32 and 33). It also increased for women in Portugal, 
Greece and Ireland, but declined in the UK, as in Spain. 

Concluding remarks 
From the evidence on people taking up jobs in the various 
sectors of activity, the rate of labour turnover in the Union 
appears to be relatively high. Even leaving aside changes in 
jobs within sectors, around 1 in 8 men and 1 in 7 women in 
1995 had been in their present employment for a year or less. 
The situation, however, varies a good deal between sectors — 
the rate of turnover tending to be higher in the lower skill, 
faster growing sectors, such as hotels and restaurants — and 
between Member States. Turnover rates are highest in Fin
land, Spain and Denmark, both for men and women, and are 
also above the Union average in France, the Netherlands and 
the UK, though for the latter two, the rate for men in 1995 
was only marginally above average. At the other extreme, 
rates are lowest in Belgium, Greece, Luxembourg and Portu
gal. 

Rates, however, also vary between age groups. Inflows of 
young people into new jobs is much higher than in the case of 
older workers, not only because of men and women moving 
from school or college into work, but also because of significant 
numbers moving from one sector to another. Overall, people 
under 25 accounted for almost 40% of turnover of male em
ployees in the Union in 1995 and around 36% of that of 
women, though around 50% in each case in Denmark and 
Ireland. 

Variations in the share of labour flows accounted for by young 
people mean that differences between Member States in the 
overall rate of turnover are not necessarily the same in each 
broad age group. For men of prime working age, the four 
countries with the highest rate of turnover are the same as 
for the overall rate — Finland, Spain, Denmark and France 
— the difference between France and the others is less 
marked for this group. Both the Netherlands and the UK have 
rates which are slightly below average and much the same in 
1995 as in Germany. Belgium and Luxembourg again have 
the lowest rates, but further below other countries than in 
respect of the overall rate. 

For women of prime working age, the same four countries 
have the highest rates of turnover, though in this case not 
much higher than in the UK. In the latter, however, the high 
rate is due to a significant extent to high inflows into jobs of 
women who were previously inactive, which in some degree 
reflects the greater tendency in the UK for women to interrupt 
working careers to take care of children for a time and which 
are a questionable indicator of labour market flexibility. Ex
cluding these, turnover of women in this age group in the UK 
was less than the Union average. 
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Differences in rates of labour turnover between Member 
States do not seem to be correlated with the ease or difficulty 
of dismissing employees, though they do seem to reflect in 
some degree the importance of fixed-term contracts. 

There is some evidence that the rate of labour turnover varies 
with the level of economic activity, increasing when employ
ment grows and declining when it falls, so making it difficult 
for young people in particular to find jobs during periods of 
recession. At the same time, variations in overall employment 
growth seem, in general, to result more from an increase in 
the number of people leaving jobs during downturns than 
from a reduction in the number of new jobs being created. 
Shifts of employees between sectors, however, do not appear 
to be systematically affected by the economic cycle, at least as 
regards men and women of prime working-age. 
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The household characteristics 
of the unemployed in Europe 

High levels of unemployment have plagued the European 
Union for two decades and remain the most serious problem 
facing economic policy-makers. There is increasing concern 
about the failure so far not only to reduce rates to more 
acceptable levels but more disturbingly to reduce the number 
of long-term unemployed. 

Analysis of the problem of unemployment has mainly con
centrated on the characteristics of the individual, their age, 
gender, level of education, the region in which they live and, 
where relevant, previous work experience. Though this has 
led to a clearer understanding of the issues involved and 
has helped to improve the effectiveness of labour market 
policy, analysis of the individual does not provide the com
ple te p i c tu r e e i t h e r of t he u n d e r l y i n g causes of 
unemployment or of the social implications. The aim here 
is to examine the home environment of the unemployed, the 
number of other people in the household and whether or 
not they are in work, which is of potential relevance for 
their chances of finding employment, the incentive for them 
to do so and the problems they face by not having a paid 
job. The analysis is based on the Community Labour Force 
Survey, which itself is household-based, which enables the 
relevant characteristics to be identified and systematically 
examined. 

The results are relevant not only for employment policy but 
also for systems of social protection in Member States and the 
problems that result from the persistence of high unemploy
ment and the large number of people who have been without 
a job for a long period of time. In particular, the implications 
for social policy in its widest sense are somewhat different if 
large numbers of the unemployed are living alone rather than 
in households with other people in work. 

Outline of analysis 
The analysis focuses on four main issues: 

• the changing distribution of households in terms of size 
and the growing importance of those with only one or 
two people; 

• the relationship between household size and unemploy
ment and, accordingly, the potential importance of the 

family as opposed to the State in providing support for 
those out of work; 

• the relative numbers of the unemployed who are heads 
of household as opposed to being merely members; 

• the relative numbers of other household members who 
are also out of work rather than in paid employment and 
how far the chances of being out of work, as well as being 
long-term unemployed, are influenced by the situation of 
other people living in the house. 

The members of the household considered here are confined 
to those aged 15 and over (see Box for a description of the data 
used). This is because the Community Labour Force Survey 
does not cover young people below this age in any detail, since 
they are unlikely to be working or looking for a job, and 
because, accordingly, they are not relevant for the present 
analysis (though clearly they are of relevance for social policy). 
References to the number of people in a household, therefore, 
relate only to those of 15 and over (ie what is referred to as a 
two-person household, for example, could in fact consist of two 
adults and, say, two or three children). 

A distinction is made throughout the analysis between 
the situation in Northern Member States and that in South
ern ones. This not just because studies of labour market 
conditions across Member States often point to major dif
ferences between the two, but more importantly because the 
typical size of household differs significantly. Households in 
the North, in general, tend to be much smaller on average 
than those in the South, reflecting the fact that the extended 
family is still a widespread feature of societies in the latter, 
whereas in the former, the number of people of working age 
living alone for one reason or another, both with and without 
children, has increased significantly in recent years. In this 
context, Ireland is included in many cases with the Southern 
Member States since it shares many of their characteristics. 

Demographic characteristics 
Before examining the characteristics of the households of the 
unemployed across the Union, it is important to consider 
differences between Member States in the typical size of 
households and how this is tending to change over time. 
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The data used 
in the analysis 

All the data used for this study is from 
the Community Labour Force Survey 
(LFS) for the years 1986 (1985 for the 
Netherlands for which there are no data 
for 1986) and 1995. There are no data 
before 1995 for the new Member States, 
though these are included for this year 
insofar as possible. There are, however, 
no reliable data for Sweden or, indeed, 
Denmark, and these two countries are 
excluded throughout. Analysis for the 
Union in 1995, therefore, relates to the 
13 Member States excluding these two 
and 11 Member States, excluding in ad
dition Austria and Finland, for 
comparisons between 1986 and 1995. 
Data for Germany relate to the former 
West Germany for 1986 and for compari
sons between 1986 and 1995, but include 
the new Lander for 1995. 

The household data themselves distin
guish, first, the number of adults (people 
aged 15 or over) in the household and 
second, their household status defined 
as: 

• head of household 

• spouse or partner of the head of 
household 

• child(15orover)ofheadofthehouse-
hold or of his/her spouse/partner 

• ascendant relative of the head or of 
his/her spouse/partner (eg grandpar
ents) 

• other relative ( 15 or over) 

• other person ( 15 or over) 

As noted in the text, no children under 
15 are included in the analysis. 

The data also distinguish the employ
ment statue of household members, in 
terms of whether they are employed, un
employed or inactive. Since the focus is 
on employment and unemployment, the 
analysis is confined to those under 65, 
who represent virtually all of the people 
in work or actively looking for work and, 
therefore, excludes those who are most 
likely to be retired. 

The distribution of households 

by size in 1995 

The distribution of households in te rms of the number of 
occupants varies considerably between Member States. In the 
Union as a whole, single-person households (it should be 
remembered tha t children under 15 are not included in the 
analysis) accounted for over 10% of the total, while households 
consisting of two people (with and without children) repre
sented another 45% (Graph 1). Less than half of households, 
therefore, had more than two people of 15 and over living in 
them and only around 20%, four or more. 

There is, however, as noted above, a striking difference be
tween the North of the Union and the South. In the Northern 
Member States, people a re far more likely to live in one or 
two-person households, in the South, in households with three 
people or more. In 1995, 64% of men and women aged 15 to 
64 in the North of the Union lived in one or two-person 
households and only 15% in households of four or more. In 
Southern Member States, including Ireland, only around 37% 
of the working-age population on average lived in households 
of two people or less, while some 63% lived in households of 
three of more and 36% (ie almost as many as lived in one or 
two-person households) in ones of four or more. 

In Finland, Germany, the Nether lands, the UK and France, 
half or more of people of working age lived in two-person 
households and in the first four of these, over 13% (18% in 
Finland) in single-person households. 

In Spain, Portugal, Italy, Greece and Ireland, 6% or less of 
those aged 15 to 64 lived in single person households (under 
3% in Spain and Portugal) and, in the first three , two-thirds 
in households of three of more people of working age. 

Changes in household size, 1986-95 

In all Member States, with the exception of Italy and Luxem
bourg, the relative number of people of working age living 
alone (or with children under 15) has increased over the past 
10 years. Between 1986 and 1995, the proportion living in 
single-person households went up from 8% to 10% for the 11 
Member States for which da ta are available, a rise of 25% in 
relative numbers (Table 1). This is all the more striking when 
considered against a background of a significant decline in the 
proportion of young people under 25 in the work force. 

The increase, however, was largely concentrated in the North 
of the Union and although most Southern Member States also 
experienced a rise, it was generally on a smaller scale. In 
Northern Member States, therefore, the proportion living in 
single-person households rose from jus t under 1072% to jus t 
over 13'/2% on average, in the South, only marginally from jus t 
under 4'/2% to 4'/2%. The increase was particularly marked in 
the North in the Netherlands (from 1072% to 14%) and the UK 
(from 772% to almost 13V2%), while in the South, there were 
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signs of an emerging upward t rend in Greece (5% in 1986, 6% 

in 1995), though the most pronounced rise in the countries 

included in this group was in Ireland (from jus t over 5% to 

almost 772%). The growth of oneperson households is exam

ined further below for men and women separately. 

At the same time, the growth in oneperson households in the 

South of the Union, including in Ireland, was in all cases 

coupled with a decline in the relative number of people living 

in twoperson households (from 3672% to 3272%, on average). 

In most Northern Member States , on the other hand — in all 

apar t from France and Belgium — the proportion of people 

aged 15 to 64 living in twoperson households increased. The 

rise was particularly large in West Germany (from 44% to 

50%) and in the Netherlands (47% to 53%), in the lat ter , giving 

a combined rise in the proportion living in one or twoperson 

households of almost 10 percentage points over the 9year 

period, though the increase was only slightly smaller in Ger

many and the UK (8 percentage points in both cases). 

This increase was accompanied by a significant decline in 

large households of four or more people (in the Nether lands, 

the relative number went down from 23% of the total to 1572% 

and in Germany and the UK, from around 20% to 14%). In the 

South, on the other hand, though the proportion of working

age population living in households with five people or more 

people declined, the proportion living in ones with four in

creased (from 2 1 % to 24%), as did the proportion living in 

threeperson households (from 25% to 27%). 

The effect of these differing t rends has been to reduce the 

average size of household in all Northern Member States, 

except Luxembourg, including in this case in Ireland, and to 

increase it or leave it much the same in the South. The 

reduction was especially marked in the Netherlands (872%) 

and the UK(10%), while in Spain (1%) and Italy (272%), there 

were small increases (Graph 2). In Germany, as well as 

Finland, the average number of people of working age per 

household had fallen by 1995 to slightly below two, whereas 

in Italy, Portugal and Spain, it was over 272. 

Average household size by age group 

A disproportionate number of those of working age living in 

larger households tend to be young people under 25. This 

reflects the fact tha t a large proportion still live at home with 

their parents , whether they are in fulltime education (an 

increasing number) or have begun their working careers. 

In 1995, over the Union as a whole, young people aged 15 to 

24 lived in households consisting of an average of ju s t under 

three people of working age (Graph 3). In the South of the 

Union, however, the lat ter figure was significantly higher 

than in the North. In Spain, the figure was well over 372 and 

in Italy and Portugal, as well as Ireland, only jus t below 372. 

In the Netherlands, Germany, France and the UK, on the 

other hand, the average number living in households with 

young people was around 272 and in Finland, only jus t over 2. 

This suggests tha t while the vast majority of young people in 
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this age group in Southern Member States live with their 
parents, in Northern Member States, substantial numbers 
either live on their own or with only one other person of 
working age. 

For people of 25 and over (but under 65), the average house
hold size was around 2 in 1995, though under 2 in all Northern 
Member States, excluding Austria, Belgium and Luxembourg 
(in the former two, it was only slightly above), and closer to 
21/-2 in all Southern Member States, plus Luxembourg. Indeed, 
in Portugal and Spain, it was over 2'/2. 

Single person households 

As noted above, one of the most striking features of current 
social trends in Northern Europe is the growth of singleper
son households. This has been true of both men and women. 
Indeed, across the Union as a whole the proportion of men 
living alone (or at least with no other person of working age) 
has risen faster over the past 10 years than that of women, 
though it remains the case that more women of working age 
live alone than men (despite the fact that the total number of 
women of working age in the Union is much the same as that 
of men). 

In all Member States apart from Luxembourg, the proportion 
of men living in singleperson households increased between 
1986 and 1995, while the same was true of women in all 
countries except Luxembourg and Italy (Graph 4). In all 

Member States, apart from Portugal, Ireland and the UK, the 
proportion of men living alone went up by more than that of 
women. The rise was particularly large in the latter country, 
where the proportion of women living alone rose from just over 
89c to almost 15%, while that of men increased from 672% to 
ll'/2%, in both cases more than in any other Member State. 

Unemployment by household size 

Not only do more people live alone in the North of the Union 
than in the South, but a disproportionate number of these are 
unemployed and even more are longterm unemployed. In 
most Northern Member States, therefore, the proportion of 
the unemployed who live in households where they are the 
only person of working age, and where there is correspond
ingly no wage coming into the household, is far higher than 
for those who have jobs. This is not the case, however, in the 
South of the Union. 

In 1995, 259c or more of unemployed men in the Netherlands, 
Finland and Germany lived alone (or, more, precisely, with no 
other person of working age), while in the UK and Belgium, 
the figure was over 209c (Graph 5). In each case, this was 
markedly higher than the proportion of those in employment 
living alone — around twice as high in three of the countries 
and 70% higher in the other two — which in all of these 
countries was 15% or less. Only in France and Austria of the 
countries in the North of the Union, as well as in Ireland, was 
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the figure less than 20% (no reliable data are available for 

Luxembourg). 

In the South of the Union, not only do comparatively few 

people live alone, as noted above, but the proportion of unem

ployed men living alone is little different from those in work. 

In all four of the Southern Member States, under 5% of men 

who were unemployed in 1995 lived alone and in Italy and 

Spain, proportionately fewer men out of work lived alone than 

was the case for those in employment. 

Although the same features also apply to women, the dif

ferences between the unemployed and those in work are 

much less pronounced. Indeed, over the Union as a whole, 

proport ionately fewer women who were unemployed lived 

alone in 1995 t h a n was the case for those wi th jobs (Graph 

6). The difference be tween the Nor th and the South of the 

Union, however, is still very evident. In the UK, over 25% 

of women who were unemployed lived alone, more t h a n 

twice the proportion of those in work, and in Finland, the 

figure was 24%, a round a th i rd h igher t h a n for those em

ployed. In the Ne the r l ands , Germany and Belgium, the 

proportion was 19—20%, in each case h igher t han t h a t for 

those in employment ( though only slightly so in Germany) . 

Only in France of the Nor the rn Member S ta tes did propor

t ionately fewer unemployed women live on the i r own t h a n 

women with jobs. 

In the South of the Union, by contrast, the proportion of 

women living alone was less in the case of the unemployed 

than for those in work in all four countries and in all but 

Portugal, markedly so. In all of the countries, as for men, only 

5% or less of women who were unemployed in 1995 lived on 

their own. 

The sharp distinction between the North and the South of the 

Union in this respect emphasises the equally large difference 

in the financial implications of unemployment between the 

two. In Southern Member States, virtually all the jmen and 

women who are out of work live in households with other 

people of working age, who can potentially, therefore, provide 

some financial support. In practice, many of the unemployed 

in these countries are young people under 25 living with their 

parents and dependent on them for support. 

In Northern Member States, on the other hand, significant 

numbers of the unemployed of both sexes live in households 

with no other person of working age and, accordingly, are 

dependent on financial support from outside. Though support 

may come from other members of the family living elsewhere, 

the implication is tha t there is a greater need for income 

support from the State in these countries than in the South 

of the Union. 

At the same t ime, the more developed n a t u r e of Stateoper

ated systems of social protection in the North of the Union 

t han in the South m e a n s t h a t people a re more able to live 

alone if they are unemployed. This is par t icular ly so for 

young people unde r 25 who have no en t i t l ement to social 
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assistance in Greece and Portugal if they are not working 
and relatively little, or at least uncertain, access to State 
support in many parts of Spain and Italy, where assistance 
is administered on a regional basis. In this regard, it is 
perhaps relevant to note that the situation for young people 
who are unemployed is similar in France where State 
support is confined to housing assistance and where fewer 
of the unemployed live alone than in other parts of the 
North (see Social Protection in Europe, 1995, Chapter 4). 

The counterpart of a low proportion of the unemployed 
living alone in Southern Member States is a high propor
tion living in large households. In 1995, some 40% of the 
men unemployed in Greece and Portugal lived in house
holds where there were four or more people of working age, 
while in Italy, the proportion was 45% and in Spain, over 
50%, in each case significantly higher than the proportion 
of men in work living in such households. Although the 
figures were lower for women, it was still the case that a 
substantial number lived in large households (the propor
tion ranging from around a third of women in Portugal to 
45% in Spain). This compares with under 15% of men and 
women unemployed living in households with four or more 
people of working age in Finland, Germany, the Nether
lands and the UK. 

The differences in the size distribution of households be
tween the unemployed and employed are reflected in the 
average size of households of the two groups. In all North
ern Member States except France, the average size of 
household of the unemployed was significantly less than 
that for those in work in 1995, especially in the case of men 
(at well under 2 in Finland, Germany and the Netherlands), 
while in Southern European countries, without exception, 
the reverse was the case, again especially for men 
(Graph 7). 

Changes in the number of 

unemployed living alone, 198695 

Just as the proportion of workingage population living alone 
has increased in recent years, so too has the proportion who 
are unemployed and, indeed, to a slightly greater extent. 
Between 1986 and 1995, the proportion of the unemployed 
living alone over the Union as a whole increased from 9'/2% to 
12'/2%. As in the case of the total population of working age, 
the increase was more marked for men than women, though 
unlike for the total population, there was less of a difference 
between the North and the South of the Union. 

The rise in the relative number of unemployed men living 
alone averaged over 4 percentage points in the Union as a 
whole between 1986 and 1995 and only in Germany and 
Luxembourg did the proportion decline (Graph 8). Although 
the proportion of unemployed men in workingage population 
was marginally lower in 1995 than in 1986, the relative 
number of these living in households with no apparent source 
of income from employment has, therefore, risen. The rise was 
particularly large in the UK, the Netherlands and Belgium, 
at over 8 percentage points — in the former two, accompa
nying a fall in male unemployment — though the proportion 
also doubled, if from a lower level, in Ireland and Portugal. 

For women, the average increase over the Union was smaller, 
at 2'A percentage points, though still greater than for those of 
working age as a whole, and in the Netherlands and Greece, 
the proportion went down slightly (Graph 9). Again, the rise 
was especially pronounced in the UK and Belgium — indeed, 
in the UK, at 14 percentage points, it was larger than for men. 
As for men, the proportion more than doubled in Portugal and 
virtually did so in Ireland. 

7 Average household size of employed and 
unemployed men and women, 1564, in Member 
States. 1995 

3 5 -Number per household 
I In employment 
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8 Proportion of unemployed men aged 1564 living 
alone in Member States, 1986 and 1995 
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While, therefore, the relatively small change in unemploy

ment between 1986 and 1995 would suggest tha t the social, 

and financial, implications were much the same in the two 

years, the figures for the significant growth in the proportion 

of the unemployed living alone convey a different message. In 

many Member States, and in the UK and Belgium, in particu

lar, the indications are t ha t the social problems, including the 

likelihood of social exclusion, and the need for Sta te support 

increased markedly between these two years. 

The problems of the relatively large number of unemployed 

living alone are brought into even greater relief if the analysis 

is extended to cover the duration of unemployment. As indi

cated below, many of the unemployed living in oneperson 

households in the Union in 1995 had been out of work for some 

time. 

Longterm unemployment 

in singleperson households 

While the r a t e of longterm unemployment (defined as 

being out of work for a year or more) among women is 

slightly g rea te r t h a n for men in the Union, more men who 

are longterm unemployed t h a n women live alone. More

over , a s for t h e u n e m p l o y e d a s a w h o l e , l o n g  t e r m 

unemployment of those living in singleperson households 

t ends to be h igher in the Nor th of the Union t h a n in the 

South. 

In 1995,15 V2% of men in the Union who had been unemployed 

for a year or more lived alone as compared with 12V2% of those 

unemployed for less than a year. For women, on the other 

hand, the proportion of the longterm unemployed living on 

their own, a t 11%, was smaller than tha t for those unem

ployed for under 12 months, 13'/2% (Graph 10). 

In all Northern Member States, proportionately more men 

who had been out of work for a year or more lived alone than 

those who had been unemployed for a shorter time. The 

difference in the proportion was particularly marked for men 

in Finland, the UK, Belgium and Germany. In Finland, some 

40% of men who were longterm unemployed lived alone in 

1995 as against 24% of those out of work for less t han a year, 

while in the UK, the figure was 26%, 10 percentage points 

higher than for those unemployed for under a year, in Bel

gium, 24%, 7 percentage points higher, and in Germany, 28%, 

6 points higher. Although in the Netherlands, the difference 

between the two proportions was much less, it was, neverthe

less, the case tha t 32% of longterm unemployed men lived on 

their own. 

In the four Southern Member States, on the other hand, under 

5% of men who were longterm unemployed lived alone, much 

the same proportion as for those out of work for less than a 

year. 

For women, the picture is more mixed. In three of the North

ern Member States — the Nether lands, Germany and France 

■— the relative number of longterm unemployed living alone 

was less than t ha t for those unemployed for a shorter period, 

though still above 20% in the Nether lands. In the UK, Bel

gium and Austria, the proportion of the former living alone 

was markedly higher than for the la t ter (over 5 percentage 

points higher). In the UK, some 32% of women who had been 

out of work for a year or more lived on their own (whether with 

or without children), almost 10 percentage points more t han 

for those unemployed for under a year. 

In the South of the Union, the proportion of longterm unem

ployed w o m e n l iv ing a lone in I t a l y a n d Greece was 

significantly less than for those out of work for a shorter 

period, while in Spain and Portugal, there was little difference 

between the two groups. 

9 Propor t ion of unemployed women aged 1564 

living alone in Member states, 1986 and 1995 
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11 Overall and longterm unemployment ra tes of 

men and women, 1564, by household size in 

North of the Union, 1995 
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In many Northern Member States, therefore, the need for 

financial and social support on the par t of the unemployed is 

even greater than the simple figures themselves would imply. 

Unemployment and long-term 

unemployment rates by household 

The implication of the above analysis is t h a t people living 

alone in the North are more likely to be unemployed t h a n 

those living with o ther people, while in the South, the 

reverse is the case. In practice, the average unemployment 

ra te of men living alone in the Nor the rn Member S ta tes 

included in the analysis was 14% in 1995 as compared with 

an overall r a t e for men as a whole of j u s t over 8'/2%. 

Moreover, 54% of those who were unemployed were long

te rm unemployed (Graph 11). For men living in households 

with other people of working age, unemployment and long

te rm unemployment were much lower, except for those 

living in households wi th 5 or more people, though these 

accounted for under 4% of all men. 

For women living alone in the North of the Union, the average 

unemployment ra te was also higher than tha t for women 

living with other people of working age, a t around 12V2%, 

though the proportion who were longterm unemployed was 

only marginally above average. 

In the Southern Member States, by contrast, the average 

ra te of unemployment for men Uving alone was only around 

8'/2%, much less than for all men (almost 12%), especially 

for those living in large households with four or more people 

of working age, for whom the rate was over 15% (Graph 

12).The proportion of the unemployed out of work for a year 

or more, however, was much the same in all sizes of house

hold. 

For women in the South of the Union, the difference in 

unemployment between those living alone or in small house

holds and those living in large households is even more 

marked. While the average ra te for those living on their own 

was only l l ' / 2 % in 1995 as against an average of 20% for all 

women, for women in households with five or more people of 

working age, it was 30%. Moreover, whereas 54% of those 

unemployed in singleperson households had been out of work 

for a year or more, in those with three or more people, the 

proportion was around 60%. 

Youth unemployment rates 

by household size 

Much the same pa t t e rn of var ia t ion between t h e Nor th and 

South of the Union is also t r ue of young people under 25. 

In Nor thern countr ies , unemployment for young men living 

alone averaged 19'/2% in 1995 as opposed to an overall ra te 

of j u s t over 15'/2% and for young women living alone, 18V>% 
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Table 2 Structure of unemployment of men by household 
and status of members, 1995 

Total U n e m p l o y m e n t (000s) 

1-person h o u s e h o l d s (%) 

2-persons h o u s e h o l d s (%) 

of which: heads 

spouse/partner 

children of heads/spouse 

3-person h o u s e h o l d s (%) 

of which: heads 

spouse/partner 

children of heads/spouse 

4-person h o u s e h o l d s (%) 

of which: heads 

spouse/partner 

children of heads/spouse 

5-person h o u s e h o l d s (%) 

of which: heads 

spouse/partner 

children of heads/spouse 
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179.3 1566.1 

21.5 

34.2 

17.4 
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4.5 

22.6 

4.2 
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2.5 

1.0 

6.1 

8.9 

1.4 

0.5 

■1.1 

24.8 

44.2 

34.5 

5.2 

3.4 

18.9 

10.1 
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:).;) 

0.1 

4.3 

3.4 

1.2 

0.1 

1.9 

G R E F 

161.4 1732.2 1368.9 

4.7 

23.8 

18.2 

0.6 

4.1 

31.0 

9.9 

0.2 

20.4 

28.6 

6.1 

0.1 

21.4 

11.9 

1.7 

0.0 

9.9 

1.5 

22.9 

17.5 

1.0 

3.5 

24.2 

8.5 

0.2 

14.1 

26.4 

K.9 

0.1 

18.1 

25.0 

4.5 

0.1 

18.6 

15.5 

41.2 

35.6 

0.0 

4.5 

21.0 

S.6 

0.0 

11.5 

13.7 

4.4 

0.0 

8.8 

8.7 

1.9 

0.0 

6.2 

IR I 

106.4 1295.2 

9.4 

34.4 

22.0 

7.3 

3.1 

19.7 

7.7 

2.1 

8.1 

18.0 

6.0 

2.0 

8.9 

18.4 

3.8 

1.3 

12.1 

4.7 

23.0 

17.4 

0.1 

4.9 

26.6 

5.9 

0.0 

19.7 

30.4 

4.2 

0.0 

25.5 

15.4 

1.7 

0.0 

13.2 

L 

2.2 

1.9 

39.4 

30.5 

5.4 

3.5 

24.5 

9.2 

2.9 

11.4 

19.3 

3.1 

2.1 

11.5 

14.8 

3.7 

0.0 

7.9 

NL 

271.0 

29.7 

38.1 

33.3 

0.0 

4.2 

17.9 

6.4 

0.0 

10.9 

11.7 

2.5 

0.0 

8.8 

2.5 

1.2 

0.0 

1.1 

A 

85.0 

10.8 

45.5 

34.7 

5.4 

4.4 

18.9 

6.8 

1.5 

9.4 

16.5 

4.8 

1.0 

9.0 

8.3 

2.2 

0.1 

4.3 

Ρ 

168.9 

2.8 

25.0 

17.9 

1.6 

4.4 

31.9 

13.2 

0.4 

16.5 

25.1 

8.1 

0.3 

15.0 

15.2 

3.0 

0.2 

11.0 

F I 
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UK E13 North South 
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as against 15%. In addition, 35% of the unemployed men 
living alone had been out of work for a year or more as 
compared with an average for all men of 27% (Graph 13). 

In the South of the Union, some 19'/2% of men under 25 
living alone were unemployed (coincidentally, the same 
rate as in the North) as opposed to an average of 29% for 
all young men, while for men living in households of five 
people of working age or more, the rate was over 32% 
(Graph 14). For women under 25 living on their own, un
employment averaged 26% as compared with an overall 
rate of 39% for all women and one of 43'/2% for those living 
in fiveperson households. At the same time, the proportion 
of unemployed women, though not men, who were long
term unemployed was much higher in larger households 
than smaller ones, averaging 58% for those living in four
person households as against 47% for those living alone. 

Unemployment 

by household status 

In the remainder of the analysis, the focus is on the position 
of the unemployed in the household, whether they are the 
head, the spouse or partner of the head or one of their children, 
rather than on household size, though many of the findings 
are implicit in what has gone before. 

In practice, the majority of unemployed men are heads of 
household. Across the Union as a whole, around 57% of the 
men who were unemployed were heads of household in 1995, 
around half of these living with just one other person of 
working age (in most cases, their wife) (Table 2). Again, there 
is a marked difference between the North and South of the 
Union. Whereas in the former, twothirds of unemployed men 
were household heads, in the latter the figure was only around 
37%. Indeed, in Southern Member States, most (57%) unem
ployed men were the children of either the head of household 
or their partner. 

In the case of women, only just over 20% of those unemployed 
in the Union were heads of household in 1995, most of these 
living alone (Table 3). Just under half the women (47%) were 
the spouse or partner of the household head and most of the 
rest were children of the head or of the spouse. In the North, 
however, some 55% of the women unemployed were spouses 
or partners of the head and under 15% were children. In the 
South, under 40% were spouses or partners and half were 
children. 

Youth unemployment by household status 

The majority of young people aged between 15 and 24 live with 
their parents and they are slightly more likely to do so if they 
are unemployed than if they are in work. Over the Union as 
a whole, around 80% of young men in this age group who were 
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Table 3 Structure of unemployment of women by household size 
and status of members, 1995 

Tota l U n e m p l o y m e n t MIMIK. 

1pcrson h o u s e h o l d s (%) 

2 pe r sone h o u s e h o l d s ( ' i l 

of which: heads 

spouse/partner 

children of heads/spouse 

3 pe r son h o u s e h o l d s C7rl 

of which: heads 

spouse/partner 

children of heads/spouse 

4-person h o u s e h o l d s (%) 

of which: heads 

spouse/partner 

children of heads/spouse 

5-pcrson h o u s e h o l d s (**) 

of which: heads 

spouse/partner 

children of heads/spouse 
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12 
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12 
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0.1 
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K 
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2.1 

30.1 

2.9 

24.0 
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22.3 

1.0 

8.3 

12.0 

24.2 

0.7 

5.6 

17.1 

21.3 

0.2 

2.9 

17.0 

F 

605.1 

15.0 

52.2 

3.1 

46.2 

1.8 

17.9 

1.2 

9.7 

6.4 

9.6 

0.2 

4.6 

■1.5 

5.4 

0.1 

1.3 

3.7 
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15.5 
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unemployed lived with their parents (or with at least one of 
them), while 75% of those in employment did so (Graph 15). 
The same is true for women, though the proportions are 
somewhat smaller than for men because of those who are 
either married to or living with the head of the household who 
is in an older age group. Around 69% of women aged 15 to 24 
who were unemployed lived with their parents in 1995 and 
some 61% of those in work (Graph 16). 

As would be expected, the proportion of young people living 
with their parents is much greater in the South of the Union 
than the North. Over 90% of men aged 15 to 24 in Italy, Spain 
and Greece who were unemployed lived with their parents 
and just under 90% of those in work and, although the figures 
were slightly lower in Portugal, the same kind of difference 
was evident. 

In the North of the Union, under a third of young men in 
this age group who were either in work or actively seeking 
work lived with their parents in Finland and only around 
twothirds in Germany, Belgium, the UK, the Netherlands 
and France. Moreover, in Germany, the UK, the Nether
lands and Ireland, a higher proportion of those in 
employment lived with their parents than those who were 
unemployed. 

For young women, although the proportions are smaller for 
those living with their parents, the pattern of variation is 

similar to that for men. In Italy and Spain in the South, almost 
90% of women who were unemployed in 1995 lived with their 
parents, slightly more than the figure for those in employ
ment, while the difference was larger in Greece (84% and 
74%). In Portugal, however, a higher proportion of young 
women in employment lived at home than in the case of those 
who were unemployed. 

This latter was also true, but to a larger extent, in the UK 
and Germany, as for men, as well as in Belgium, Luxem
bourg and Austria. In the UK, only 49% of women in this 
age group who were unemployed were living with their 
parents in 1995 as opposed to 61'/2% of those in employ
ment, while in Germany, the figures were 47% and 55%, 
respectively. In these two countries, around 25% of women 
aged 15 to 24 who were unemployed were classed as heads 
of household because they lived alone, and in Finland, the 
proportion was almost half. 

Unemployment of prime-age men 

and women by household status 

In all Member States except Finland, a higher proportion 
of men aged 25 to 49 with jobs than without were classed 
as household heads or the spouse or partner of the head in 
1995 (Graph 17). This is particularly the case in the South
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14 Overall and long-term unemployment rates of 

men and women, 15-24, by household size in 
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ern Member States, where 75% or more of men in employ
ment were heads of household or their partners as opposed 
to 50%) or less of those who were unemployed in Italy, 
Greece and Spain and under 60% in Portugal. The corollary 
of this is that almost half of unemployed men aged 25 to 49 
in the former three countries were still living with their 
parents and over a third in Portugal. In the North of the 
Union, by contrast, under 10% of the unemployed men in 
this age group lived with their parents in Finland and the 
Netherlands and 20% or less in all the other Member 
States. 

In the case of women of prime working age, proportionately 
more heads of household in the Union were unemployed in 
1995 than were working, reflecting the relatively high 
number of women living alone who were unemployed 
(Graph 18). Indeed, in Finland and Ireland, more unem
ployed women were heads of household than were spouses 
or partners of heads and in the UK, Germany and Austria, 
around a third or more of women unemployed were house
hold heads. This does not altogether conform with the 
conventional view of unemployed women being predomi
nantly wives, supplementing household income rather than 
being the main source of it. 

In the South, however, in Spain and Italy, proportionately 
more women who were household heads were employed 
than were unemployed in 1995, while in Greece and Portu
gal, there was little difference between the two proportions, 
both being relatively small (under 15%). In these countries 
also, especially in the former three, a significant proportion 
of women in this age group who were unemployed were still 
living with their parents, as in the case of men (over 30% 
in each case). In most countries in the North, by contrast, 
5% or fewer of women who xere unemployed were still 
living with their parents. 

Unemployment of men and women 

aged 50 to 64 by household status 

In the 50 to 64 age group, as would be expected, virtually 
all men and women are either household heads or their 
partners. Some 92% of men in the Union on average were 
household heads in 1995 and two-thirds of women were 
spouses or partners. The main feature of interest is that in 
most Member States, a higher proportion of women who 
were unemployed were heads of households than in the case 
of those who were in work and in Greece, the UK, Portugal, 
the Netherlands and Ireland, the difference was marked 
(more than 10 percentage points) (Graph 19). 

Is unemployment contagious? 
The remaining question to be addressed here is whether there 
is a tendency across the Union for unemployment to be higher 
in households where at least one person is out of work. In other 

words, leaving aside those people living alone, do the unem
ployed tend to live in households where other people of 
working age are unemployed or in ones where they are mostly 
in work? This is clearly relevant to the financial implications 
for the State of unemployment as well as to the issue of social 
exclusion and to the extent of divisions within society between 
those with jobs and those without. 

Analysis of the different members of the household (their 
sex, age and relationship to each other ) and their employ
ment status (whether they are in work or unemployed and 
if the latter, how long they have been without work) rapidly 
becomes very complex as the size of household increases. 
To make the analysis manageable, it is focused on a few 
representative groups. These are: 

• male and female heads of household 

• female partners of heads of household 

• male and female children of the head/partner. 

Households with two, three and four or more people of work
ing age living in them are analysed in turn. 

Probability of unemployment 

among other household members 

A person who is unemployed is more likely to live in a house 
where at least one other person of working age is also 
unemployed than is the case for someone in employment. 
Over the Union as a whole, the average unemployment rate 
of men and women (here treated together) living in two-per
son households averaged 9% in 1995. Some 16V2%, almost 
twice as many, of those that were unemployed in house
holds of this size, however, shared a house with someone 
else who was unemployed. In 6 of the 13 Member States for 
which data are available, the proportion living in a house
hold where the other person of working age was also 
unemployed was over twice that of the unemployment rate 
of those living in two-person households as a whole. 

It is also the case that the chances of someone unemployed 
sharing a house with someone else who is unemployed tend 
to increase the longer the person in question has been out 
of work, though the extent of the increase is relatively small 
over the Union as a whole. In 1995, 16% of those unem
ployed for less than a year living in a two-person household 
shared a house with someone else unemployed, while 17% 
of those unemployed for a year or more did so (Graph 20). 

Once again, however, there is a distinct difference between 
the North and South of the Union. In all four Southern 
Member States, the likelihood of the second person in a 
two-person household being unemployed was significantly 
less in cases where the first person had been out of work for 
a year or more than where they had been unemployed for a 
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shorter period. In all of the Northern Member States, the 

likelihood was greater. This was particularly the case in the 

Netherlands, where 13% of the longterm unemployed living 

in such households shared a house with someone else unem

ployed as against 9% of those unemployed for less than a year 

and in the UK, where the proportions were 20% and 14%, 

respectively. 

The same features are broadly t rue of threeperson house

holds. For people living in such households, the average 

unemployment rate across the Union was jus t under 11% in 

1995, yet 22% of the unemployed living in households of this 

size shared a house with at least one other person who was 

out of work. 

As for twoperson households, the chances of a second or third 

person being unemployed increase with the length of time the 

first person has been out of work, though the increase is more 

marked. Over the Union as a whole, in 20% of cases where one 

person living in a threeperson household had been unem

ployed for under a year, at least one other person of working 

age was unemployed in the household. In almost 24% of cases, 

however, where one person had been out of work for a year or 

more, a t least one other person was unemployed in the same 

house (Graph 21). 

For households of this size, moreover, there was less of a 

distinction between the North and South of the Union. Only 

in Belgium and Spain was a person who was longterm unem

ployed in a threeperson household less likely to be sharing a 

house with someone else who was out of work t han in the case 

of a person who was unemployed for under a year. In France, 

Finland and the UK, the probability was substantially greater 

tha t a t least two people would be unemployed if someone in 

the house were longterm unemployed as opposed to being out 

of work for less than a year. 

In larger households containing four or more people of work

ing age, the chances of two or more of these people being 

unemployed is significant. In 1995, the average ra te of unem

ployment among those living in households of this size was 

jus t over 15% in the Union as a whole. However, some 3 1 % of 

people who were unemployed in such households shared a 

house with one other person who were also out of work, a 

further 10% with two other people unemployed and an addi

tional 4% with three other people unemployed. Most of the 

people concerned were in the South of the Union, in Italy and 

Spain, in particular. 

As in the case of smaller households, the likelihood of someone 

unemployed shar ing a house with other unemployed in

creases with the duration of unemployment. Some 40'/2% of 

those living in households of four people or more in the Union 

who had been unemployed for under a year had a t least one 

other person who was out of work in the house as compared 

with 49% of those unemployed for a year or more (Graph 22). 

In this case, the same kind of difference is t rue of all Member 

States, though it is relatively small in Spain and the Nether

lands. 
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The employment status of heads 

of household and other members 

The likelihood of at least one other person being in work 
are significantly greater if the head of household is em
ployed rather than being out of work. In 1995, in around 
two-thirds of cases in the North of the Union, the second 
person in a two-person household (in most instances the 
wife of the head) was employed if the male head was work
ing. In only around 40% of cases were they working if the 
head was unemployed and in only around a third of cases 
if they were long-term unemployed (Graph 23). For women 
heads of household of this size, who are far fewer in num
ber, the same is true but the differences in the proportions 
are smaller. 

In the South of the Union, where participation of women in 
the labour force is much lower, in under 50% of two-person 
households where the male head was in work was the 
second person also employed (Graph 24). Nevertheless, in 
only around a third of such households where the male head 
was unemployed was the other person in paid work. 

Looking at it from the perspective of the second person in 
the household, if the woman partner of the household head 
was employed in 1995, then in around 90% of cases in both 
the North and South of the Union the head was also in 
work. If she was unemployed, however, the head was in 
work in the North in under 75% of cases and in only 
around two-thirds of cases if she were long-term unem
ployed. In the South, on the other hand, the difference 
between the two cases was less marked and over 75% of 
household heads were in work when their female partner 
was unemployed. 

In the case of the children of working age living with a lone 
parent (ie children of the head in two-person households), 
what is immediately striking is that only in a minority of 
cases is the parent likely to be in work. In the North of the 
Union in 1995, in only around 40% of such households did 
the parent have a job, while in the South, the proportion 
was under 20%. 

Moreover, in the North of the Union, the proportion of lone 
parents in work was lower if the child was long-term unem
ployed than in other cases. Thus in under 30% of such cases 
was the parent in paid employment, compared with around 
45% of cases if the child was also employed or had been 
unemployed for less than a year. 

In the South of the Union, on the other hand, there is 
slightly more chance that the lone parent is in work if the 
child of the household is unemployed, irrespective of the 
duration, than if they are working. In 1995, whereas the 
parent had a job in only around 17% of cases when the child 
was employed, they were working in around 22% of cases 
when the child was unemployed. 

The clear implication of the above is that, in the North of the 
Union at least, there is a significant tendency for the unem
ployed to live in households where the other person is also 
unemployed. 

This conclusion is confirmed if the analysis is extended to 
larger households. In all cases, if one person in the household 
is unemployed — and in the North, still more if they are 
long-term unemployed — there is a significantly greater 
chance of at least one other person being unemployed than if 
they are in work (Graphs 25-28). Though the concentration 
of the unemployed in 'unemployed' households is more 
marked in the North than the South, it is, nevertheless, 
evident in the latter as well. 

There are a number of possible factors which underlie this 
finding. In particular, it is possible that what is showing up 
here as a household characteristic may in fact be an effect of 
the large regional disparities in unemployment which exist 
across the Union and which mean that anyone living in an 
area of high unemployment is more likely to be out of work 
than someone living elsewhere, irrespective of the type of 
household in which they live. Equally, it may reflect the effect 
of differences in educational attainment, and skill, levels, 
which are an important determinant of someone's chances of 
getting a job and which may vary between households, be
cause, for example, people tend to set up house with someone 
else of a similar educational background or that educational 
aspirations are passed from one generation to another or 
because of possible obstacles to higher education which may 
exist for those from poorer, less well-educated families. What
ever the underlying factors — and there is a need for further 
research to uncover them — the finding has important impli
cations for both social and labour market policy towards the 
unemployed. 

Work-rich versus 
workless households 
The polarisation by household of those with jobs and those 
without confirms the finding of a recent study covering se
lected OECD countries based on the same kind of data (Gregg 
and Wadsworth, "It Takes Two: Employment Polarisation in 
the OECD", Centre for Economic Performance, Discussion 
Paper no. 304, September 1996). This highlighted an increas
ing division between what are termed "work-rich' households 
on the one hand and 'workless' on the other. A similar analysis 
is conducted here for the European Union Member States for 
1986 and 1995, though for the population 15 to 64 rather than 
20 to 59, a difference which ought not to affect the results 
significantly. 

As in the previous study, the present analysis indicates that 
the net increase in jobs which occurred between 1986 and 
1995 tended to go disproportionately to people living in house-
holds where those of working age were already in 
employment. At the same time, the unemployed have tended 
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to become increasingly concentrated in households where 

noone else is in paid employment. Indeed, in a number of 

countr ies , despite unemployment coming down over the 

period, the problem of social and financial support for the 

unemployed has almost certainly increased ra ther than de

clined because of this concentration. 

Between 1986 and 1995, the average unemployment rate in the 

Union (excluding in this context the former East Germany and 

the three new Member States as well as Denmark) increased 

very slightly by well under 72 percentage point, while the 

average proportion of the workingage population in employ

ment rose by jus t over 1 percentage point. These relatively small 

changes were accompanied by a significant polarisation of 

households between those where all members of working age 

were in paid employment and those where noone of working 

age was employed. While the former increased from 32% of total 

households to 36%, the latter went up from 16V2% to 18% (Graph 

29). The relative number of households in between, with one or 

more persons working and one or more out of work — and 

where, therefore, some support of those out of work was poten

tially available — declined from 5lV2% to 46%. 

This pat tern of change occurred in most Member States, the 

main exceptions being Portugal and Luxembourg, the only 

countries where the proportion of 'mixed' households in

creased. The change was particularly marked in the UK, 

which experienced one of the largest falls in unemployment 

between 1986 and 1995, but where the proportion of workless 

households increased in spite of this from 17% of the total to 

almost 19V2% and where the number with all people of work

ing age in employment rose significantly to almost half the 

total. The lat ter proportion is the highest in the Union by some 

way, while the proportion of workless households is the fourth 

highest, behind only Belgium, Ireland and Finland (not shown 

in the graph), all of which have higher ra tes of unemployment. 

(In Ireland also, which experienced both the largest fall in 

unemployment and the largest rise in the employment rate, 

there was no reduction in the number of households with no 

person working.) 

A striking feature of the comparison between Member States 

of the proportion of workless households is tha t it bears little 

relationship to the rate of unemployment, which in some 

degree is a reflection of the differences in household charac

teristics between the North and the South of the Union 

emphasised above. In both the UK and Belgium, this propor

t ion was well above t h e Un ion a v e r a g e even t hough 

unemployment was below average, while in Spain and Italy, 

the proportion was much the same as the Union average 

despite unemployment being relatively high. 

Changes in work-rich households 

and the employment rate 

There is a fairly systematic relationship across the Union in 

the increase in the proportion of workingage population in 
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employment (the employment rate) and the relative number 
of households with everyone in work ('work-rich' households). 
Those Member States which experienced the largest rise in 
the employment rate between 1986 and 1995 also experienced 
the biggest increase in work-rich households (Graph 30). In 
most cases, moreover, the increase was much more than in 
proportion to the rise in employment, emphasising that the 
growth in jobs has gone disproportionately to households 
where there was already someone in work. 

Changes in workless households 

and the employment rate 

There is also a reasonably systematic, though less close, 
relationship between the change in the employment rate and 
the proportion of households with no-one in work ('workless' 
households). In those Member States in which employment 
rose by most, the proportion of workless households increased 
by least or declined (Graph 31). At the same time, however, 
there is a clear trend towards a rise in the number of workless 
households which growth in employment has only partly 
offset in a number of countries. Thus, on average, the employ
ment rate needed to rise by around 4 percentage points 
between 1986 and 1995 — about twice the increase in the 
Union as a whole — to prevent the relative number of work
less households from increasing. Indeed, only in the 
Netherlands, where the increase in the employment rate was 
the highest in the Union, did the proportion of such house
holds decline by more thanl percentage point over this period. 

The growth in jobs, therefore, generally benefited households 
where no-one was in work only to a relatively small extent. 
This is partly because of the growth in one-person households 
which took place at the same time and which is a reflection of 
social developments which are likely to continue, though at a 
differing pace across the Union because of different starting 
positions. Even leaving aside this growth, however, there has 
still been an expansion in the relative number of workless 
households of two or more people. 

home and have the potential support of other members of the 
household. 

The trend towards one-person households, both of people 
living alone and of one-parent families, is an important factor 
behind the growing division of households between those 
where all the members are in work and those where no-one is 
in paid employment. This is particularly pronounced in the 
North of the Union, but it is also apparent in the South. In 
most countries, it has profound implications for social as well 
as employment policy since it threatens both to increase the 
problem of social exclusion and to widen income disparities. 
As yet it is a problem which has not been fully appreciated. 
Higher rates of employment growth may help to alleviate it, 
but on the evidence of the recent past are in themselves 
unlikely to provide a complete solution. 

Concluding remarks 
The above analysis has highlighted the sharp difference 
which exists in the average size of household between the 
North and South of the Union. Many more people live in small 
households in the former and over the past decade this dif
ference has widened as increasing numbers in Northern 
Member States have taken to living alone — or, at least, with 
no other person of working age. 

A disproportionate number of the latter are unemployed and 
a substantial proportion of these, long-term unemployed, with 
a corresponding need for financial and social support from 
outside the household. By contrast, in Southern Member 
States, the great majority of the unemployed live in the family 
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