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THE ECONOMICS OF JOB PROTECTION AND EMERGING CAPITAL LABOUR RELATIONS
ROBERT BOYER

ABSTRACT

The issue about job preservation is analysed according to previous historical
analysis and comparative studies along the "régulation approach". First it is argued
that the very success of the fordist capital relations and the related institutionnal
changes after WWII brought midler recessions and therefore strongly mitigated the need
for downwards employment adjustments. But the unfolding of the structural crisis of
this growth regime has led to a significant shift of firms and government strategies :
all along the Eighties, they have been promoting labour mobility and various forms of
social deregulation. Nevertheless, in the early Nineties, these defensive strategies
seem to be overcome by the implementation of a follower to fordism, in order to solve its
previous inbalances and contradictions. Within these new principles, employment
stability can be a strength not a drawback. Both modern microeconomics of the capital
labour relations and more conventional macroeconomics modelling seem to confirm that
optimum flexibility does not mean maximum flexibility and pure market mechanisms.
Furthermore, various institutionnal settings can cope with the challenge of these new
post fordist principles. Some national trajectories, fairly or very efficient from a
macroeconomic point of view, are coherent with a high degree of firms or State public
concern for job stability. Pure laisser-faire strategies does not seem to open very
promising prospects, since they inhibit technical change and strengthen labour market
segmentation and social unequalities.

" L'ANALYSE ECONOMIQUE DES REGLEMENTATIONS DE L'EMPLOI FACE AUX CHANGEMENTS
DU RAPPORT SALARIAL
Robert BOYER

RESUME

La question des réglements préservant 1‘emploi est replacée par rapport & des
recherches antérieures en terme de régulation, qu’elles soient historiques de longue
période ou internationales et comparatives pour la période contemporaine. I1 est
d’abord suggéré que 1’ensemble des formes institutionnelles constituées aprés 1945, en
particulier le rapport salarial fordiste, a favorisé une atténuation des cycles, donc
une réduction des besoins d’ajustements en baisse des effectifs. Mais 1’entrée dans une
crise structurelle de ce régime de croissance a fait resurgir la nécessité de ces
ajustements en baisse de 1’emploi. D‘ol une série de retours sur les légisiations
publiques et les conventions collectives qui codifiaient un contrat de travail a durée
indéterminée. Cependant, au début des années quatre-vingt-dix, ces stratégies de
flexibilisation défensive semblent dépassées par 1‘émergence de nouveaux principes
alternatifs au fordisme, selon lesquels un minimum de stabilité de 1’emploi est la
condition de 1°adhésion des salariés a 1’impératif de compétitivité. Au demeurant, ces
mémes principes prennent des configurations contrastées selon les pays, donnant lieu
aussi bien au toyotisme qu’au volvoisme. Dans un second temps, les développements
récents de la théorie microéconomique, ainsi que certains modéles macroéconomiques sont
utilisés pour montrer que la flexibilité optimale de 1’emploi ne correspond pas a des
ajustements instantanés. Au contraire, toute une série de facteurs, indépendamment méme
des réglementations publiques, implique une relative inertie des ajustements de
1’emploi (colt de formation de 1a main-d’‘oeuvre qualifiée, obtention de 1a loyauté des
salariés, importance des effets d’apprentissage au sein de la firme,...). Enfin, une
série d’estimations statistiques en coupe internationale suggére que la protection de
1’emploi a certes un effet de segmentation des marchés du travail (opposition
insider/outsider) mais qu’elle peut avoir pour conséquence bénéfique de stimuler la
productivité comme 1’innovation de produits.
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Labour relations, Employment function, Induced technical change,
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I - INTRODUCTION : AN HISTORICAL AND INTERNATIONAL COMPARATIVE APPROACH

Many observers have compared European and American performances in terms of
job creation. A common view is that excessive social regulation have prevented an
adaptation of Jjobs in number and quality, to the changing pattern of world
competitiveness and technological advances. In the early Eighties, wage rigidity
has been put at the forefront of many international comparative studies. Both
inflation and unemplioyment rates were supposed to be closely related to an index
measuring nominal or real wage rigidity. A1l over the period, many reforms have
been undertaken in order to soften previous legislation, whereas job preservation .
was more and more prefered to wage increases by workers.

Nevertheless, the debate has now shifted towards new topics. Job creation
is again taking place in Europe and wage moderation has been obtained in most
European countries, if not in all. Consequently, the role of workers protection
and the impact of general education and training are now considered as the key
factors in labour market dynamics. This paper chooses to relate these various
issues to a broader question : what are the tranformations occuring into the
capital labour relations inherited from WWII ? Basically, a long run historical
and international comparative approach will locate the role of the so-called
fordist compromise into the whole growth regime which used to characterise most
industrialised countries. This approach points out the leading institutional
factors governing the viability of any job preservation regulation, studies their
transformations during the 1last two decades and finally outlines some new
principles which are shaping work organisation, wage formation, skills. Some
consequences for employment adjustments are then derived.

The reasoning will follow five steps. First, it will be argued that a form
of partial job phesehvation was houghly cohenent with milder and milder business
cycles from the Fifties to the Sixties (§ II). But the very success of the new
institutional forms elabourated after 1945, which launched the {ondist ghowth
hegime, has led to major and converging dinbalances during the Seventies.
Consequently, after a period of reinforcement of job protection (at least in
countries 1like France), the strengthening of competition and international
pressures have called for a hevensal in phrevious social hegulations. The search
for job flexibility was and still is part of this general strategy (§ III).
Nevertheless, in the early Nineties, the debate upon flexibility has turned into
another one : what are the key features of the genuine capital labour relation,
able to overcome the fordist structural crisis ? They have tentatively been
labelled toyotism or volvoism, according to two contrasted variants. Therefore,
job preservation has to be coherent with these new principfes and no more with the

older ones (§ IV).

Given this general framework, the rest of the paper is more analytical. On
one side the new michoeconomic theohies about the wage labour relations suggest
that even without public regulations, the maximum flexibility in employment
adjustments is generally not. optimum. On the other side, most machoeconomeinic
onalyses conclude that the long run impact of job deregulation upon emp loyment
trends, is generally small, sometimes positive, sometimes negative (§ V). Finally,
it is argued that employment flexibility is only a small part of any global
strategy which would try to implement the new principles about labour management .
Furthermore, many and contrasted institutional settings might cope with such an
objective. Not only job preservation deregulation is noi a fatality, but it does



not seem to be the most efficient strategy in the long run in order to overcome the
new forms of competition (§ VI).

II - SOME DEGREE OF JOB PRESERVATION WAS VIABLE WITHIN THE FORDIST CAPITAL
RELATIONS

Let us define our method : it might be crucial to locate the role of
employment adjustments and the related public regulations within the general
configuration for the capital labour relation (CLR) inherited from the second
world war. In retrospect and consequently, the contemporary debate about
deregulation will become clearer.

1. POST WORLD WAR Il : AN UNPRECEDENTED CONFIGURATION.

In the early Nineties, the main features of the Fordist capital labour
relation (FCLR) are easier to characterize. Just by contrast with the Eighties,
the roaring Sixtjes have been built upon four major founding principles (Table 1).

® A deepening in Laboun division.

This has been a distinctive feature of post WWII era. On one side, a clear
distinction between consumption and execution, production and sales, marketing
and finance and so on...allows an unprecedented technical and social division of
tasks, within the original land of Fordism, i.e. the manufacturing sector, but
in all the related tertiary sectors. Within the plant, specialized equipment are
designed in order to embody the 1larger technical knowledge possible, the
assembly tasks requiring a very low grade of education and skilling. Basically,
the Fordist principle of mass production of very standardized good sets the pace
in industrial organization.

This is the modern method for reaping incheasing hetunns fo scale in Adam
SMITH tradition, given the technical opportunities and the social compromise
of the post. WWII era. Therefore, labour productivity experiences an
unprecedented rate of growth, in most OECD countries, with the exception of US,
for which a large continuity prevails over a century (A. MADDISON (1982)).
During the 1969-1973 last fordist boom, even United Kingdom exhibits very high
productivity and growth rates (Table 1, item 1). But this achievement has a cost
. in most countries, capital deepening is such as to propel a decline in the
output capital ratio (A. GLYN (1988)).

° A comphomise about productivity shahing.

This principle is guiding wage formation, at odds with previous competitive
mechanisms according which labour scarcity and general price level were the
major factors for real wage dynamics. First, the pressure by unions and workers
in order to get an indexation with respect to consumer prices is actually taken
into account, either by explicit clauses within collective agreements, or by the
formation of expectations about an inflation which is now a permanent feature of
fordist growth (J.P. BENASSY, R. BOYER, R.M. GELPI (1979)). Conceptually, wage
is no more a pure market variable since it incorporates a minimum standard of
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FIGURE 1 : THE FORDIST HYPOTHESIS IN A NUTSHELL
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living for each category of worker and not only the less paid. Second and still
more, this wage 1is then varied according to the general advances in
productivity. During the golden years, most government officials —even the most
conservative— called this shahing the dividend o proghess.

The miracle is precisely that this broad vision of the world did inspired
actual wage policies by firms (Table 1, item 2). With uneven lags, quite all
countries exhibit a perfect long run indexation with respect to consumer prices,
and this was far from a fact of nature : in the Nineteenth century the
corresponding elasticity was about 0.1 - 0.2 (R. BOYER (1979)). Productivity
sharing is a 1ittle more complex to investigate. The best evidence relies upon
the noticeable constancy of distributive share (corrected from the shift towards
salaried activities) in the medium run. In the short run, econometric studies
seem to confirm this productivity sharing, either instantaneous (Germany,
Japan) or over a multiperiod labour contract (US, probably France).

Connective bahgaining.

This institutional setting is creating strong complementarities in the
evolutions which start from the 1leading highly unionized sectors and
progressively spread to more atomistic sectors and finally to the public civil
servants (M. PIORE (1988), B. CORIAT (1988)). The innovation with respect to the
previous century or even the interwar period is far reaching. Labor struggles
used to create wage diddenentials between skills, sectors or regions (remember
General Theory, Chapter 18 argument) ; within Fordist Capital Labor Relations
(FCLR), successful wage demands are setting the pace for avenage nominal wage
increases. Three mechanisms at least contribute to this spreading : the rather
large centralization of collective bargaining usually negociated at the sector
or even the national economy levels, the voluntary mobility of workers moving
towards best paid jobs and finally minimum wage policy by governments when it
exists.

Most indexes for wage dispersion confirm the Range stabififty of wage
dif{enentials under Fordism (Table 1, item 3), a feature which will even resist
to contemporary crisis (OECD (1985), Chapter 5). Nevertheless within this new
historical configuration, some national specificities come out : the
conventional opposition between primary and secondary jobs (P. DOERINGER, M.
PIORE (1971)), and remaining competitive wage formation legacy explain why in
United States wage differentials do play a role even during the fordist golden
years. With some minor exceptions, more homogeneity prevails for OECD countries,
whereas wage differentials in absolute and relative terms are kept fairly low in
social democratic countries.

A keynesian and Weldane State.

Fourth pilar of FCLR, the basic social compromise and new conceptions

about the role of the State induce and legitimate an impressive redistribution

.of income via the Keunesian ond weldane Sfate. Interpersonal and
intergenerational solidarities which used operate through family ties, have now

to be fulfilled by more collective and horizontal institutions. The welfare

system is therefore a key component of this new deal between citizens and the

State. The recognition of social wage, general access to health, basic

education, the provision of pension funds for the poorer, of unemployment

benefits during cyclical down-turn explain the surge of redistribution

mechanisms by the State or by agreements between unions and firms holders.



TWO FACTORS FOR A SMOOTHING OF EMPLOYMENT ADJUSTMENTS
TABLE 2 : THE POST WORLD WAR DEPRESSIONS ARE MILDER AND SHORTER

An indirect evidence for a move towards a stabilized system

AVERAGE DURATION, DEPTH, AND DIFFUSION OF THIRTEEN CONTRACTIONS,
UNITED STATES 1920-1982

Great Two Major Six Severe Four Mild
Line Statistic Depression  Depressions  Recessions Recessions
(1) (2) (3 (4)
1 Average duration (months) 43 16 12 10
Percentage decline:
2 Real GNP -326 -134 - 33 - 17
3 Industrial production -534 —324 -13.1 - 738
4 Nonfarm employment ) -316 —-10.6 - 38 = 1.7
Unemployment rate:
5 Total increase (% points) 21.7 2.6 3.8 23
Nonfaim employment:
6 Percent of industries contracting 100 97 38 77

Note: The contractions of 8/1929-3/1933 is referred to as the Great Depression; the con-
tractions of 1/1920-7/1921 and 5/1937-6/1938 as the major depressions. The dates
-of the six severe recessions are '5/1923-7/1924, 11/1948-10/1949, 7/1953-5/1954,
8/1957-4/1958, 11/1973-3/1975, and 7/1981-11/1982. The dates of the four mild
;f}ccgsgions are 10/1926-11/1927, 4/1960-2/1961, 12/1969-11/1970, and 1/1980-

1980. :

Source: Zamowitz V. (1985), p. 528.

TABLE 3 : A SIGNIFICANT DECLINE IN EMPLOYMENT ADJUSTMENT SPEED

FRANCE UNITED KINGDOM UNITED STATES

During the Thirties 0,70 0,87 0,76

During the Seventies 0,24 0,22 0,55

A COMPARISON OF THE TWO RECESSIONS 1930 and 1975

Estimates for the parameter A 1in the following equation :

%
Nt = (1 -A) Nt + A Nt 0 < A <1 Adjustment speed

x
With Nt = effective employment Nt = efficient employment

Source : R. BOYER, J. MISTRAL (1978) Accumulation, Indlation, Cnises, PUF, p. 198.




Again, this introduces a far reaching innovation in the CLR and the
regulation mode as well. On one side, the disciplinary role of firings and
unemployment becomes less evident (with possible adverse impact upon labour
intensity), whereas real wage increases are now more stable, smoothing the
cycle. On the other side, the variety of public entitlements induce built-in
stabilizers, given the tax and welfare financing systems. Nevertheless, this
Keynesian-Beveridge State is unequaly developed among advanced capitalist
countries (Table 1, item 4). Just before the oil shock, the share of collective
redistribution was the higher in social democratic countries such as Sweden,
Austria. EEC countries were experiencing a similar redistribution, even if
generally lower for example in Italy. The lowest size for welfare is observed for
United States and still more Japan, where family solidarity and private pension
funds constitute alternative to public welfare.

. A WEAKENING OF RECESSIONS ALLOWS SOME EMPLOYMENT STABILITY.

Business cycles ahne milden.

Previous historical and statistical studies (J.P. BENASSY, R. BOYER, R.M.
GELPI (1979)) have shown that these institutional changes have promoted a
progressive shift from one set of dynamic adjustments to another, i.e. from
competitive to monopolist "régulation”. In this new configuration, the fordist
compromise upon productivity sharing allows some kind of synchronisation
between production and effective demand ; therefore, are avoided the major
discrepancies which used to characterise the interwar period, which led to the
1929 structural crisis. This is the first and the major factor for milder
business cycles after WWII, closely related to new rules for wage formation.
Another one is related to the increased share of public spending and fiscal
redistribution. Still more, the success of keynesian principles promotes
countercyclical policies, in order to smooth the remaining cyclical
fluctuations.

Statistical evidences do confirm this smoothing of conventional business
cycle after WWII. Major depressions turn into mild recessions (Table 2).
Therefore, some specialists were induced to think that the business cycle had
become obsolete during the early Seventies. As a direct consequence, downward
employment adjustments had a lesser extend and frequency than during the
Twenties or Thirties. In a sense, quite independently of any public regulation,
employment flows had become smoother. It was a silent and unnoticed form of job
preservation. As far as growth is buoyant and rather stable and predictible,
there used to be no need for general employment reduction, therefore no
perception of any built-in rigidity.

A sthuctunal inentia in empLouyment.

A series of other factors specific to employment decisions and
institutional settings still more reinforce the stability of jobs. First in
mature manufacturing sectors, mechanisation Tleads to high capital/output
ratios, which provide a buili-in higidity within the production process itself.
Second, and this factor is closely related to social and technical division of
labour associated to fordism, the share of indirect labour with respect to
direct labour has been increasing. Consequently, it is less and less possible to
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vary continuously total employment since overhead costs are now very important :
the other side of the coin about dynamic increasing returns to scale is a
significant rigidity in varying the volume of labour and equipment. Third, the
ongoing success of rapid and stable growth affects firms’expectations formation
. why to adjust downwards the employment level since the post WWII recession
become milder and milder ? The expectations that recessions will be short and
very limited brings another source for employment stability. Finally, the new
principles about keynesian countercyclical policies still reinforce the belief
in the stability of long term growth.

As a direct consequence, large firms, specially in Europe and Japan,
implement job tenure schemes which become functional within the fordist regime.
They provide workers commitment, a form of social armistice, and allow to
capture learning by doing effects within the firm. This may explain why the
inherent fordist rigidity and the loss of external flexibility did not show up
before the breaking-down of the international order and the emerging unbalances
within the American manufacturing. Still more, from a macro point of view, a
slowing down in employment adjustments adds to the global stability of the
fordist regime (R. BOYER, J. MISTRAL (1978)). Some crude statistical estimates
confirm this reduction in employment adjusiment speed (Table 3). It has been
shown that this structural change, linked to technological and institutional
transformations, might have contributed, at least partially, to prevent the
first 0il shock to trigger a cumulative depression. This could be an explanation
of the major differences with respect to 1929 dramatic episode (R. BOYER
(1982)),

Therefore, contrary to the conventional belief which has been ruling during
the early Eighties, a form of job tenure, often mitigated by labour segmentation
and external mobility within the secondary sector, might have had a positive
impact upon growth, welfare (by a dampening of business cycle) and correlatively
upon the stability of the political and social compromise, which was at the heart
of the fordist era. But precisely this was not granted for eternity : the very
success of this unprecedented regime has been unwinding the roots of a genuine
structural crisis. Whithin this new context, labour flexibility is now at the core
of political debates and firms strategies.

IIT - PRESSURES UPON JOB PRESERVATION : THE OUTCOME OF THE FORDIST BREAKING
DOWN

Given the previous functional complementarity between a significant
employment inertia and fordist growth, let us first investigate the underlying and
the structural factors which might explain its demise and then derive from this
analysis some insights about the labour flexibility issue.

1. THE ROOTS OF A STRUCTURAL CRISIS OF THE GROWTH REGIME.

° A sociaf mafaise.

Nevertheless, a series of tensions have progressively been emerging within
this organizational model. One of the first evidence took place at the end of the
Sixties when low skilled blue collar workers of the car industry rebelled
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against the boring character of assembly-line tasks. Wild or organized strikes
did challenge the fordist methods, which in some countries like Italy led to a
new law giving some power to workers and unions in controlling labour
organization and the intensity of work. Similarly in France, the same demand
were converted into wage increases after the huge strikes in May 1968. In the US,
the fordist malaise took a more hidden form via a rise in absenteeism and
turnover, a lower quality of product and finally a productivity slowdown. Social
unhest against taylorism and {ondism, even if rather limited, was the first
warning about the 1imit of this model.

More deeply, betten educated new genenations tend to reject the basic
fordist axioms according to which work 1is only related to physical and
mechanical abilities, with 1little initiative or intellectual creativity.
Consequently, most OECD countries experienced rising difficulties in recruiting
workers which would accept the more boring manufacturing tasks : since migration
from agriculture. to industry slowed down, most European countries had to rely
upon migrant workers. They tend to represent an increasing proportion in the
manufacturing and the building industries employment. A second root of fordist
crisis lays precisely in this discrepancy between the deskilling tendancy of
scientific management and rising expectations of young generations about the
quality and initiative of work (TARENTELLI (1973})).

Prhoductivity and nigidity phoblems.

But this creeping social crisis is complemented by very strong strains
affecting the core economic mechanisms of post WWII growth. As a conseqguence of
workers’dissatisfaction, firms tried to push ahead further with mechanisation.
At the end of the Sixties and early Seventies, one observes a rising capital
output ratio which did not convert itself into more productivity. The puzzfing
decline of apparent as well as fotal productivity incheases for the US economy
and many manufacturing industries, well before the first oil shock is an
indirect but significant evidence of post WWII productive organization crisis.
Nevertheless, the productivity slowdown occurs only in the Seventies for most
OECD countries with the exception of the United States. This is another evidence
for the specificities of national trajectories, the hybridation of American
methods with national institutions, cultures and specialization.

With the 1974-75 recession another limit becomes apparent : - the
productivity undergoes the more severe slowdown or even decline in the most
typical fordist industries. Given the large indivisibilities associated with
assembly lines —or even continuous processes—, labour can no more be varied
continuously, whereas low capacity utilisation implies a slowing down of total
productivity. But in the medium run, the employment level has, somehow, to be
adapted to its optimal level given the volume of demand and the under lying trends
in productivity. Here comes a new but basic complaint about fordist
organization: its excessive higidity facing unexpected variations of demand.
But the previous historical analysis (section I) suggest that the rigidity
problem is more o consequence than a cause of the chisis (R.J. FLANAGAN (1988)).
Therefore, the need for a significant revision in engineering principles come to
the surface (M. PIORE and C. SABEL (1984)).
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° Product quality and wonfd competifion.

The large inertia of mass production concerns quality and vensatilfity of
the phroduct odfened, and not only the quantity of standardized goods. In
consumer durable goods, for example for the cars, when the market turns from
prime users to largely renewal of demands, the quality and the differentiation
of products appears to be a key argument in this new competition era : in a
buyers‘market, consumers become more choosy and very sensitive to the quality,
not only cosmetic but linked to servicing, durability, user costs and so on...
Again, the very large lag between the perception of a new demand, the conception
of alternative products and then their production at low cost impairs the
adaptability of fordist organization. The required mobility is mainfy intennal
and obtained by the polyvalence of skills, the good knowledge of managerial
routines. Nevertheless, subcontracting and short term labour contracts are
simultaneously used in order to get an extennal {Rexibifity. Managers and
academics then rediscover that within the conventional product-process matrix,
craft production and diversified quality production become economically
efficient and rational in such a context.

Wonfd wide competition simultaneously and progressively destabilized the
fordist oligopolistic competition, which used to operate upon each national
market. From the mid-Sixties ti11 the Eighties, external trade has developed
Faster than home market, potentially breaking down the very smooth and peaceful
competition. Since production capacities are generally under utilized, price
wars take place, during which the speed in reacting to market opportunities
plays a key role. The fordist methods are then outperformed by more flexible
hybrids, such as those operating in West Germany, Italy, Sweden and Japan.
Simultaneously, the fordist macroeconomic virtuous circle is challenged by
export led strategies and the rising uncertainties about the world financial and
trade system. Consequently, the need for downwards adjustment of employment
becomes stronger for less competitive firms, sectors and economies.

° Fan heaching innovaiionas.

Another destabilization root is related to the progressive exhausiion of
the very clusten of innovations which had launched the fordist dynamics. One
observes a decline in the efficiency of R & D expenditures for mature industries
such as mechanical enginsering, chemistry, aerospace (PATEL and SOETE (1987),
OECD (1987)). But symmetrically, sunrise industries explode and partially
replace older ones : R & D in electronics and software is booming and converted
into a generation of new products and processes. A1l these innovations seem to
delineate a possible shift in paradigmatic organization, due to the potential
impact of information technologies (FREEMAN (1989), SUNDQVIST's report for QECD
(1988)). Somehow, employment flows have to follow these new patterns, in
employment contracts, volume and skills composition too.

These innovations might have far reaching consequences about the fate of
fordist methods and products. On one side, the large assembly-line used to
suffer from imbalances between the various tasks and from very significant costs
and lags associated with the retooling of equipment due to model change.
Numerical controlled machines, robots, integration of various equipments via an
electronic network, the easiness of reconfiguring electronic equipments then
introduce significant technicaf {Pexibilities. The same equipment can now be
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used to manufacture different products belonging to the same general type. This
is a way to fight against one of the adverse trend typical to fordism : the
decline in the output capital ratio (R.U. AYRES (1985), R. BOYER and B. CORIAT
(1986)). On the product side, the versatility of equipments and/or of workers
allows faster reactions in the gualitative shifts in the final and intermediate
demand. This gives a premium to more flexible organizations in the new context of
more acute international
competition. Again labour flexibility internal and qualitative (polyvalent
workers) outperforms external and gqualitative flexibilities (layoffs and
dismissals).

Even if very important, information technology is not the only factor which
explains the genenal seanch {on §Lexibifity. Technical flexibility is only one out
of a whole spectrum of {RLexibility sthaiegies (Table 4). For example, multiskilled
workers can in some cases replace heavy mechanization or even informatisation, not
to speak of more traditional flexibilities. Varying the hours worked, reducing
employment, adjusting wages to economic environment, are alternative tools, which
combine themselves into quite distinctive national management styles.

2. MOBILITY AND FLEXIBILITY STRATEGIES : ON TOP OF THE AGENDA FOR FIRMS AND
GOVERNMENTS

Let us focus more specifically upon mobility of workers and employment
deregulation. In fact, most of the features of the Seventies and Eighties do
enhance strong pressures upon previous arrangements, whatever formalized by law or
by collective agreements. Therefore it is not at all surprising if most countries
experience significant, if not drastic, revision of their conceptions about
mobility.

®* The dondist nigidity neveafed.

The labour mobility from one sector to another, from region to region used
to be the easier, the faster and the more predictible growth. If on the contrary,
after the two 0il shocks, production becomes sluggish and uncertain, then some
drastic job reductions have to take place, in excess with normal retirements and
voluntary mobility. Correlatively, a stiffening of international competition
makes labour saving as a key objective in firms management. Consequently, one
observes large job destructions in mature industries, for most OECD countries.
In this very context, comes out the nigidity issue : firms, governments and
specialists realised then that, when needed, downwards flexibility was hard to
implement. Quite logically, the heyday of the flexibility debate precisely took
place in the early Eighties, when the world economy was quasi stagnating and
induced purely defensive strategies. Again, this is an indirect evidence about
the Fact that labour rigidity was the manifestation and the consequence of the
structural crisis of fordism and not necessarily its origin and basic factor.

Nevertheless, these adjustments in employment where initially thought as
purely transitory. As time elapses, everybody perceives that far reaching
structural transformations are affecting work organization, skill requisites,
spatial distribution of labour, as well as the relative size of various
sectors. Generally, advanced capitalist countries experience some forms of
desindustrialisation, since a continuously rising share of employment goes into
service activities. Even if these sectors are quite heterogeneous, they
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generally exhibit weak unions, smaller firms and therefore a higher mobility
than manufacturing. Within manufacturing itself, sunrise activities do not
necessarily compensate the job destructions occurring within old and mature
industries. Job mobility takes therefore a new significance with respet to the
roaring Sixties : it is the means for converting one configuration of industrial
economies into another, largely original.

Both, short run macroeconomic evolutions and long run transformations
become far more unpredictible than during the fordist era. The conventional
business cycle is so transformed, that firms undergo major difficulties in
forecasting demand, inflation, interest and exchange rates. Still more, the
large strategic errors made after the first oil shock push the managers to be
more and more cautious in any decision affecting long run variables. As far as
job tenure was implicitely the ideal to be followed, the legacy of the Sixties
diffuses the view that labour had become a quasi fixed factor. When demand
becomes uncertain in volume and composition, firms logically react by
restricting access to primary labour markets to core competences and knowledges
(A. ZYLBERBERG (1982)). Consequently, atypical employment contracts spread all
across OECD countries : part time, limited duration contracts, State subsidized
employment, and so on.... These new forms provide flexibility and reversibility:
the Eighties experience a return to the ideal of secondary markets (R. BOYER
(1988)). Similarly, subcontracting and short term employment contracts are
appealing for the firms and sectors undergoing rapid and sometimes uncertain
technical change. When long term views are blurred by radical uncertainty,
firms‘rational behaviour is to prefer liquidity to productive investment (M.
AMENDOLA, J.L. GAFFARD (1989)), secondary jobs to jobs tenure.

Fan heaching struciunal change.

At the end of the Seventies, the massive suhge in unemployment in Europe and
in North America raises again the major question about the status of labour
markets. The apparent unability of previous keynesian policies to counteract
unemployment gives again some credibility to more classical views, about the
self regulating properties of markets in absence of any public regulation and
monopoly power. Here comes the apparently unescapable evidence : if labour
markets were totally flexible, mass and long run unemployment would be ruled
out. This view is first applied to wage formation (OECD (1986)), the rigidity of
which would impede the adjustment to productivity evolution. But during a second
phase, the institutional obstacles to hiring and firing are blamed as the direct
culprit, specially for European employment (R.J. FLANAGAN (1988), R. LAYARD, L.
CALMFORS (1987)). Of course in the early Nineties, a more balanced view now
prevails, but five years ago most analysts and governments used to consider mass
unemp loymenet as a direct proof for excessive labour rigidity, concerning both
wage formation and employment regulations.

Effective denegulation policies of the early Eighties on the product and
financial markets have made labour flexibility more necessary than ever. On one
side, import penetration of most domestic markets and correlatively the
generalization of agressive export strategies call for faster and usually larger
adjustments in employment by skills, sectors, regions and so on.... On the other
side, unprecedented high real interest rates trigger much more active management
policies from firms, who are eager to see any legal constraint to be removed,
specially upon labour markets. Simultaneously, unions undergo a steady and
strong decline in most if not all OECD countries. Since a decade, the initiative
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has shifted from workers and unions to managers. Again this is a key factor in
explaining the implementation of social deregulation. Remember the French case :
on July 1986, a conservative governement has to concede to impatient and vocal
managers a significant flexibilization of hiring and firing procedures.

A1l these factors converge towards a significant revision in labour
legislation and the content of collective agreement. Indeed, atypical labour
contracts represent the majority of total job creation during the last Fifteen
years (OECD (1988)). Nolens volens, implicitly or explicitly, by negociation or by
a drastic shift in the bargaining power, many forms of job deregulation have taken
place in Europe and North America...with a significant and important exception for
Scandinavian and Social-democratic countries (R. ROWTHORN (1990)). This defines
an important caveat to previous analyses : they are relevant for North America and
European Community but not necessarily for Asia and Japan, Sweden, Finland and
Austria. Previous researches have shown the existence of contrasted national
trajectories (R. BOYER (1990)). For the time being, let us return to our main
argument : what have been the consequences of job deregulation ? Before coming back
to this key issue (Section V), a more basic question will be investigated : do more
flexible employment contracts provide better results for firms and national
economies ?

3. EMPLOYMENT FLEXIBILITY : UNCERTAIN IMPACTS UPON UNEMPLOYMENT LEVELS.

° Laboun nigidity : cauwse oh consequence of unempLoymeni ?

From a theoretical point of view, keynesian macroeconomic theory was
precisely built in reaction to the common view according to which the employment
and wage levels are set by the regulating mechanisms characterizing the labour
market, in the same manner as any other good by price and quantity adjustments.
General Theory has rather convincingly argued that such an extrapolation from
micro to macroeconomics might be invalid. Imagine for example that financial
markets, in conjonction with open market policies, govern interest rate
formation and long term views about the profitability of productive investment.
In an effective demand model, the level of employment will be set according to
the interaction of the product and financial markets, without any role to the
labour market itself. Remember General Theory arguments : if mass unemp loyment
is the result of insuffisant effective demand, wage flexibility will not have
any automatic role in reeouilibrating the labour market (0. FAVEREAU (1989), R.

BOYER (1988)).

Mutatis mutandis the same reasons might explain why apparent employment
rigidity might be only a consequence of macroeconomic unbalances, sometimes
exacerbating them, but not necessarily their causes. Incidentally, the modern
disequilibrium theory (J.P. BENASSY (1982)) and the related econometric
estimates, suggest that in France for example most of the unemployment observed
is keynesian, i.e. linked to an insuffisant effective demand ; whereas on the
contrary, productivity or terms of trade adverse shocks would imply only
transitory classical unemployment, associated to an excessive wage with respect
to marginal productivity. In other words, the keynesian message is not necessary
obsolete, and might explain more stylized facts than alternative neo-c lassical
or classical models which rely only on competitive supply : an assessment about
the impact of 1992 seems to largely confirm this view (R. BOYER (1990)). The
respective chronologies about labour flexibility and the general orientations
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DIAGRAM 1 :  THREE CONCEPTIONS ABOUT LABOUR RIGIDITY

The conventional neo-classical view :

LABOR
—>— POOR MICROECONOMIC PERFORMANCE ——>»=— MASS UNEMPLOYMENT
RIGIDITY

‘The keynesian vision :

MACROECONOMIC MASS REVEALED
->=— JOB REDUCTION —p=—— e SEmmE
FAILURE UNEMPLOYMENT RIGIDITY

A “régulation” interpretation :

FORDIST MASS REVEALED
->— JOB REDUCTION —3»=——o —_—
BREAKING DOWN ¢ UNEMPLOYMENT RIGIDITY

A

DEFENSIVE MICROECONOMIC
FLEXIBILITY ———e——
STRATEGIES UNBALANCE
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early in Eighties, restrictive fiscal policy and rationalisation of public
expenditures, as well as major international unbalances have probably been the
main determinants of the unemployment surge in Europe (J.P. FITOUSSI, J. LE
CACHEUX (1989). The initial emphasis upon wage rigidity is now attributed some
significant but limited role in the persistance of this European disease (L.
SCHULTZ Ed. (1988)). During the second half of the Eighties, the buoyant
American boom, prolonged by the softening of monetary policy after the December
1987 Wall Street crash, has alleviated unemployment problems, even in Europe,
and consequently shifted the previous emphasis from defensive flexibility
(lower wage, easier firings) to a more offensive conception. For example now
some OECD reports (1989) insist upon skill requirements, general education, as
major component for labour flexibility.

To sum up, the neo-classical causality is replaced by a keynesian one. Both
causality can be reconciled within a synthetic diagramme which distinguishes
between initiating factors on one side, propagative mechanisms on the other
(Diagram 1). The roots of the crisis would be mainly macroeconomic, whereas job
rigidity would belong to the second category.

A buifi-in emploument nigidity, not the only ouicome of hegulfation.

From a methodological standpoint, one has to consider whether public
regulations about hiring and firing are the main factors for emp loyment
rigidity. The “"régulation” approach researches propose a balanced view (Figure
2). At least, three features of the fordist regime imply a significant inertia
into employment adjustments, specially downwards :

. Many sthuctunal and ohganisational {eatunes are responsible for such a novelty
with respect to competitive capitalism. Firstly, fordism is built upon static
and dynamic increasing returns to scale, which imply strong indivisibilities
for most manufacturing sectors (the assembly line of the car industry, steel
making, electricity power, heavy chemical plants, petro-chemical
industry,...). The putty-clay character of most equipments is associated with
the rise of indirect labour with respect to typical blue collar work.
Consequently, when the firms face a severe recession it is no more possible to
vary continuously and proportionally workers and equipments : the past good
productivity performances have now a clear cost, i.e. a large inertia in
adjusting to unexpected disturbances. Thirdly, a significant part of a plant
efficiency derives from in house training and learning of technicians,
engineers and professionals, which might be specific to each job and/or firm :
therefore the firm is more reluctant to dismiss these workers, and lay-offs
become a current method. Simultaneously, these training and hiring costs
logically induce any rational firm to dampen employment evolutions with
respect to demand variations. The so called productivity cycfe is the normal
outcome of such an inertia...quite independently of any legal constraint put
upon firms. Finally, for some large fordist firms, an implicit job tenure
defines an efficient incentive for extracting loyalty and commitment from
workers. Similarly, implicit contract theory could be extended to the case
where the insurance premium given to workers bears upon employment and no more
upon nominal wage independance with respect to uncertainty. Again this is a
rational behaviour, quite apart from any union demand or public authority

regulation.

of macroeconomic policy manifest close interactions and similarities. In the -
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Belieds and Long hun expectations similarly shape firms behaviour facing
disturbances emanating from the international economy, the financial sector,
economic policies and so on.... For example, all over the Sixties and early
Seventies, most politicians and experts used to consider that the French
society could not resist to more than half a million of unemployed...because
social peace would be at stake. Of course, these views have been drastically
revised, but they played a role in smoothing the surge of unemployment in
France, at odds with what was observed in United States, United Kingdom or
Germany. Similarly, optimist expectations about the sustainability of a fast
growth track used to reduce lay-offs and dismissals during mild recession, for
they were interpreted as purely transitory. On the contrary, when during the
Seventies, macroeconomic evolutions become erratic, flexible and reversible
strategies will be preferred to more efficient but largely irreversible ones.
Finally at a more micro level, it takes time to firms to diagnose the entry
into a recession or a depression : this lag between information, decision and
effective behaviour which used to govern investment decisions, partially
apply to hiring. Again, all these mechanisms are rather independent from any
dinect public intervention about job preservations.

. The constraints imposed by State negufations and collective agheements still
reinforce these structural and institutional factors. Nevertheless, note that
job preservation legislation is mainly important in Europe, not that much in
North America or in Japan (Table'5)...whereas the previous factors are quite
general. Similarly, the law does not impede employment variations but put
requisites, delays and/or extra costs to firing. At the opposite, in order to
fight against long term and young people unemployment, many OECD governments
have subsidized the firms who accepted to hire these categories of workers.
This is a countervailing mechanism with respect to job security regulations.
Finally, another set of partial job security or lay-off regulation is provided
by collective agreements. If they are negociated within a stable environment,
intuition and optimal contract theory suggest that the final agreement will
mutually benefit to workers and managers. The standard American procedure
about lay-offs used to belong to this category, at least until the Eighties.
But if the environment drastically changes, then, the previous arrangements
might be seen as rigidities at least by managers. In some instances, too
sophisticated firing rules can still worsen the initial financial problems of
the firm. Nevertheless, they are not generally at the core of these
difficulties, often 1linked to foreign competition, the poor quality of
products, an insufficient product and process innovations and many other

mismanagement.

° Conthasted national thajectoniea.

From a purely logical point of view, the legal apparatus cannot be blamed as
the only responsible for large employment inertia : the very institutional,
technological and economic bases of fordism imply such a rigidity when the

.economy faces severe or unexpected recessions. A set of intennational
compahisons (Tables 5 and 6) seem to support this provisional conclusion.
Roughly speaking, various national cases exhibit strong opposition between mild
and severe job preservation regulation.

. Ttaly might represent the prototype for a highly regulated labour market, at
least until the mid Eighties. Not only the public regulations are the more
severe, but they are clearly perceived by the firms as a major obstacle to
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employment variations (Table 5). This implies sluggish movements in new
recruits and separations, whereas the stability ratio of employment is the
highest of the whole sample (Table .6). Conseguently, the standardised
unemployment rate is one of the larger in OECD after Ireland and Spain.
Simultaneously, the share of 1long run duration unemployment is really
impressive with respect to North America and social-democratic countries.
More institutionally oriented investigations (MIRE (1989)) confirm this
statistical analysis : productive decentralization, subcontracting and
drastic reorganisation of firms allowed by C.I1.G. have aimed at relaxing the
labour mobility constraints imposed after 1968-1969 (E. WOLLEB (1988)).

. On the contrary United States belongs to the opposed category : soft or non-
existent public regulations provide many degrees of freedom to firms, which
imply the highest unstability ratio of OECD countries (Table 6). Consequently,
labour market adjustments are very active, which explains why only short
duration unemployment prevails. Finally the unemployment rate reaches again
its previous long run level at the end of the Eighties, contrary to the
persisting and long term unemployment which prevails for most EEC countries.
Significantly enough, active public policies are very small indeed, which
suggest that they might be complementary with highly institutionalised labour
rules (compare US with Sweden).

. Nevertheless, United Kingdom apparently contradicts this too crude opposition
between employment flexibility and low unemployment on one side, rigidity and
mass-unemp loyment on the other. As far as public regulations are concerned,
they seem fairly light in this country (Table 5) and English firms do not
perceive any strong institutional obstacle to fast variations in their
employment. Surprisingly enough, 1long run unemployment and average
unemployment rates belong to the average of the European countries, not to
that of North America or Scandinavian countries. The correlation between
employment flexibility and Tow unemployment is clearly contradicted. May be
other rigidities upon skills, job rules or wage explain the British case.

. Small social demochatic countnies provide other exceptions : the public
regulations are significant, whereas mobility is collectively organized
and/or negociated by unions. Nevertheless, long run unemployment and total
unemployment are the lowest within all OECD countries {(Table 6). Here comes an
important teaching : by themselves, institutions governing the capital labour
relations are not necessarily rigid ; they do appear so when their precise
setting is unadequate with respect to technological trends, external
competition and macroeconomic dynamics. Efficient labour market institutions
(and macroeconomic policies) can be designed and resist even to a severe wor1d
structural crisis. Although now challenged, the Swedish modef is not without
merit. The relatively less satisfactory performances of Ausinia would suggest
that active employment policies are central for such a process to be efficient
(compare their relative efforts on Table 6).

° An indinect and pantial impact of job stabifiiy upon unempLoyment.

A more systematic choss national statistical analysis provides a
confirmation of this analysis (Table 7). 0n one side, one finds not any cRose and
dihect relationship between the unemployment rate and the share of long duration
unemp loyment and any index of institutional constraints and perceived obstacles
to employment adjustments. Nevertheless, on the other side, a closer
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look confirms some indirect and mediated influence (Figure 4) :

The qualitative analysis about the 2Legal and institutionaf system is not
without 1link with the perception by the firms of obstacles to mobility,
whatever the index choosen (hiring, lay-off or global).

. The hepresentations of §inms across European countries are associated with
effective mobility measures, such as the importance of recruits and
separations and job unstability, captured by the share of workers who belong
to the firm since less than two years.

. At a third level, one notes a simultaneity between employment stability and
important long run unemployment, whereas frequent recruitments or separations
reduce long run unemployment.

. Finally, the closest relation comes out between the global unemployment rate
and the share of long run unemployment. Nevertheless, causality is an open
question. Either, job protection hinders hiring and job creation, which
furthers unemployment, which tends to perpetuate itself. Or, on the contrary,
a large unemployment rate triggers cautious behaviours from workers, who
become reluctant to gquit and find another job. The unemployed therefore
experience difficulties in getting any job, and the mechanism is propagating
again, according to a vicious circle. But long duration unemployment would be
a consequence not a cause.

To conclude, let us insist upon the shakiness of the corresponding results.
Firstly, the statistical indexes are partial, unperfect and not available for all
OECD countries, which leads to a lot of caveats in interpreting partial
correlations in Table 7 and figure 4. Secondly, if the notion of national
trajectory is valid, no general model would be operating at'a cross national
comparative level. Job mobility might depend from very different factors in United
States and Germany, in United Kingdom and Italy (R.J. FLANAGAN (1988)}. With all
these caveats, emerges the following provisional hints. Roughly speaking,
constraints upon mobility might play some role in long duration and average
unemp loyment, but the exact mix between its role as an initiating factor or as a
pure propagating device is an open question. In order to overcome this uncertainty
two other analyses will now be provided. What should be the place of job tenure in
the possible followers to the fordist regime (Section IV) ? Is it possible to build
more analytical micro and macro models in order to capture the contradictory
effects of labour mobility upon employment and economic stability (Section V) ?

IV - NEW PRINCIPLES FOR CAPITAL LABOUR RELATIONS CALL FOR NEW JOB REGULATIONS -

Remember that an implicit and partial job tenure, which was coherent with
the fordist growth regime, has been challenged during the last two decades. Many
institutional technological and financial changes have taken place since the first
0il shock. Therefore, in conformity with the historical approach typical of
regulation theory, the basic question is now the following: is a new regime in
labour management emerging and if so, what would be the new role of labour

mobility?
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1. A PHASE OF PURELY DEFENSIVE FLEXIBILITY SEEMS TO BE OVER.

A1l along the Seventies and Eighties, managers, engineers and academics
have been experimenting with a trial and error process. Business fads have
emerged, generated enthusiasm, and when implemented have generally delivered poor
or disappointing results. Nowadays, it seems not too daring to think that some
converging views have emerged, as far as management is concerned. Of course,
management practices are still rather different accross industrialised countries:
the comparison of the five national studies specially conceived to enlighten the
report presented to the OECD Helsinki Conference exhibits very distinct effective
strategies in US and Japan, in France and West Germany, the Swedish model being
largely original. A brief summary of the central message will now be provided : a
possible follower to fordism can now be delineated and given a fairly coherent
theoretical basis.

Initially, .firms, sectors and nations have explored rather conservative
strategies at the margin of fordism. Some have exported conventional fordist
methods to new geographical areas (for example, credit and direct investment to
Latin American countries in the Seventies). Others have kept previous management
devices, but implemented defensive flexibility, for example lowering wages in
order to preserve obsolete fordist jobs or new tertiary jobs. Still others are
using the opportunities raised by new information technologies in order to keep
alive fordist principles (strong division of conception and execution,
strengthening of monitoring over Tlabour, control of labour intensity by new
computerized machine tools). Finally, the rise of the service sectors and the
deepening of labour market segmentation have been widely used in order to
compensate the crisis within the manufacturing fordist sectors (R. BOYER (1988)).

Nevertheless, international comparisons (Ph. SCHMITTER and al. (1989))
suggest that these four strategies do not necessarily solve the crisis of the
previous management model, even if they can help in passing from one regime to
another. Comparing, for example, US and Japan, the rather defensive strategy
adopted in North America, along very traditional fordist principles seems to have
delivered poorer results than has the more innovative management style worked out
by the Japanese managers. Similarly, the very sluggish adaptation of the British
manufacturing industry has given a lot of opportunities to Japanese direct
investments in some key sectors such as the car and the consumer gelectronics. The
rather defensive strategy used by English managers has been outperformed by the
quite and surprisingly successful introduction of new and different principles.

The same result seems to emerge from a systematic statistical analysis of
firms trajectories during the Seventies and the Eighties. In the case of France, It
has been convincingly shown that sticking to old taylorist principles of
deskilling has usually led to very disappointing results (Ph. CHOFFEL, Ph. CUNEO
and F. KRAMARZ (1988)). First small or medium size firms with high technical
knowledge and sufficient workers’skills have succeeded in getting access to new
external markets, which have replaced the national one. Second, between large
firms, only those which have mitigated or abandoned the deskilling of blue collar
workers, inherent to fordism, have succeeded in limiting job destruction. On the
contrary, a large majority of firms still following their previous taylorist
strategies has incurred serious troubles. Consequently, within the same country,
alternative strategies have provided better performances.
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JOB TENURES AND REGULATIONS HAVE TO BE RECDNSIDERED WITHIN THE EMERGING MANAGEMENT MODEL.

TABLE 8 FROM FORDISM TO A NEW MODEL : A SYNOPTIC PRESENTATION
FORDIST PRINCIPLES THE: GHALLENGES THE PRINCIPLES OF A NEW MODEL
OF THE 70°s AND 80’s

F1 : Rationalisation of Cl : Under-utilisation of P1 : Global oﬁtimisation
labour is the main_ equipment, large of the whole productive
target, mechanisation inventories of work flows
is the means in process

F2 : First design and then |[C2 : Lags and large costs P2 : Tentative full integra-
manufacture and orga- in passing from inno- tion of research, deve-
nize work process vation to effective lopment and production

production

F3 : Indirect and mediated |C3 : Lposing touch with P3 : Close and long lasting

inks with consumers choogsy consumers, ties between producers
via marketing studies failures in launching and users, capture Jear-
and strategies new products ning by using effects

F4 : Low cost for standar- |C4 : Ex-post quality controls|P4 : High quality at reasona-
dised products is the cannot prevent a rising ble costs, via a zero
first objective, qua- defect rate, consumers defect objective at each
lity the second one more selective abou stage of the production

quality process

FS : Mass_production for C5 : Even mass consumers de- |P5 : Insert the market demand
stable and r1s1ng de- mand become uncertain : into the production
mands, batch production the fordist production process, in order to

.. for unstable demands process appears as rigid get fast responses

F6 : Centralisation of most {C6 : S]ug%jsh and unadequate |P6 : Decentra]ization as far
decisions about produc- reaction of head quar- as possible of produc-
tion in a special di- ters_to global an tion_decisions within
vision of a large firm local shocks smaller and less hierar-

chical units

F7 : Vertical integration, |C7 : Given radical innova- P7 : Net working (and joint
mitigated by circles tions, even large firms ventures), as a method
of subcontractors can_no more master the for reaping both specia-

whole techniques needed lisation and coordina-
for their core business tion gains

F8 : Facing cyclical demand,|C8 : During the 70’s, bankrup(P8 : Long run and cooperative
subcontractors are used cies and/or loss of subcoptracting as far as
as stabilizing device, competence of subcontrac possible, in order to
in order to preserve tors, now confronted promote joint technical
large firms’employment with international com- innovations

petition .

F9 : Djvide and specialize |C9 : Excessive 1?bour divi- |P9 : To _recompose production,
at most productive sion might turn counter- maintenance, quality
tasks, main source of productive : rising control and some manage-
productivity increases control and_monitoring ment tasks might be more

costs ; built-in rigi- efficient, technically
dity and economically

F10: Minimize the required |C10: New tec?ical opportuni- |P10: A new ?11iance between a
general education and ties (I1), mor% competi- minimal general educa-
on the job training of tion and uncertain de- tion and effective on
productive tasks, accor mands challenge most of the job training, in,
ding_to the BABBAGE’S the _previous very spe- order to m§§%ml%g_lgglgl
and TAYLOR’s principles cialized tasks dual and coTlective

) competence !
F11: Hierarchical control C11: Young generations,better|P11: Human ressources poli-
: and purely financial educgtgd and with diffe- cies have to spur wor-
incentives to manufactu rent expectations, re- kers compgtence and
re an implicit consent ject authoritarian mana- commitment and work out
to poor job content gement _styles. Too much ?os1t1ve support for
control becomes counter- irms strategy
productive

F12: Adversarial industrial |[C12: Firms employment might {P12: An explicit and long
relations converge to- be hurt by {he lack of term compromise between
wards wage demands ; cooperation and an ex- managers an wage ear-
collective agreemen clusive concern for wage ners is needed to reap a
codify a provisional A contrario, concession general support to this
armis¥1ce bargaining does not ne- model : commitment ver-

cessarily provide any sus good workin condi-
advantage for wage- tions and/or job tenures
earners and/or a fair ghacing of
) modernisation dividends
Canrre - R. BOYER (1989) “New Directions in management practices...”
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2. THE TWELVE PRINCIPLES FOR AN ALTERNATIVE TO FORDISM.

When compiling a series of researches, elabourated by specialists of
management, technical change, industrial relations, political scientists
comparing governance modes, one gets the impression that some common principles
have now emerged (R. BOYER (1990)). As far as ideas and theoretical conceptions are
concerned, some common views and striking convergences prevail about the main
features of what should be an ideal model. Twelve principles can be elabourated
into a possibly coherent new management style, able to cope with the new features
of the world economy in the Nineties (Table 8).

° GRobal optimization and a continuous integhation of innovations within
production.

GRobaf optimization of pnoduciive {Lows (P1), which was a traditional
objective of scientific management, was progressively somehow forgotten by
actual fordist management practices. Heavy mechanisation and large inventories
were conceived as methods for counterbalancing workers’lack of discipline and
possible disruption due to strikes. Consequently, during the Sixties in the car
industry, for example, very costly and specialized equipment were quite under-
utilized, initiating a decline in the productivity of capital. The new
management model takes into full account that the full optimization of the whole
productivity flows has to deal symmetrically with labour, intermediate products
and equipments. In other words, if taylorism was fighting against workers
laziness and under-utilization, the new system fights against equipement under-
utilization and excessive' inventories, due to idle working process. The Just in
Time has precisely this objective, very much in line indeed with original
scientific management strategies. Total factor productivity including the
rotation speed of circulating capital has replaced labour productivity as a
major index for technical efficiency.

Fully integhated heseanch, development and phoduction onganization (P2) is
the second major principle. In typical fordist mass production, the sequence was
clearly oriented from design, then production and ultimately to marketing. The
division in charge of conceiving the new products did not really integrate any
clear vision about the methods for manufacturing them, nor do they imagine the
needs and the demands to be satisfied. Consequently, the lag between design and
mass production of a new model used to be around six-seven years for the car
industry. Simultaneously, the product could turn out to be a failure if in
between the market trends had reversed (for example from large cars to fuel
efficient ones). Moreover, in the Seventies and Eighties, the versatility of
demand has shown the process of design and innovation in conventional fordist
organization to be very sluggish. Therefore it is not really surprising if
management theory now stresses the need for a fuller integration between these
three stages. The sequential relation between design and manufacturing is
replaced by pooled or reciprocal coordinating mechanisms. A1l the national
studies point out many experiments of plant integration in which
microelectronics allows closed and fast connection between design, production
programmation, gquality control, planning : this is for example the case for
German capital good industry (L. PRIES, R. TRINCZEK (1989)). In Japan, the
management style seems to rely more upon engineers and technicians mobility from
research and development department to the production site, back and fourth (S.

WATANABE (1989)).



° High quafity and vensatifity at neasonable cost.

CRosen helationship between phroducens and wsens (P3) introduces a third
break-through with respect to typical fordism. Previously, the marketing
division was trying to find out how to launch and sell the product elabourated by
the production department, itself inspired by scientific organization
principles. Therefore, the adequacy of new products to consumers needs was an ex
post and sometimes costly process. Now the more successful firms seem to have
elabourated a two-way flow of communications between people conceiving new
products and the users themselves. This is specially so for sophisticated
equipment goods, as well as for consumer durables. Again, the Japanese firms
give a good example of a better integration of the R & D department, production
department and marketing division. It has been suggested that such a strategy
reduces the risk of failures in the car industry for example, since a sample of
potential consumer have helped in designing the final product. In industry such
as the computers, a large source of innovation comes from the needs and proposal
of final user, for example in software. In this sector, as in the machine tool
industry (S. WATANABE (1989)), the closeness and the cumuiativeness of the links
between final users and designer enhances massive effects due to learning by
doing ( . Von HIPPEL (1988), B.A. LUNDWALL (1989)).

High quafity ot heasonable cost (P4} can now be reached within the new
management system. In the past, mass production of cheap but low quality good was
complemented by craft and customized production of top quality luxery goods. In
the old system, a clear trade off had to be made between low cost and high
quality. This feature turned out to be quite detrimental to many fordist
industries. In the car manufacturing for example, when the buoyant market of new
buyers shifted into a mere replacement demand, more sophisticated consumers
became aware of quality and turned to be much more choosy than previously.
Typical american mass producers were consequently challenged by Japanese,
German and Swedish models which used to integrate a larger concern for
servicing, durability, fuel efficiency and so on. But traditionally high quality
was associated with small or medium size runs. The electronization of equipment
goods, in particular the computerization of design and manufacturing, has
provided both a lower cost (since the change from one model can take only few
minutes and no more a whole day, or week) and greater precision in metal cutting,
melting, assembling. The TOYOTA system therefore provides, via a fragile/lean
system in contrast to the robust/buffered typical fordist production, both
higher productivity and better quality.

Insent the manket demand into the production phocess (P5) defines another
new principle. Again, within fordist methods, production capacities of the large
firms were set in order to satisfy the lower demand given the cyclical pattern
which characterized the Sixties. By definition, the ideal was to immune the
assembly-line from any perturbation from the environment. Subcontractors or
second rank producers were precisely given the role to cope with uncertainty and
variability (M. PIORE and C. SABEL (1984)). This arrangement broke down when
even mass consumer demand becomes uncertain, in volume and composition. Given a
significant internationalisation of markets, the demand could now be satisfied
by imported goods providing much more diversity. Here comes the well known
problem about the technica® nigidity inherent to conventional fordism. This new
context initiated a genuine adaptation of scientific management : given the new
flexibility allowed by electronized machine tools, production can be now decided
according to the effective orders, and no more for building inventories of goods



28

to be sold afterword. Consequently, even fluctuating demand can be meet by
flexible automated production and symmetrically, small or medium size firms can
master a segment of the market. Therefore, the traditional division between
large and smaller firms is blurred : both of them have to cope with more

variability of demand.

Netwonking, coopehation, decenthnalisation : new productivily souhces.

Mohe decenthalization of production decisions and lower size of plants (P6)
is the direct consequences of previous principles. During the golden Sixties,
labour management could be centralized within a specialized department, each
plant being given a limited autonomy in order to implement the sophisticated
rules associated to internal labour markets. Now, the variety of Tlocal and
sectoral situations call for a larger autonomy of each plant. Even more, one
observes on a large scale, a trials and errors process, in order to find out new
principles for workers’ commitment and pay. Theoretical models have clearly
shown that when demand is uncertain and shifting from one product to another,
then decentralization might be more efficient than complete centralization (M.
AOKI (1988)). Given the new context of the Eighties and Nineties, the same
objectives of scientific management would now be fulfilled by a quite different
internal organization of the large firm : the J firm (the Japanese model) would
replace the Fordist or American firm, and its division by vertical departments,
only integrated at the summit of the hierarchy. Simultaneously, international
comparative data exhibit a decline in average plant size which can be used, a
possible evidence for the progressive implementation of this sixth principle.

Netwonking and joint ventumnes (P7) define a seventh feature. During the
Sixties, vertical integration, eventually mitigated by circles of
subcontracting, was the usual way to reap dynamic increasing returns to scale
associated with R & D expenditures, high fixed investment costs and learning by
doing. The configuration has progressively evolved under the pressures of the
rising instability and the stiffening of competition during the Seventies and
Eighties. First, even large firms are no more necessarily able to master the
whole set of techniques needed in order to be efficient for their core business.
For example, combining information processing and telecommunication completely
shifted the boundaries between these two industries, inducing some struggles and
then new joint ventures in order to get the control of the more crucial
innovations. Simultaneously, a large uncertainty prevails as concern the main
feature of the emerging new socio-technical system. Even in mature industries
such as car manufacturing, the electronisation of final and equipment goods call
for genuine competence, to be brought into the enterprises via joint ventures,
or networking in order to get the benefit from future innovations. Therefore,
networking might be the code word of the Eighties. With various configurations,
this seems to be the emerging organizational structure of the more dynamic part
of the Italian economy, as well as most of the Japanese manufacturing sectors.
Even multinational firms are evolving from a centralized hub towards an
integrated networks : every unit, what ever its specialization, has potential
linkage with any other unit belonging to the same firm. From a more theoretical
point of view, networking is the contemporary method {on heaping both
specialization and coondinaiion gains.

Long mun and coopenrative subcontnacting (P8) is another consequence of the
same trends, according which institutionalizing complementarities between firms
might enhance their joint productivity. In the fordist era, subcontracting was



used by large firms in order to cope with fluctuations in demand, -and/or in order
to keep oligopolistic pricing practices. During the last two decades, this has
led to numerous banckruptcies of subcontractors and therefore a loss of know-
how, since large firms giving orders were aiming at reducing their own unit
costs. In the US, for example, the adverse evolution of machine tools producers
seem to have been the consequence of arms length relations between producers and
users, large and small firms (M.L. DERTOUZOS, R.K. LESTER and R.M. SOLOW
(1989)). A similar evolution took place in France : a harsh and short sighted
subcontracting policy from large car manufacturers has fipally led to a loss of
competence and expertise from small and medium size firms (D. LEBORGNE, J.
LAFONT and L. LIPIETZ (1982)). Quite on the contrary, now the need for competent
and innovative subcontractors is widely recognized and a new model is emerging : -
the key reference is again the Japanese organization for subcontracting. The
larger firm commits itself to multi-year contracting and help the
subcontractors’modernization and their buying of modern electronic equipments.
Some international comparative studies suggest that this long run and
cooperative strategy brings better results than the short run minded and cost
minimizing fordist strategies (D. LEBORGNE (1987)).

A new comphomise : polyvalence, and commiiment against job stabifity.

Less ZLaboun division within the {imm (P9) is similarly a key feature
emerging from both the limits of fordism and the new opportunities opened up by
information technologies. This might be, if confirmed by subsequent evolutions,
a major change in long run trend of scientific management, if not a total
novelty. Contrary to the conventional taylorist methods, now managers realize
that a Tlarger scope for the tasks allocated to each worker can benefit
productivity. Production work is therefore combined with initiative in
management at the shop floor level, for example in maintenance, repair,
inventories and orders. Therefore, quality is improved, break downs are more
easily diagnosed and repaired, where some shop floor level management is now
done by skilled workers and not by outside controllers or special maintenance
workers. Global productivity, which 1is larger as the result of better
utilization of human abilities, is the best response to uncertainty and a major
source of innovations., Consequently, one observes in many OECD countries a
redefinition of the hierarchy of skills towards a reduction of the layers of

middle management.

On the job thaining and genehal education ane expeniencing a new alliance
(P10). The fordist system used to oppose on one side highly skilled technicians,
engineers and managers with a high degree of general education, to a larger
fraction of the labour force, mainly trained on the job, and with poor general
education standards. The shift of manufacturing tasks from purely physical to
preeminently intellectual and control activities call for a fluent literacy and
numeracy, including for typical blue collar workers. Similarly in a tertiary
sector, the computarization calls for fairly good abilities to master
abstraction, routines and procedures...which use to be the logical outcome of a
successful general education system. A converging set of evidence suggests that
this balance is now shifting towards the need of a higher level of general
education, for the larger part of blue and white collar workers. A larger
polyvalence calls for initiative, commitment, and a problem solving
orientation, including blue collar workers in assembly-line. Simultaneously,
the performance of firms is more and more related to adeguate behaviour and -
initiatives in order to bring an efficient decentralisation/centralisation of
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management and production. Therefore, learning by doing, Jlearning by
communicating with other workers or departments becomes a key factor.

Consequently, Skifs have to be enhanced, as a sounce of commitment,
competence and productivity (P11). Again, during the fordist era, the taylorist
principles were implying that the engineers should conceive equipments and
plants organization in order to minimize the skill content, by permanently
downgrading the competence needed from blue workers. In the Eighties, the limits
of these strategies have clearly been perceived by the managers. Therefore, a
new motto, more than a business fad, is emerging : the quality and commitment of
workers are an essential component of the competitive edge of the firm, sector or
nation. This new principle is clearly at odds with the previous trends in labour
management, and has tremendous consequences for labour markets, education,
training and retraining. Maximize skills and then extract from them the maximum
knowhow and competence, might be one of the genuine feature of the J (or
Japanese) Model investigated by AOKI (1988). Convincing analyses suggest that
the Japanese job tenure in large firms is not only a legacy of Confucian or
paternalistic values but a rational strategy given the important learning-by-
SS;EE ?f;ects and the importance of the support to the firm by the employees (K.

1987)).

Mohe commitment means some advantiages {on wage-eahnehs : good wages and/oh
Longen job tenune (P12). No doubt that this new model implies much more
commitment from workers, as well as a broader scope for the tasks fulfilled by
every one. This benefit cannot be obtained by the firm without an explicit
advantage for wage earners. The theoretical analysis of Japanese firms by M.
AOKI suggests that a principfe of dynamic suhplus shaning is needed in order to
induce workers’ consent. It can be fulfilled either by an explicit or a quasi job
security, or by a wage formation rewarding individual commitment and Tinked to
firm, sectoral or national achievements. Main OECD countries exhibit various
mixes for these two kinds of benefits. In the long run, this is a quite important
topic indeed for the viability of such a new management style, since one cannot
imagine well educated, strongly committed workers being under-paid and
frequently laid off at cyclical down-turns. Such a new compromise is not so easy
to negotiate for countries in which adversarial industrial relations are a long
tradition. The opportunities of a purely defensive strategy are not without
appeal, specially when unions are disoriented and declining in memberships and
initiatives. Nevertheless, most experts in US now realize how essential such a
new compromise is : commitment versus a kind of employment stability. In
contrast, German and Swedish cases suggest that strong unions and a cont inuous
process of negotiation might enhance the diffusion of new technologies. It was a
key message from the SUNDQVIST report (OECD (1988)).

3. THE JOB TENURE IDEAL : AN ESSENTIAL INGREDIENT FOR THE NEW MANAGEMENT MODEL.

The question about the place of job preservation and stability within this
post-fordist regime has now to be more completely discussed. Of course, issue is
specially difficult to delineate, since the diffusion of this regime is rather
recent. Nevertheless, a casual use of some comparative studies and theoretical
models suggest the following five hypotheses or preliminary results.
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TWO STYLES IN LABOUR MANAGEMENT

FIGURE 5 : LOW SKILLS. SHORT RUN DURATION. IF LABOUR CONTRACT,
HIGH EXTERNAL MOBILITY AND LOW PAYS.
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° Tob unstabifity might hinden the viabifity of the new management stiuyle.

Facing the recurring disturbances and the uncertainties about economic
evolutions and policies, it has been rational for firms to highly value flexible
labour contracts i.e. with short duration employment and easily revised wage.
The stiffening of international competition, deregulation policies have
triggered efforts in order to curb down labour costs. No doubt that the freedom
in adjusting unemployment levels did contribute to static eddiciency i.e. the
optimal reaction to varying demands and relative prices. This kind of
flexibility might explain why the employment share of large firms decline to the
benefit of small or medium size enterprises, in almost every OECD country. If
long run optimum management were to result from a series of short sighted
decisions, employment flexibility would be the ideal to be pursued.

Nevertheless, the long range effects of this strategy might be to inhibit
or still more contradict the implementation of toyotism or veolvoism, as
followers to fordism (Figure 5). In fact, employment unsecurity might hurt most
of the twelwe founding principles exhibited by Table 4. How to reach high quality
standards, if sophisticated equipments are run by temporary workers, who cannot
capture the learning effects associated with sophisticated modern productive
organization (Principle P4) ? Of course, global optimisation (P1) and swift
reactions to demand (P5) can be obtained by firing and hiring workers according
to the level of inventories, demands, and profitability. But then managers
should not ask to workers to be loyal and committed to the success of the firms,
they only temporalily work for. Similarly, in house training policies will be
largely wasteful and irrational if due to high turn-over, newly trained workers
have to find another job and/or are sytematically fired when comes a recession.
Therefore, principles P9, P10, P11 collapse all together.

Similarly, any long run compromise between managers and wage-earners is
devoid of any meaning, if workers do not benefit from any long term labour
contract, at least implicitly. Of course, higher wage could compensate
employment unstability, at least from a theoretical standpoint. But quite all
empirical studies suggest on the contrary that high unstability and low wages
are closely linked for secondary jobs, whereas the primary sector has the two
opposite features. Consequently, a complete freedom in hiring and firing might
put the firms, the sectors or the nations along the wrong track, as far as the new
industrial organization is concerned. Some comparative researches suggest that
the more flexible the labour market, the more severe fordist nostalgia (R. BOYER
(1989)). On the contrary, a conventional or legal constraint upon employment can
induce much more innovative strategies : why not to convert this emp loyment
rigidity into an advantage and look for high internal flexibility ? Remember the
Japanese “flexible rigidities” R. DORE (1987),

° Tob tenune oh employment inentia : an inducement {o ohaganizational {Lexibifity.

Basically, the new management model looks for a global optimization in the
use of human resources, equipments, raw materials and information. These are
mainly internal issues which can not be solved by pure market transactions : they
call for a strong cooperation climate between engineers and specialists of
marketing, foremen and blue collar workers, banking and finance, stock holders
and managers.... Within the capital labour relation, a minimum stability in the
employment contract is a prerequisite to the adhesion to this new model.



FIGURE 6 : POLYVALENT WORKERS. LEARNING BY DOING VIA JOB TENURE,
INTERNAL MOBILITY
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Consequently, some short term redundant workers and financial losses can be
incurred if an unexpected and severe recession makes a part of the labour forces
redundant. But this institutionalized rigidity maintains the morale and the
incentive among wage earners, in such a manner that the long term trajectory
might turn to be quite original (Figure 6).

The cumulative competence associated with learning by doing, learning by
using new equipments, learning by exchanging within the firm fosters high
quality of products (P4), large versatility from one job to another (P9), a
strong aptitude to respond to technical innovations and market opportunities.
The toyotist or wvolvoist models need more informational exchanges,
sophisticated control procedures and equipments, as new sources of
productivity, which can only be reaped by a high stability of core workers. Of
course, subcontracting can be used to dampen the fluctuations of demand, but
even in that case, the Italian or Japanese systems suggest that it might be
efficient in the long run to codify stable relationships between large firms and
the network of subcontractors. Job temmination is the Last nesaont measune, not
the first one in this new model : varying bonuses, wages, hours, shifting workers
fron one job to another, launching new products or new processes usually provide
sufficient capacities of adaptation...as far as recessions do not transform
themselves into cumulative. depression.

This shidt in onganizational paradigm is not without precedent. A
retrospect of the US car manufacturing over one century suggests that job
stability was an initial objective for Henry FORD himself (D. R. RAFF (1988), R.
BOYER, A. ORLEAN (1990)). The assembly line for the Ford T initially generated an
explosion in labour turn-over : this was the origin of the famous five dollars a
day policy. During the interwar, competition shifted from price competition to
product differentiation : the annual model changes promoted by General Motor
precisely reorganized the assembly line in order to cope with this new objective
(D.A. HOUNDSHELL (1988)). Broadly speaking, high wages and on-going product
innovations were two means for promoting a minimum employment stability, which
was considered as benefitial both to workers and managers. Simultaneously, a
complete network of subcontractors, highly linked with GM was organized. In a
sense, the J or the S model are the modern and contemporary followers of this key
objective, constantly pursued by Scientific Management. Employment stability is
far from being contradictory with this long history of industrial organization
and technology. But then how to respond to short run quantitative disturbances ?

Actual economies amne mixing job tenune and donms of Laboun mobifity.

Many historical investigations suggest that leading industrial models do
not cover the whole spectrum of activities and firms : in the long run various
organizational forms coexist and usually provide rather close economic
performances. For example, even if the fordist era had been exhibiting a clear
tendency towards an homogeneisation of capital labour relation, the opposition
between primary and secondary jobs still existed and had a functional role in
coping with fluctuations and uncertainty (R. BOYER (1981)). Probably the same
disparity will prevail within the full development of the toyotist/sonyist

model.

For simplicity sake, let us define two configurations for the capital
labour relation and its response to flexibility : :



IN ACTUAL ECONOMIES, BOTH FORMS ARE COMBINED. EVEN WITHIN THE SAME FIRM.
TABLE 8 : THE FRENCH EXAMPLE

CHARACTERISTICS OFFENSIVE FLEXIBILITY | DEFENSIVE FLEXIBILITY
Professionals 3 % 15 %
Technicians 9 % 33 %
White Collars 44 % 4 %
Workers _ 42 % 10 %
TOTAL 100 % 100 %
Men 53 % 45 %
Women 47 % 55 %
TOTAL 100 % 100 %
Age 15 to 24 Years 42 % 4 4%

25 to 39 " 38 % 58 %

40 to 49 " 11 % 23 %

50 toe 59 " 7 % 15 %

more than 60 Years 2 % 1 %
TOTAL 100 % 100 %
Number of employed 1.500.000 850.000

i J ifer BUE "Les_diff tes formes de flexibilités”, Travail et
source + Jemnifer B0 o e o ob8 "5 5.
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Secondany 4Jobs are usually characterized by short duration employment,
atypical labour contracts, strong hierarchical control, and conventional
equipments? Rather Tlow wages are higly sensitive to external economic
evolutions and 1labour market unbalances. This can be labelled dedensive
dlexibility.

. Primany jobs benefit from long duration employment, conventional labour
contracts, significant work autonomy and modern equipments, whereas wages
result from a job carreer and institutionalized internal routines linking
income to individual and collective performances. This relates to an oddensive
dLexibifity (R. BOYER (1988}). . :

A French statistical survey (J. BUE (1989)) allows to estimate the relative
size of these two categories (Table 9). Professionnals and technicians, women
more than men, workers between 25 and 39 years are the main beneficiary of
of fensive flexibility including some degree of job stability. On the contrary,
young workers under 24 years and blue collars usually get only short run labour
contracts and therefore suffer from large employment unstability. Seemingly,
only one third of the labour force benefits from an offensive flexibility, i.e. a
minority.

The basic issue is then the following : which of the two configurations
determines the overall evolution for average wage, total employment and average
productivity ? During the Sixties, the primary sector, formalizing a fordist
compromise was clearly leading : wage increases were diffusing from leading
sectors to the rest of the economy ; since quasi full employment used to prevail,
the secondary sector was benefiting from similar increases. The very
macroeconomic stability tended to promote an implicit job security, even in the
secondary sector, but of course less complete within large fordist firms
belonging to the primary sector. Nowadays under the pressure of mass long run
unemployment, the mechanisms might be partially reversed : the fear of losing
good job in the primary sector is levelling off wage demands. Similarly, the
large employment security of some insiders is balanced by a very high turn-over
affecting outsiders upon the secondary market. One unintended effect of a
general and unadequate job protection could therefore be to foster £aboun
segmentation and to sharpe social unequalities among wage earners.

A Pange vaniety of adjustments upon tasks, houns oh wages can cope with job
stability.

Conventionally, the employment stability can be summarized by the
adjustment speed term within an econometric equation which Tinks effective
employment to its past level and efficient employment (Table 10). It takes three
years in France, two and a half in Italy to adjust manufacturing employment
whereas American and German manufacturing only needs one year do to so. This
hierarchy does not {it with the institutional obstacles to job variations : in
spite of the absence of any strong legislation, the British industry is the
slowest. Similarly, Germany and US are rather close from an econometric point of
view in spite of a highly regulated system in one case, a largely free and
decentralized system in the other. Again comes out a loose connection between
labour laws and the precise features of the “régulation” mode.
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TABLE 10

A. THE TRADE OFF BETWEEN EMPLOYMENT AND HOURS

EMPLOYMENT FLEXIBILITY AS EXHIBITED BY ECONOMETRIC STUDIES

(MANUFACTURING SECTORS).

EMPLOYMENT HOURS INSTITU-| PERCEP-
TIONNAL | TION
ADIUST= | verace || 2°°YST™ | averace ||omstacLes| oF
HENT LAG R LAG  |{TO EMPLOY|RIGIDITY
SPEED SPEED A e |
COUNTRIES (8) (d) (5) (d) RIATIONS| FIRMS
ITALY 0,28 2,57 0,65 0,54 xxx 83
FRANCE 0,24 3,17 0,57 0,75 xxx 81
GERMANY 0,43 1,33 0,65 0,54 xxx 56
UNITED KINGDOM | 0,20 4,00 0,40 1,50 0 26
UNITED STATES 0,49 1,04 0,67 0,49 " n.0

: (4) ext d
Source : Columns (1) to ex F?gi?biﬁqg

m Guy MAURAU, Joel OUDINET “"Précarité et

e : i i des 1industries
? rgpéenngg. Nggeegga1‘?ﬁEg?mﬁgr?Bfnzémgstrimestre
38 , P. H.
*
If Nt is the optimum employment, the effective level Nt is set according to
6 = j
N N* 5 Adjustment speed
L o : 1-8
Nt—i B £-1 d = — Average lag for adjusting effective
to optimal employment.
TABLE 11 LARGER FLEXIBILITY WITHIN THE SHELTERED SECTORS
MANUFACTURING SHELTERED SECTORS
SHORT RUN| AVERAGE SHARE |ELASTICI-|]SHORT RUN| AVERAGE SHARE [ELASTICI-
ELASTI- | LAG OF EMPLOY- |[TY W.r.TO]] ELASTI- | LAG OF EMPLOY- [TY W.r.TO
CITY EMPLOY- MENT/ |RELATIVE CITY EMPLOY- MENT/ |RELATIVE
MENT HOURS COSTS MENT HOURS COSTS
(Years) (Years)
ITALY 0,26 8,3 41 % 0,4 0,43 6,6 31 % 0,1
FRANCE 0,28 3,8 74 % - 0,31 2,2 100 % -
GERMANY 0,58 1,6 66 % - 0,52 2,1 62 % 0,2
UNITED KINGDOM 0,32 2,6 87 % 0,20 0,43 1,3 100 % -
UNITED STATES 0,75 0,7 71 % 0,15 0,54 1,2 84 % 0,35
JAPAN 0,13 19 38 % 0,7 0,55 0,5 70 % -
Source : Equipe MIMOSA "Mimosa, une modé&lisation_de 1‘’é&conomie mondiale”, Obsenvations et Piagnostics
Economiques, Revue de £'OFCE, Janvier 1990, n® 30, p. 151,
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. Still more for a given average lag, the same ex-post {Zexibifity in {fotaf houhs
worked can be reached by varying work week duration, according to the level of
demand and inventories. It is striking to observe a strong convergence in the
estimates for average lag when adjusting total hours (Table 10). The only
exception is about United Kingdom where sophisticated job rules seem to put
severe constraints upon this flexibility mechanism. In passing note the sharp
contrast with the perception of rigidity by firms : the British system usually
considered as the more flexible might well be the most rigid...as far as
econometric studies could reveal such a property !

. Wage {Lexibifity is another method for preventing fast employment adjustments.
Theoretical models argue that an adequate wage formula (basic wage plus a
profit sharing) would warrant a stable full employment (M.L. WEITZMAN (1985)).
The Japanese large firms is often assumed to be the perfect example of such a
complementarity between job tenure and wage flexibility. Most econometric
studies confirm indeed that the employment adjustment lags in the Japanese
manufacturing sector are considerable compared to US even if some econometric
problems are pending (Table 11). Finally, the sectors sheltered from foreign
competition, such as conventional services to households, might exhibit an
opposite property: employment is adjusted to the on going unemployment rate,
according to a compensating mechanism with respect to the manufacturing
industries, :

Here come again strong national specificities which do not seem to vanish
during the Eighties. This strong exception to the common view about the
convergence of industrial relations and management deserves some explanations.

° A whole specthum of institutional annangements can provide job secunity.

Nowadays, a genuine theory of the firm has emerged from quite contrasted
traditions (D. TEECE (1989), M. AOKI (1988), 0. FAVEREAU (1989), HARVARD
BUSINESS REVIEW, OECD (1988)). Basically, the enterprise would be the locus of a
collective process of learning by doing, which would convert external
innovations into new opportunities, in order to build or preserve some monopoly
power. The viability of any firm would be up to the sophistication of such a
process. Nevertheless, the effective implementation of this model is quite
contrasted according to the national traditions, culture and institutional
settings. A previous research has given a detailled account for such a diversity
(R. BOYER (1989)). Let us limit this short description to.the job security issue

(Table 12).

United States are the traditional land of large external stability (see
previous Table 6). Nevertheless, many experts have since a decade recognized
that this might lead to a loss of expertise, and should be corrected by an
explicit accord between labour and capital (BUSINESS WEEK (1980)). Even the
car industry which recurrently uses lay-offs has experimented some new
compromises based on a severe selection of the more efficient workers,
providing them with a form of job stability and good wages : the SATURN project
had precisely this objective. In spite of this innovation, defensive
flexibility still constitute the dominant strategy : lay-offs, geographic
mobility of capital and manpower and more generally a widening wage
differentials and an increasing heterogeneity in labour contracts (S.
ROSENBERG (1989)) do prolonge the past American model of decenthalized

dedensive {Lexibifity.
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. Japan shares with United States some features, such as the role of large firms,
an important decentralization of collective bargaining and rather weak and
declining unions. Nevertheless, this country seems to explore a more ofdensive
{Pexibility. The internal mobility of workers from one task to another, the
permanent retraining within the firm and the flexibility allowed by profit
sharing make dismissals a last ressort measure, usually undertaken after more
than two years of bad economic performances (K. KOIKE (1987)). Paradoxically
enough, small or medium sized firms do not dismiss more frequently than the
large ones : this an indirect evidence about the impact of job tenure ideal
within the whole economy. Simultaneously, a large flexibility in hours worked
allows fast reactions to unexpected variations in demand or relative prices.
In the long run, building the competence of core workers and continuously
launching new products and new processes are the best warrant for 1life time
employment.

. Sweden and to some extent Austnia give a second configuration for oddensive
{Pexibifity. Contrary to the two previous cases, a strong and unique union is
bargaining at a centralized level over wages, employment, social welfare, job
subsidies and so on.... Such an integration and centralization of the quasi
totality of the capital labour nexus leads to genuine adjustments. First, job
creation is the main objective of active manpower policies, and not that much
the relief of unemployment as most EEC countries do. Second, retraining and
mobility are organized by collective agreements between unions, firms and
State officials. Third, in the long run, the dynamism in process and product
innovations is considered as the best method for providing secure and well
paid jobs. Finally, the commitment to full-employment puts strong incentives
to the adoption of such an ofdensive §Lexibility.

. France and Ttaly and most OECD countries are following an hybnid modeZ,
intermediate between social democratic flexibility and decentralized
defensive strategies. Generally, unions are stronger than in US, but weaker or
more divided than in Sweden or Austria. Similarly, the level of bargaining is
intermediate between a totally decentralized system and higly centralized
one. Welfare policies have privileged unemployment benefits, and not than much
an active job creation objective, even if new trends emerge since the mid
Fighties. Consequently, the adjustments take place by a new segmentation of
labour markets : a significant employment stability in Tlarge firms is
compensated by a high unstability for young workers, alternating unemployment
and short duration activity periods. Generally, European firms have reacted to
the structural crisis by drastically rationalizing their production
processes, since they traditionally experience some difficulties in launching
successfully new products.

Is there an optimal form of flexibility which would minimize the
unemployment rate and average duration of unemp loyment spells ? Looking back at
Table 6 suggests that the same quasi return to full-employment has been obtained
both by the decentralized offensive strategies (Japan) and the social democratic
configuration (Sweden and to a minor extent Austria). The decentralized
defensive flexibility in the US style provides a return to standard unemp loyment
rates, even if it sharpens social unequalities and delivers poor productivity
and competitiveness performances. The worst case corresponds to the hybrid
European model : of course, social unegualities are lower, but long duration and
young unemployment is still a challenge for the Nineties (B. ROWTHORN (1990)).
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WHAT HAVE JOB DEREGULATION POLICIES DELIVERED 7

A TYPICAL DEREGULATION

The 3rd July law 1986 abolishes the administrative authorization upon dismissals
concerning less than 10 wage earners. On Ist January 1987, another law is passed and removes
any administrative supervision upon dismissals, whatever their sizes.

As the related statistical serie of authorized dismissals no more exists, a direct
assessment of these laws is not easy.

A SHORT RUN EFFECT, WHICH SEEMS TO VANISH IN THE LONG RUN.

Indirect methods (see INSEE “Rapport sur les Comptes de la Nation™ C. 142-143, Tome I,
p. 130-131), suggest that dismissals have climbed up by 40.000 in the second semester 1986.
Nevertheless, this seems to have been a short run adjustment : four years later, one perceived
no rupture in the patterns of unemployment and job creations.

FIGURE 7 : THE FRENCH EXPERIENCE ALLOWS A CAUTIOUS ASSESSHENT
AN IMMEDIATE SURGE IN UNEMPLOYMENT DUE TO DISMISSAL
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In a sense, one could imagine a U-shaped helationships between job secunity
and unemployment : at the both extremes strong incentives propell the economy
towards quasi full-employment ; but in a mixed system, unemployment can persist
in the long run and even destabilize the past homogeneous labour legislation.
Mutatis mutandis, one finds a parallel with the influence of degree of
decentralization upon macroeconomic performances (OCDE (1990), L. CALMSFORS, J.
DRIFFILL (1988), R. BOYER, S. BOWLES (1990)).

A central conclusion therefore emerges : job secuhifiy pen se would not
induce unempfoument, but onfy its unadequate institutional {onms on Lthein
uncompatibility with the phevailing "nhégulation” modes would have such a negafive
impact. :

V - THE ECONOMICS OF WORKERS PROTECTION : SOME PRELIMINARY INSIGHTS.

The previous findings have provided the institutional and economic
background necessary for a more analytical approach. A brief survey of some basic
mode1s about job tenure, employment adjustment speed will now be provided. As far
as possible, some empirical data will be brought into the debate. Six provisional
results are proposed for discussion and further investigations.

1. THE FRENCH JOB DEREGULATION HAS SEEMINGLY LED TO MINOR RESULTS.

Since the early Eighties, French managers had been complaining about the
excessive State interventions into dismissal procedures : they had to be approved
by "Inspection du Travail”, a branch belonging to the Employment and Social Affair
Ministery. The conservative governments elected on 1986, decided to satisfy these
very vocal demands from the business association (CNPF). Very crude and
unconvincing surveys suggested that this job deregulation would create around
400.000 jobs. In retrospect, this seems to have been a large overstatement. It
might be interesting to give a short summary of the statistical analyses made ex
post in order to assess the effective impact of the 3rd July 1986 and Ist January
1987 laws which abolished the administrative authorisation upon dismissals

(Figure 7).

The shont hun impact was clear enough, even if more moderate than expected :
dismissals seem to have accelerated by 40.000 by reference to previous
regularities pointed out by econometric studies, but the overmaning was quickly
reduced. Note that this represents less than 0,2 % of total employment, i.e. a
quite minon, but negative, impact. This might explain why this episod nouwadays
seems totally forgotten, since many other measures about training, subsidies to
firms, short duration contracts, have continuously affected the French labour
market. It is therefore difficult to disentangle this complex set of public
interventions. Ironically enough, the deregulation laws have interrupted the
gathering of statistical series upon dismissals by firms, which makes direct

econometric studies now impossible.

Nevertheless the Zong hun edfects were apparently minoh too, if egia%ing.
The cyclical pattern of the number of people getting unemployed for d1§m1ssa1
(Figure 7) was only transitory altered, whereas its decline after 1987 was induced
by the economic recovery and consequently job creations. It would be excessive to
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DIAGRAM 2 : THE DREAM OF JOB DEREGULATION
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attribute all these jobs to the sole deregulation laws. Significantly enough, the
most recent assessements in French labour policies don’t even mention them (INSEE
(1989)). Still more the improvement in employment outlook seems to have outpaced
the expectations by firms, even if they were rather optimistic. It has been shown
elsewhere, that the recovery of the world economy is the main responsible for such
a reversal in French and European job creations, at the cost of some deceleration
productivity with respect to past regularities (R. BOYER (1989)). This apparently
gontradicts the premisses of job deregulation, whivh can be summarized in Diagram

The assessment of the medium term impact calls for an explicit
micromodelling of employment behaviour of firms. According to conventional
wisdom, the excess of wage cost over productivity is supposed to be the main
determinant for hiring decisions. Within this kind of model, job deregulation is
reducing severance payments, shortening adjustment lags, hence lowering unit
labour costs. The final impact upon employment level is therefore proportional to
the long run elasticity with respect to total labour costs (Insert 1 : Table 13).
Various simulations exhibit quite moderate impacts :

. On one side, job deregulation has only a once {oh alf efdect upon the long run
employment level. In the absence of dynamic increasing returns to scale, this is
a quite conventional result. In the long run, the employment variations are set
according to technical change and demand trends.

. On the other side, the positive impact is finally smaflen than expected by the
proponents of job deregulation. In the most favourable case, the gains in
employment would be around 2 %, the central estimate around 0,5 %. For the French
manufacturing sectors, in the absence of any significant real wage elasticity,
the effect would be nil. This does not necessarily contradict the previous
statistical analyses ; after a transitory acceleration of dismissals, their
pattern recovers their previous dynamics (Figure 7).

Of course, this finding does not pretend to any generality, since it may be
largely specific to French or European economies. If price elasticities are quite
high in Japan, they are not significant in Germany and in France, and the results
vary for the manufacturing sectors and the sheltered services (Table 1),
Nevertheless, it is coherent with the cross national statistical analysis (Cf.
I11.3) and with other approaches to be now presented.

2. THE MICROECONOMICS OF JOB REGULATION : OPTIMUM RATHER THAN MAXIMUM FLEXIBILITY.

From a more theoretical point of view, let us now address to the central
issue : should totally rational firms adjust instantaneously their employment and
hours to orders, demands and relative prices ? The standard neo-classical model
without any adjustment costs, with perfect information and the assimilation of
labour with its services, unambigously answers positively. But if any of the three
previous hypotheses is removed, then exists an opiimum heaction £Lag which ls
positive. Consequently even in the absence of any public regulation or clause
within collective agreements, firms should not adapt instantaneously their
activity level. After all, during the nineteenth century and the interwar period,
this was precisely the case. The speed of adjustment was significant but not
infinite (see previous Table 3). At least three arguments can explain such a

spontaneous employment inertia.
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INSERT 1

LABOUR DEREGULATION WITHIN A NEO-CLASSICAL APPROACH

1. THE BMPLOVMENT FLNCTION THEORY.

For any individual firm, the level of employment will be set according to the principle of maximisation of profit,
under the hypotheses of a totally exogeneous price system —pure and perfect competition— and substituability of the pro-
duction function :

The pnogham of the {imnm The empfoyment function
[ Max pQ - wN ( (1) N = N (wp) N <0
N >0
Q ¢« F (KN L 5
{ _ 5 - { defined by the first order condition :
p = p W = W
oF v
Ll K = K ; LN~ p

2. THE BMPIRICAL FORMS FOR THE EMPLOVMENT FUNCTION.

In fact, most econometric studies mix this basic relation (1) taking into account substitution effects with the
keynésian idea that the level of demand Q 1is the second limiting factor. Expressing all the variables in logarithms

(nt,qt,(ﬁ/p)t), and taking account a lag 1n adjustment, one gets :

Therefore, the long run elasticity of employment with respect to demand and real wage are the following :

on on
(3 — = o (4)
oq

= -
3 w/p)

To enlight the issue of regulation apout Jjob termination, let us decompose real labour cost for the firm into three

) (3] v e s s]x[g]d=(§]d[,+w‘;s,]
by

cnmp@nents.

(5) [

ol

direct Frequency lag in severance
0 dismissal

wage dismissal du? 0 payment
regu lation

3. THE CONSEQUENCES OF 10B PRESERVATION REGULATION REMOVAL.

If one assumes that both the severance payment ( s times the direct wage) and the lag due to public authorization
are cancelled (d times the direct wage), using (4) and (5) , 1t is clear that the employment will increase by :

()] An = Bxb&x{d+s)

Hence the following summary table can be given :
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° Significant hining and {ining phivate costs are to be taken into account when a
firm has to make any employment decision, within an uncertain environment. If
for example one firm observes a decline in its sales, it is not immediately
possible to interpret this as a forthcoming recession : it has to wait for
further informations to be sure that this decline was not transitory. In case of
a premature and wrong decision, the managers would incur the extra costs
associated with hiring and firing procedures. It has been shown both
theoretically and empirically that this only factor is sufficient to generate a
productivity cuycle by a delayed adjustment of employment to demand (H.T.
SODERSTROM (1972)).

A priori, the average lag would be increasing with the length of in house
training and the cost of searching new recruits, and with the uncertainty about
macroeconomic environment (for this last influence, see R.J. FLANAGAN (1988)).
These two factors could explain why the employment adjustments have been so
sluggish after the two oil shocks : on one side, manpower was more skilled than
during the Thirties ; on the other, it took time to managers to adjust their
previous optimist expectation to the reality of the fordist structural crisis.
[f this interpretation is correct, a significant part in employment rigidity
would derive from the very rational behaviour of private firms, sti1l reinforced
by the features of modern capitalism. Pubfic hegulation would add oh shift, but
not cheate, {ob nigidities.

° According to a second theory, job secunity might connespond to a {onm of
insunance fo wonkens. Implicit contract theory has precisely delivered such a
message, and accordingly explains nominal wage rigidities. Since firms can
diversify their assets and therefore are less risk adverse than their wage-
earners, they would accept a wage level independent of their financial
performance, but Tower than the walrasian equilibrium wage : the difference
would correspond to a kind of insurance granted by rational firms. Therefore,
the labour contract would be intertemporal by nature and involve two components:
an exchange of labour services against a wage and an insurance against adverse
situations (C. AZARIADIS, J. STIGLITZ (1983), R.W. COOPER (1987)).

By a complexification of this basic model, one can imagine that workers may
prefer keeping their job against lower wages. By definition of the equilibrium
concept used to solve the confrontation between firms and workers, it would be
rational for managers to accept such a contract which provide on average over a
whole cycle the same profits. From an empirical standpoint, this model capture
some of the basic features of modern labour contracts (R. BOYER, B. REYNAUD
(1988)). Nevertheless, it implies a choice between the relative stability of
wage and unemployment. Such a trade off might be observed by international
comparisons : job tenure seems to decrease from Japan, European countries to US
and Canada (See previous Table 6). But for a given national economy, this trade
off is not always evident : the primary sector exhibits good and rather stable
wages with a significant job stability, whereas the opposite configuration
.prevails for the secondary sector. Again this rigidity might depend upon public
regulations unemployment benefit system and collective agreements, since it is
not the. exclusive outcome of explicit job regulation. It can be mutually
interesting for managers and wage-earners to keep employment as stable as

possible.
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INSERT 1 (FOLLOWS AND END)

TABLE 13 : THE EMPLOYMENT GAINS FROM J0B DEREGULATION : ALTERNATIVE ESTIMATES.

GOST. tF EIS”:zSAt HIGH DISMISSAL RATE LOW DISMISSAL RATE
- oS (5 = 0,2) (6 = 0,1
HIGH COST LOW COST HIGH COST LOW COST
g
= 1/6 | (d+s) = 1/12]|{des) = 1/6 |(d+s) = 1/
ELASTICITIES (d+s) 1 +s +s +S 12
HIGH (0,6) 21 1% 1% 0,5 %
AVERAGE (0,3) 14 0,51% 0,514 0,25 %
NIL (0} 0 0 0 0
Note : (d+s) = 1/6 corresponds to an average two months lag in dismissal or two month severance payment ;

1712 , to one month.

d+s

Three major conclusions can be derived :

1. Even in the most favourable case (an employment elasticity around 0,6 i1s guite high as shown by Table 11), the impact
is noticeable, but not veny Impontant : 2%,

2. This a ounce don all Inchease in employment. No cumulative bettering of the job creation is set into motion, by
the very definition of basic equatfon (2). In the long run, the employment increases only if growth rate of demand q
ouktrun productivity increases «y. : n = a.q-% n>0 if q > v/u . Along the steady state,
job regulation does not play any more any role.

n, A {

log of ] I
emp loyment

1 An = B.56.(d+s)
/

FIGURE B8

> Time

Job R
deregulation period

3. Since the actual estimates for p deliver estimates between 0,35 (United States) and 0 (France, Italy), the
neo-classical impact would be quite modenate indeed, around 0,5 % .

Other mechanisms should therefore be considered in order to have a convincing argument for job deregulation :
alteration of the long term view of.the firms, faster reaction to innovation and market opportunities... Furthermore,
remember that in actual economies, the short run impact upon employment is first negative (Firms five redundant workers), -
before hiring more new workers due to lower expected unit labor costs...provided that the effective demand trends are not
affected.
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° Finally efficiency wage theories argue that job secunity might induce
wohkers  commitment and Loualty. In fact, the labour cannot be considered as a
pure service or commodity : first the: disponibility of a labour power is
purchased upon the market, second the firm has to extract the maximum effort from
a given labour time. To monitor this power relation within the production
process, firms usually mix various methods : supervisors and control by
automatic equipments, indexing wage to individual and collective
productivity...if they can be measured unambiguously. In modern capitalist
processes with work teams, assembly and assembly lines, built in
complementarities and rigidities make effort difficult to control. For
conventional efficiency theory (R. SOLOW (1979)), the payment of a wage in
excess of walrasian equilibrium level is the method for stimulating productivity
out of the workers. But this framework can easily be extended to job tenure (M.
AOKI (1988)). Managers and workers can agree upon a long run compromise : Loweh
wage and an highehn effont Level against job secunity. The threat of a non
cooperative strategy which would destroy this equilibrium is the more unlikely,
the more important learning effects within the firm. Consequently, the asset
specificity of human resources plays an important role in job tenure (O.
WILLIAMSON (1985)). This feature fits with the stylized facts derived from
researches about the German system (W. STREECK (1989)}), C.F. BUECHTEMAN (1989),
R. SCHETTKAT (1989)). i

Contrary to old and standard theory of 1labour markets, modern micro
foundations for labour contracts imply some inentia in employment adjustments.
This derives from punely nationaf decisions of managehs dacing uncentainty, human
nesounces specidicity, Reanning by doing edfects, and commitmeni on Loyaliy
difemma. This implicit job security could happen without any regulation or
convention about employment protection. Therefore, job deregulation does not
remove this component of employment inertia. That would be a possible explanation
for the weak consequences of the French 1986-1987 laws.

3. SOME EMPLOYMENT RIGIDITIES BENEFIT TO MACROECONOMIC STABILITY.

Let us now turn to the macroeconomic consequences of micro based or
institutionalized employment rigidities. Again common wisdom suggests that the
maximum flexibility should be optimum for full-employment and innovation. No doubt
that the breaking down of the fordist growth regime has challenged most of its
institutional forms (See I11.2). Nevertheless, it might be important to guestion
the optimality of maximum flexibility at the macroeconomic level. Three major
arguments might support such a conclusion.

° A teaching §hom the nenewaf of classical dynamic machoeconomic theony.

Recent researches have delivered stimulating models for long run
capitalist growth (G. DUMENIL, D. LEVY (1986), (1989)). In a decentralized
economy, each individual firms react according to its perceived disequilibria :
capacity utilisation of capital, ratio of inventories to sales and possibly
overmaning (Insert 2). The related decision emanating from every firm leads to a
new macroeconomic equilibrium, characterized by new inbalances for each firm. In
this kind of model, consumption of wage-earners and investment in circulating
capital are endogenous, contrary to the keynesian tradition. What will be the
stationary states and the dynamic behaviour of such an idealized system ?
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INSERT 2

HMAXIMUM FLEXIBILITY MIGHT LEAD TO ADVERSE MACRDECONOMIC PERFORMANCE

1. A GENERAL MACRO MODEL.

Let us follow G. DUMENIL and D. LEVY "Real and financial stability in capitalism”, March 31, 1986, and imagine
that firms react with one period lag to perceived disequilibria, both capacity utilization of fixed capital (u ) and
the ratio of invventories to output (stJ . The dynamics of the related economy can be captured by the folowing system :

u = Ufu, s}
t+1 t t

e T B WS

w
11

which is supposed to have at least one stationary equilibrium such that (ux,sx}. It can be shown that more than
equilibrium exists : '
- normal equilibrium : (N)
Overheating, when capacity utilization is above normal : (0}
- Stagnating growth, or keynesian situation, when capacity utilization is below normal : (K)
- Depression, when the economy collapses towards zero (D).

What is the influence of the speed of reactions to the existence and stability of equilibria ? Consider for example
the following parameter ¢ |,

e = aU/ os
t

4

which measures the intensity of reaction to scale up or down their level of capacity utilization in response to the

change in their inventories.

This discussion can be summarized by the following diagram.
1.0+

. L
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FIGURE 8 : THE PITCHFORK. THE MACRO MODEL WITHOUT MONEY.

It follows that for moderate speeds of adjustment a normal equilibrium exists, but that up to a threshold ex |,
only overheating or depression equilibria exits and one is stable. Consequently, from a macropoint of view, the
speed of adjustment should be kept moderate. In other words :

Maximum flexibility does not lead to an optimum

Mutatis mutandis, this would probably apply to labour market adjustments.

-
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. Firstly, a multiplicity of equilibria might emerge : the normal equilibrium,
an overheating one and a stagnating-keynesian one, whether capacity
utilisation is standard, over or under normal. Paradoxically enough, a high
speed to perceived disequilibria might trigger the coexistence of these three
equilibria. In a sense, the dynamics of the economy is simpler and more easy to
control if adjusiment speed is modenate (figure 9).

. Secondly, some of these equilibria might become unstabfe if adjustment speed
is superior to some threshold which itself depends from the whole set of the
macroeconomic parameters of the model. For example, the economy can be pushed
into a cumulative depression, leading to a complete collapse. An excessive
sensitiveness of firms to disequilibria triggers such a global unstability.
The adding up of totally rational individual behaviours 1leads to a
macroeconomic break down.

This surprising but convincing result puts a severe caveat upon the motto
of the mid Eighties according which it was desirable for governments to push for
the maximum flexibility. Since then, many researches already quoted (L. CALMFORS,
J. DRIFFIL (1988), OCDE (1988), B. ROWTHORN (1975), R. BOYER, S. BOWLES (1990))
have cast some doubts upon such an extremist view. What has been achieved for wage
formation, has probably to be extended and adapted to the issue of job security.

® 1929 : o nhathen complete employment {Lexibility ; bul a complete collapse.

The "négulation" apphoach histornicaf studies provide an equivalent
condition (R. BOYER, J. MISTRAL (1978)). The 1929 crash cannot be attributed to
any excessive rigidity, since quite all the markets for products, finance and
labour, used to exhibit extremely fast adjustments and very few limiting
institutional factors. Econometric analyses upon price and wage formation, as
well as employment adjustments, clearly show major differences with respect to
the contemporary monopolist "régulation™ mode.

. Nominal wage was reacting to the variation in industrial production indexes
according to rather competitive mechanisms, even if somehow milder with
respect to XIXth century (R. BOYER (1979)). Unions were unable to stop the
deflation of wages, whereas public regulations were embryonnic, at odds with
neo-classical views upon this period.

. Similarly, prices were highly sensitive to excess capacity and competition,
contrary to the large stability in the mark-up price formation which will be
typical of the fordist era. Consequently, a cumulative deflation follows the
stock market crash since distress sales feed a vicious circle of depression
and deflation. Again, cartels and collusive behaviours were unable to stop

this decline.

. Employment was adjusted quite quickly to the declining demand and
profitability. The comparison with the 1973-1974 is illuminating about the
magnitude of the differences between the two capital labour nexus (Table 3).
Simultaneously, hours worked were adjusted downwards. Therefore it is hard to
point out any severe rigidity, since job security regulations were inexistant.

Nevertheless, adding up these three flexibilities did not stop the
cumulative depression, quite on the contrary they seem to have propagated it from
the product market to the labour market, from the basic to the industrial system
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2. A SPECTIFIC MODEL FOR LABOUR MARKET.
Let us transpose the previous model to employment (N ) and wage {(w )} adjustments. Suppose a one period

lag between the perception of disequilibrium and decision for the on going period :

= ) (n
N, NN, W,

= i )
L H(Nt W (1n

To be more specific, the two relations will be assumed linear

N = AN - ow +n with A € 10,11 adjustment speed

£+l t t for employment

= W BN +w
wt+| K t * t v € [0,11 adjustment for wage
The dynamic system associated o : elasticity of employment
N i . N " with respect to employment
t+1 t
= + 8 : elasticity of wage with
W B g W W respect to employment
t+1 t

can be represented by the following diagram.

N
t

0
(I : slope —
1-p

FIGURE 10

The labour market will converge towards the long run equilibrium -here supposed to be unique- only if the
adjustment speed (1 - A) (1 - y) are sufficient, given the two elasticities ¢ and 8.

W
t

(- U-p > o8 Stability condition

One derives some important consequences :

* First, high adjustment speed for wage and employment are substitute, as far not any absolute inertia prevails
(A = 1 or v = 1) . In the flexibility debate this means that both strategies are not always necessary.

* Second, combining structural reforms about wage flexibility (higher 8 ) with rapid adjustments of employment
(A = 0) might push the economy into an unstabfe anea.

In other words, the maximum flexibility strategies might be destabilizing, up a certain threshold.
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according to a dramatic spill-over. Few contemporary economists could imagine that
the severity of the depression was not linked to excessive rigidities but quite ont
the contrary to insufficient safety nets (I. FISHER (1933). A contrario, the
simulations of a simple “régulationnist” model suggest that wage indexing,
oligopolistic competition and sluggish employment adjustments have prevented 1973
to be the repetition of 1929 (R. BOYER, J. MISTRAL (1978), R. BOYER (1988)).

° The simubtaneity of wage and employment {Lexibility might have devastating
consequences for stabifity of the Laboun mankel.

That is a possible conclusion deriving from a standard neo-classical mode}
(Insert 1, second part). On one side, the employment level is supposed to vary in
accordance to the past level of wage, whereas on the other side, wage reacts with
one period lag to the level of employment, here equivalent to unemp loyment.
Again maximum flexibility is not per se stabilizing the labour market :

Firstly, wage and the employment flexibilities are substitutes and not
complementary strategies. This point has clearly been recognized by empirical
studies (M. EMERSON (1988), D. METCALF (1987), R. BOYER (1988)), but not that
much taken in board by policy recommendations. Most conservative government
have been pushing for a£2 §onms of defensive flexibility. -

. Secondly, combining wage flexibility with rapid employment adjustments might
lead to a structural unstability upon the labour market. The argument could
be reinforced by a complete keynesian model of effective demand : up to some
threshold, any initial unemployment triggers a demand reduction, which by a
spill-over effect still exacerbates the initial firings (R. BOYER (1986)).

Both micro and macro modern theories significantly revise the conventional
view derived from General Equilibrium Theory. In modern economies with major
uncentainties, large indivivisibiRities, important ZLeanning by doing and
conmitement probfems, some deghee of job secuniiy might be optimaf. Still more,
the related frictions do have a favourable impact of machoeconomic siabifify, as
far as there are not too much important. Moderate flexibility seems better than
maximum flexibility. Of course, more sophisticated models are needed for totally
supporting such a general statement. Let us add two of them.

4. EXTERNAL FLEXIBILITY MIGHT HINDER INNOVATION AND LONG RUN EFFICIENCY.

Capitalist market economies are supposed to be characterized by both static
and dynamic efficiency. The first one relates to the short run allocation of scarce
resources to competing uses to satisfy unlimited needs. Most of the previous
analyses have addressed to this issue. But what about dynamic efficiency i.e. the
ability of capitalism to push entrepreneurs to constantly innovate in order to
survive, therefore constantly inproving productivity and satisfying new needs ? In
other words, does job security spur or hinder technological and organizational
innovation ? The abundant 1literature upon the determinants of technical change
intensity suggests a rather optimistic view : job security might stimulate product
and process innovation, and therefore benefit to long run growth.
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° Tnunovation diddusion and the adjustment dilemma.

. On one side, if labour was totally immobile by tasks, firms, skills, regions
and so on, most of the dynamism associated with innovation would be blocked. By
definition, technical change shifts relative opportunities, creates new
products, finds new localisations, drastically changes the skill content of
mass produced goods. Accordingly, it can be argued that the societies were job
rules are very detailled and inflexible, diffusion of new technologies will be
more sluggish than in societies with a lot of internal flexibilities. Compare
for example the British and German manufacturing sector, or the American and
Japanese ones (R. BOYER (1989)).

. On the other side, some neo-schumpeterian applied models exhibit if
adjustments are too fast, a less known but apparently serious and opposite
danger : the economy might collapse. If technical change is by nature
uncertain, firms cannot know the exact distribution of its returns. If they
myopically optimize their choice of technique and production, they might go
bankrupted if a series of major disturbances manifest the absence of any
stationarity of their distribution (H. HEINER (1988)). At the macro level, a
fast adoption of the best avalaible technology will first stimulate

productivity, competitiveness, hence growth. But the excessive
homogeneisation of production technigues makes the economy highly sensitive
to any sharp deviation about relative price or sectoral demand : by

insufficient productive variety, the output can totally collapse under an
adverse disturbance (G. ELIASSON (1989)).

This suggests, once more, that employment adjustments and adoption of new
technologies should be gradual ; an instantaneous change —if it were possible—
should not be optimal for the firm as well as for the whole economy.

° 14 technical change Schumpeienian oh Lebensteinian ?

This is a major alternative when discussing job mobility. In fact, two
broad conceptions seem to govern technical change theorizing :

. Either, the technology can only be altered by the enthy and the bankhupcy of
{inms, each of them being characterized by different production sets, which
cannot be modified after installation. Similarly in these putty-clay models,
the scrapping of obsolete equipments and the renewal of them by up to date
equipments, are the only methods available Ffor increasing average
productivity. Then, labour mobility is a prerequisite for technical change
dynamism. According to this view, productivity increases should be higher in
US and Canada than in Japan, France or Germany. A rough comparison between
productivity (Table 14), unstability and labour mobility (see previous Table
6) does not confirm this view (Table 15). Nevertheless, this schumpeterian
mechanism may have been important during the Seventies and the Eighties, even
if combined with other determinants of the technical progress internal to each
firm. Productive systems have been drastically transformed by the relative
decline of old activities and the rise of new ones, according to a process
inherent to any structural crisis.

. Or alternatively, the efficiency of each technique can be continuously
increased by incremental innovation, learning by doing and using, or by
permanently combining old equipments with new ones. In genuine neo-classical
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TABLE 15 : THE IMPACT OF JOB SECURITY UPON TECHNICAL CHANGE AND LONG RUN GRONWTH

A. CORRELATION MATRIX (R) BETWEEN VARIABLES

1970 - 1980 1980 - 1990
PRODUC- REAL PRODUC- REAL
VARIABLES
GROWTH | TIVITY WAGE GROWTH TIVITY WAGE
Q PR RW Q PR RW
INSTITUTIONNAL
CONSTRAINT
IL 0,12 0,48 0,40 -0,29 0,14 -0,34
LAY OFFS CONSTRA.
LR 0,43 0,59 0,71 -0, 11 -0,12 0,26
IRING CONSTRAINT -
" HR 0,39 0,60 0,69 0,14 0,25 0,23
GLOBAL PERCEPTION
G d 0,62 0,73 0,85 0,16 0,28 0,19
RECRH%TS 0,09 -0,17 0,14 0,28 ~0,32 -0,32
108 ¥§5TABILITY -0,34 -0,72 0,24 0,04 -0,52 -0,25




5&

growth theory (R.M. SOLOW (1956)), each unit factor, either capital or labour,
sees its productivity increasing as time elapses. In more sophisticated
theories about endogeneous technical change, the cumulative production or the
output of the machine good sector governs experience effects, therefore a
cumulative productivity increases. Alternatively, X-efficiency theories argue
that firms are never on their production frontier but at some distance. This
slack depends upon the degree of competition, the profit rate, growth of
demand and so on. According to this last conception, job security might
trigger product innovation and productivity increases, in order to satisfy the
related public regulations, conventions or clauses within collective
agreements.

Consequently, labour mobility exerts contradictory influences upon
technical change : positive if the neo-schumpeterian mechanism is dominant,
negative if a Leibensteinian logic prevails. Only empirical studies can assess
which impact finally emerges for a given firm, sector, country and period.

° Thhee nationaf thajectonies : American, Japanese and Euhopean.

Comparative studies about national systems of innovation (R.R. NELSON
(1989), Ch. FREEMAN (1989)) suggest very contrasted organizational forms for
governing technical change and diffusing it to the productive system. Basically,
three major trajectories are to be distinguished. For each of them, labour
unstability or at the opposite job tenure does interact with the intensity and
the direction of technical change.

In United States, many federal agencies play a role in subsidising and

orienting basic researches and RD, whereas university researches lead to
numerous patents in high-tech activities. For average manufacturing, old
fordist principles manifest a large inertia, and detailed job rules still
reinforce this long run trend. Stil1l more, rather flexible real wage might be a
substitute to labour saving innovations. A suggestive long run econometric
studies about US manufacturing productivity shows that the guasi stagnation of
real wage since fifteen years has levelled off average productivity increases
(G. DUMENIL, D. LEVY (1989)). The large job unstability still exacerbates wage
flexibility, since a part of experience, specific to each enterprise is lost
when workers move too often. In other words, US manufacturing would suffer not
from any lack of basic innovations, but from inadequate implementation and
diffusion, given a too {Lexibfe Laboun mahket.

. In Japan basic research was traditionally lagging with respect to American and
European Universities. Nevertheless a much more centralized State and a very
high concentration in manufacturing and banking have promoted rather coherent
innovation policies, which use to aim at acclimating foreign devices to the
Japanese style. Similarly it has been argued that, in this country innovation
was much more governed by techné, i.e. experimenting and learning by doing,
than by epistemé, i.e. deriving usefull techniques from basic scientific
advances (S. MARGLIN (1989)). Given this context, the objective of long run
stability of the labour contract, for large firms but for medium sized too (K.
KOIKE (1987)), still reinforces the pressure to innovate along two directions.
First, Japanese firms invest in human capital and experience in order to get a
polyvalent and committed work force : this is a condition for a fast adoption
of new technologies (E. MANSFIELD (1988)). Second, the ability to imagine and
produce at low costs new products and to transfer workers from one activity to
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another, are two other assets related to an implicit job tenure. In a sense,
this second trajectory is quite complementary to the American one.

. In Eunopean Community, most national systems of innovation are intermediate
between the North American and the Japanese ones. Basic and applied researches
are combined, as well as public and private RD expenditures. Consequently, the
specialisation is strong for medium tech products. A significant real wage
inertia (See Table 14) has triggered a large variety of rationalisation
strategies : labour saving has been a leading objective in investment and
innovation decisions, even if a shift seems to have occured after 1979 (R.
BOYER (1989)). Simultaneously, more complete job regulations might have
reinforced this inducement to productivity. These are originalities with
respect to the American trajectory. But contrary to Japan, the ideal of long
run labour contract has not so much fostered product innovation and/or
exchanges of labour from one activity to another of the same conglomerate.
Again, the configuration of the capital labour compromise and public
regulation did contribute to the systemic coherence of this socio-economic
trajectory.

A cross national statistical analysis seemingly confirms these hypotheses.

° On avehage, job {Lexibility is detnimental to Long nun phoduciivity.

A systematic correlation analysis has been run confronting the 1labour
contract variables (Tables 5 and 6) with indexes for long run macroeconomic
performances : average growth of GDP during the Seventies and the Eighties,
labour productivity and real wage during the same periods (Table 14}. Of course,
the inherent shakiness of such an analysis has to be pointed out again
difficulties in measuring labour mobility, statistical discrepancies between
countries, unequal availability of data introduce numerous bias. Nevertheless,
many controversies about labour flexibility use to refer to cross national
comparisons. Therefore, the only interest of this crude statistical analysis is
to test conventional views and to confront them with more sophisticated
analytical models (see previous section 2, 3 and forthcoming 5). Three major but
provisional conclusions are to be emphasised (Table 15)

. Duning the Seventles, institutional and legal constraints upon Job
termination, as well as perceived constraints by firms upon labour mobility,
seem positively correlated with long term productivity increases, but not that
much with growth. This means that job stability would foster more labour
saving innovations than pure product innovations. This conclusion is not
rejected by more sophisticated productivity eguations, including increasing
returns to scale. Job secunity is appanently an inducement to phoductivity

incheases.

. During the same period, job stabifity helps the workens to get higheh heal wage
incheases, given the same productivity trends. Therefore, contrary to
implicit contract theory or efficiency wage approaches, there is no trade off
between good wages and employment stability. The labour segmentation of
institutional theory is more coherent with such a finding: for economies in
which micro corporatism or strong unions negociate good capital labour
accords, average workers can get both better employment opportunities and
higher wage increases. This extends to international comparison an argument
already made for US : unions would foster both good wages and would stimulate
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INSERT 3

HIGH AND STABLE GROWTH REMOVES EMPLOYMENT IRREVERSIBILITIES
SOME THEORETICAL RESULTS

1. A THEORETICAL MODEL FOR A FIRM, WHEN EMPLOVMENT IS A OUAST FIXED FACTOR.

Let us transpose investment theory to the issue of labor, 1f job tenure is the only available contract : once
hired, the workers can no more be dismissed ; the firm has to wait for their normal retirement. The survey by
0. FAVEREAU (1989) of K. ARROW (1968}, D. JORGENSON (1973} contributions lead to the following consequences of

irreversibility upon optimal decision by the firm. "

r Hax ) e—ft [ plt) QIt) - wit) H(t) - qlt) It) } dt
QH1 Jo
Q(t) = F[k(t),N(t)] (1) Production function
4 K(t) = I(H) - & K(b) (2)  Stock of capital
&(t) = H(t) - e.N(t) (3) Stock of employment
H{t) » 0 (4) Hiring cannot be negative
\ Ity 3 0 (5) Gross investment is non negative

with Q(t) Production, N(t} Total employment, K(t) Stock of capital, H{t) Hiring, I(t) Gross investment,
plt), wlt), qlt) the price of output, wage and investment, r the interest rate, & the depreciation of
capital, e the retirement rate of worker.

'If none of the constraint (4) or (5) are binding, hiring and investment are given by the two first order conditions :

C of
I(t) such that - = — (7)
p oK
x W of
H (t) such that - = — 6) ;
p oN

with ¢ = qlr+8) - g (8)

Imagine now that only the hiring constraint is binding. Here comes a dual price p(t) assoclated to (4). The
optimal policy is therefore changed into :

uit)  aF

= — (9
plt) aN

H(t)  such that
Intuitively imagine that the reversible employment Hx(t) varies cyclically. Then it is easy to compare with the
irreversible optimal solution H(t)

* Duning the boom, the firm will hire less workers due to the ‘expectation of a forthcoming recession which will
lower the marginal productivity of workers (compare BC'D with BCD).

" Duning the necession, the firm will employ more workers, expecting the next recovery (compare DC’F with DEF).
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technical change (C. MEDOFF, R. FREEMAN (1984)). Alternatively, this positive
correlation between high wages and employment stability would confort an
insider/outsider theory (A. LINDBECK, . SNOWER (1989)).

. Surprisingly enough, all these relations have vanished during the Eighties.
Firstly, the institutional constraints do not seem to imply any more pressure
in order to improve productivity (Table 15). May be some of these constraints
have been partially removed by governments, for example in France since the
mid Eighties. But alternatively, the basic uncertainty about the new socio-
technical system, either toyotism or volvoism, their implementation
difficulties might explain the blurring of most macroeconomic previous
relations (R. BOYER, P. PETIT (1989)). Secondly, labour unstability stil1] has
a negative impact upon technical change but at a very low significant level.
Thirdly, the shift in bargaining power to the benefit of firms might explain
why real wage increases become relatively independent from productivity
dynamics. The Eighties have indeed been the decade for a massive profit
restoration.

To conclude, job tenure or public regulations about employment security,
used to interact with technical change according to a positive correlation : by
forbiding purely defensive flexibility, these regulations have partially induced
the direction and intensity of innovations and technical change diffusion.
Nevertheless, the Eighties have experienced the breaking down of this symbiotic
alliance. Future will tell if this was a path breaking change or only a transitory
disruption and that the new productive model is bound to bring a renewal for the
ideal of job security. Let us address to this last issue.

5. A RETURN TO FAST AND STEADY GROWTH WOULD HELP EMPLOYMENT ADJUSTMENTS.

Too often, the analyses about Jlabour flexibility point out the
microeconomic consequences of inadequat public regulations, but do not study the
feedback from macrodynamics upon perceived and effective mobility : the issue is
important indeed for any prospect upon the present decade.

° The new machoeconomic and institutionaf context of the Nineties.

Remember that the heyday of the flexibility debate took place during the
mid Eighties, after half & decade of a continuous decline in average growth rate
for most European countries. The need for downwards adjustments was the more
perceived by firms, the more stagnant aggregate demand had been and the more
uncertain the prospects about relative prices, real interest and exchange rates,
not to speak for economic policies themselves which hesitate between a vocal and
rather ideological adhesion to free market and a hidden and bastard keynesianism
(in US at least !). It has been argued (111.3) that labour rigidity was much more
a consequence and amplifying factor than the primary cause of structural and
"long term unemployment.

Conversely, the unexpected and long lasting boom initiated in 1983 and
still going in spring 1990 as significantly shifted the debate and actual labour
management. Even European countries are creating a rather large amount of new
jobs, but inferior to that of the puzzling american job machine. Simultaneously,
most managers seem to have softened their previous demands for labour and social
deregulation : in France for example this theme has virtually
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vanished. Finally, recent surveys point out a new and unexpected risk : the
scarcity of skilled workers has a possible barrier to the on going economic boom
(OCDE (1989)). In some countries such as United Kingdom, this could explain the
nominal wage explosion and the renewed inflationnary pressures. The stability of
the long duration unemployment is nevertheless worrying...but does not
contradict this general interpretation. Young people who came upon the labour
market at the direst period with few employment opportunities could not get into
the productive system, therefore have been loosing incentives, expertise and
ability to work, in such a manner that long run unemployment seems to reproduce
itself according to a vicious circle. The firms assume that long duration
unemployed are less efficient than the employed, which exacerbate their
competence gap, therefore their durable exclusion from jobs. Both theoretical
and empirical arguments might support this view.

° Optimaf ghowth with Laboun as o quasi-§ixed dacion.

Conventional investment theory (J. JORGENSON (1967)) used to assume a
complete flexibility of equipment in deriving the optimal strategy for capital
formation of an individual firm. But this relied implicitly upon the existence
of a second hand equipment goods market. If it does not, here comes an
irreversibility constraint, due to the fact that net capital cannot be reduced
more than its normal replacement rate. The same framework can be extended to
Jabour : in modern economies, Raboun had become o quasi §ixed dacton (I. OI
(1962)), {(Insert 3). This means that in an economy where a complete labour tenure
is implemented, the only method for reducing total unemployment is by normal
retirement. The capital and labour problems would then become equivalent.

This 1ine of analysis has been followed by S. NICKELL (1974), (1979)) and
provides suggesting hints :

. First, the optimaf patienn of emploument hining is afiened, in accordance with
conventional intuition. Imagine a roughly cyclical macroeconomic evolution.
As the boom proceeds, firms will be more cautious since they expect it to come
to an end ; conversely during a recession, employment will be kept at higher
levels than if spot labour contracts were the rule (Figure 11). This is
coherent with the stylized facts from US business cycle since a century (See
previous Table 2).

. The second conclusion is somehow trivial but important for the job tenure
debate. There always exists an avehage Long hun ghowth hate fon which the
Laboun higidity is no mone binding (Figure 12, Insert 3). Basically, if OECD
countries could again reach a 5 % - 6 % growth rate for GNP, rather probab ly
most of the complaints about excessive labour rigidity would vanish. The issue
would still be easier if economic fluctuations became again more predictible
than during the Seventies and Eighties.

No doubt that the functionning of the labour market is closely connected
with the features of growth regime.

° Lgboun mobifity incheases with job opponiunilies.

The previous theoretical model can now be made a little more gomp1ex; In
fact workers are leaving a firm for a lot of reasons : voluntary quits when
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LABOUR MOBILITY IS ENDOGENEOUS TO MACROECONOMIC EVOLUTIONS
SOME EMPIRICAL EVIDENCES

1. LABOUR MOBILITY, SPECTALLY QUIT RATES ARE INCREASING WITH JOB OPPORTLNITIES ANP GROWTH
FIGURE 13 : UNITED STATES : A CLEAR PROCYCLICAL PATTERN

T —

1974 1978 Toe

1976

1960° 1962 1964 1866 1968 18970 1972

" ' Source : Economic Report to the President (January 1979)
TABLE 16 RECENT TRENDS FOR FRANCE (%)

FIRMS LARGER THAN 500| 1984 1985 1986 1987 1988

Hiring rate 10,9 11,6 12,1 12,9 15,2

Separation rate 13,9 15,5 16,1 17,2 17,6

Global growth rate 1,3 1,9 2,3 2,9 3,4

104 and French National Accounts.

Source : H. BERTRAND (1989), p.

2. LABOUR TURNOVER IS AN ENDOGENEOUS VARIABLE WHICH

. DECREASES WITH FIRMS'SIZE AND IS PROCYCLICAL

TABLE 17 : FRANCE
1984 | 1985 | 1986 | 1987 | 1988
50 to 199
Entry. Rat 6.8 8.9 | 30,7 9 8
QRit Rate %8S | %Y | a2 | #8
200 _to 499
218 | 23,0 | 248 | 26,2 | 29,1
G Rags? 54’3 | 552 | 57:0 | 98'8 | 298
> 500
0.9 | 11,6 | 121 2.9 | 15,
ftryphate 13'9 | 188 | 161 12:3 | 132

Source : H. BERTRAND (1990).
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attracted by better offers, early or standard retirement, lay-offs, dismissals.
The first component is decided by workers in conformity with alternative wages,
job vacancies, quality of the carreer. All these variables are highly sensitive
to macroeconomic fluctuations. American and French statistics confirm this
hypothesis (Insert 4):

Tn United States, both hiring and quit rates are strongly procyclical with
production capacity utilisation (Figure 13), therefore indirectly with GDP
growth. Consequently, if growth knew a renewal, voluntary mobility would again
represent the larger part of workers mobility. A contrario, if a severe
recession were to take place, dismissals would climb up...and again labour
rigidity would emerge as a major problem. . :

. In France, turn-over rates had been drastically reduced during the Seventies
and early Eighties. The decline in job creations was the main responsible for
this decrease in voluntary mobility. A contrario, the renewal of significant
growth rate after 1986 has mechanically induced an important rise in these
?g;n-over rates. The relative rise is the larger, the bigger firms’size (Table

Clearly the turn-over rate is a highly endogeneous variable, and not a
purely institutional and conventional fixed one.

° Conthadictony dactons shape voluniany job mobiliiy.

A recent international survey (H. BERTRAND (1989)) points out three main
determinants for this variable :

. The size of {inms is negatively correlated with turn-over rates (Table 17).
Even if they vary procyclically, their hierarchy is rather stable : roughly
speaking firms employing between 50 to 199 workers exhibit a turn aver twice as
large as firms over 500 workers. During the last two decades, larger firms have
been replaced by smaller ones in quite all OECD countries, whatever the
sector, the region, the skill...Therefore, this would imply a larger average
rate for the same elementary mechanism for labour mobility with each broad
category. Consequently, the contemporary economies would now be and remain
more flexible than during the post WWII era, which support part of M. PIORE and
C. SABEL (1986) thesis.

. The skilRs composition exerts a definite role upon voluntary mobility (Table
19). A1l data for European countries seem to confirm the behaviour observed
for France. In conformity with capital investment theory when the training is
important and specific, the firms will be reluctant to dismiss or lay-off
highly valuable workers, essential to the firm efficiency and adaptability. If
blue collar workers without any previous training have a high turn-over (14 %
for 1988) at the opposite, technicians are quasi immobile : their turn-over
rate is only 2,5 %. If the toyotism-volvoism model is to diffuse all accross
industrialized countries, it will call for more trained workers. Everything
being.equal this would reduce average turn over, even if for each category of
ski1] hiring and firing continue to obey to the same behavioural equations.

. Finally, at least in France, but may be in other countries such as UK, 2imited
dunation Pabour contracts have now been so much developed that they offer
large degrees of freedom for possible downwards adjustment (Table 18). The new
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. LIMITED DURATION CONTRACTS HAVE PLAYED A MAJOR ROLE.

TABLE 18
YEAR AND ENTRY |LIMITED TRANSFOR| NOT QUIT | DISMIS-|TRANSFOR
DURATION| INTERIM OTHER
PLANT SIZE RATE |CONTRACT MATION |DECLARED| RATE SALS | MATION
§§ to 193 %g,g ]6,5 é,g 1,2 1,8 28,9 g,g I.g 20,
0 to 499 . 0 . '2 | 4! 5 ! z
568 f &3 : I 03 | 13§ .2 ‘IR
NHOLE 20,0 12,3 5,2 1,2 1,3 22,5 4,8 1,5 16,
1995t 19 9 7 3 8 6 6 2
D 1 r ) 1 ] F ’ r ]
5’80 £ ¥ | By | BT L Pl PSRy &8 | 15| R
1.6 6.8 ! 1.4 0,} 155 2.3 17 11.5
WHOLE 21,5 13,8 5,1 1,4 1,3 23,9 4,7 1,7 17,5
128640 19 30,7 | 20 3 1,5 1,4 6.9 1,5 3.0
200 to 439 24°8 15:3 E;? l:ﬂ 8:; 3710 5’1 1.7 50:2
1201 7.4 26 1, A 16,1 2.3 1.8 12,0
WHOLE 23,1 15,2 5,4 1,4 1,1 25,3 5,0 1,7 18,6
'937t 199 1,4 1,5 5 7 4
0 » » ) I ? ’ ’ = 1 »
00501309 | %3 | b | B bl 1R %#E | E3 |18 %5,§
500 12.9 8.0 2.8 1.4 0.7 17.2 25 1.8 12,
WHOLE 24,9 16,6 5,8 1,3 1,1 27,0 5,4 1,8 19,8
S | By |3t | 8 e | B | 2 5.3
0 i ] ]
200_to 499 gi 0, gl |:§ :g , g:9 i.g g.
560 162 9'7 '3 ' 0’ 17'8 gi : 150
WHOLE 28,2 18,9 6,8 1,4 1,2 28,7 6,2 1,8 20,7
. TURNOVER DECREASES WITH SKILLS
TABLE 19:
ENQ ONQ EQ CADRES 0Q MID | WHOLE
L % % % ) % /)
QUIT RATE 105,6 45,5 27,3 16,0 11,8 9,0 28,7
(including dismissal) 14,0 7,8 7,0 5,0 2,9 2,5 6,2
ENQ : Unskilled white collars - ONQ : unskillet blue collars - . skilled white collars
CADRES : Professional - 0Q : skilled blue collars - MID : Technicians.

Source :

H. BERTRAND (1990),

p. 104 to 107.
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built in flexibility would probably made the adaptation to a new recession
easier than during the early Seventies. The new regulations about temporary
and part time work still reinforce this opportunity. May be this might be the
underlying reason why the French business association has become quasi silent
upon the issue of Jjob regulations : in 1990, the required flexibility is
institutionally warranted to most entreprises.

To sum up, the more severe episode of Jjob deregulation is probably
over...as far as a new and unexpected recession does not burst out. In any case,
the contemporary economies have regained a lot of flexibility. Nevertheless, let
us stress the contradictory effects upon this variable of the ongoing structural
transformations : growth rate and its predictability, firms’size and skill
composition, the shift a way from fordist have opposite effects, the balance of
which is hard to assess, from a purely theoretical point of view (Figure 15).

6. ONLY DETAILLED EMPIRICAL RESEARCHES CAN DISENTANGLE THE ISSUE OF
WORKERS "PROTECTION.

Conventional neo-classical theory is often invoked to argue that labour
flexibility has unambiguously a positive impact upon employment afways and
evenywhere . But it relies upon crude and irrelevant hypotheses about the labour
contract, which are not rejected by contemporary theories of the capital/labour
relations. Labour flexibility is optimal for employment and welfare only if labour
can be assimilated to its services, if labour is hired on a spot market, whereas
not any adverse selection problem or commitment and loyalty issue are at stake. On
the contrary, if the theory recognises the separation of hiring and using labour,
the long run character of modern labour contracts, the key importance of work
intensity and loyalty to the firm, then the conclusion collapses. The new and more
sophisticated models provide so numerous and contradictory effects, that the
impact of job security can no more be assessed on a priori grounds. Let us develop
this view, which seems to be leading among the scolars who have studied this job
security issues (M. EMERSON (1988), C.F. BUECHTEMANN (1989), R.J. FLANAGAN (1988),
D. METCALF (1987), D.S. HAMERMESH (1988), J. GENNARD (1986)).

° Even in the shont hun, job secuniiy may benedii to emplLoymeni.

A whole spectrum of mechanisms interferes within hiring and firing
decisions (Figure 14). At the first Jlevel, two broad conceptions of
macroeconomic equilibrium can be opposed :

. The expectation of the extra-~costs associated to firing (lags between the
firms’decision and public authorisation, compulsory or statutory severance
payments...) will induce a rational firm to employ less workers. The standard
neo-classical employment function (see previous Table 13) forecasts a
negative impact of job tenure upon the employment Tevel {mechanism E1).

. In modern economies, wage earners represent the dominant part of active
population. Therefore, any employment stability provides a form of income
security, which tends to smooth cyclical adjustments in e{dective demand. This
higher income feeds a larger consumption, which enhances investment via an
accelerator mechanism. Globally, effective demand generation has to be taken
into account according to the keynesian macroeconomic theory : the impact of
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job security would be positive (mechanism E2).

This analysis has to be extended when the economy is largely open to foreign
trade and competition. Since a continuous trend in internationalisation of
trade, production and finance has taken place during the last two decades, two
other complementary mechanisms are to be considered :

. Employment regulation might induce slower adjustments, therefore imply a loss
of adaptability to the changing patterns in world demand. Simultaneously, the
extra-costs associated with firing provisions do increase national prices of
production costs : the corresponding 2oss in exiennal competitiveness will
hurt employment, as soon as the industry is price-taker (mechanism E3). Let us
note that this has been a 1leading argument put forward by business
associations and governments in promoting defensive flexibility strategies
(R. BOYER (1988)). 3

. But this negative impact is not a fatality. it has been previously shown that
the constraints imposed upon firms management induce the speed and direction
of technical change (see Table 15). A betien pnoductivity might compensate the
extra costs associated to a sophisticated job security legislation {mechanism
E8). Still more, the firm can use the cumulative competence of wage earners in
order to react quickly to new international opportunities. More specifically,
product innovation dynamism might be related to job tenure within large
conglomerates.

Again, the net impact can be either positive or negative. Two other
mechanisms have to be taken into account :

. In accordance with insider/outsider theory, job security might induce a betien
bargaining poweh {on employed wage-eannens, and on the contrary weaken
unemployed people. On one side, labour unit cost will be higher (mechanism
E4), eventually compensated by a larger productivity (mechanism E6). This is
the more commonly considered mechanism, which is supposed to have a negative
impact upon employment. But that effect (E4) will outperform effect (E6) is
not a fatality, but a matter of empirical investigation. For example, large
Japanese firms do not seem to suffer from any loss of competitiveness due to
the bargaining power of insiders.

. On the other side, the Long dunation unemployment will probably be the outcome
of such a segmented labour market. Consequently, when Welfare State has
institutionalized unemployment benefits, social security will incur extra
costs, eventually to be covered by new taxes to be levied upon employed wage
earners or firms profits (mechanism E5). Again if the sector or national
economy is price-taker, this might deteriorate external competitiveness, and

consequently the employments.

° Tn the Long hun, pubfic negufations shape technical change and innovaiionas.

A long run history of French industrial relations has tentatively shown
that any advance in the institutionalisation of a new capital labour relation
(interdiction of night shifts children manufacturing work, lTimitation of week
duration, institutionalisation of a minimum wage...) might induce new
organisational forms, invention and the innovation in engineering and machine
tools design (CEPREMAP-CORDES (1977)). An acceleration of technical change is a
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possible but not always granted response to the challenge posed by advances in
social regulation. But still contradictory mechanisms combine themselves and
shape the ex post trends in technical change :

. Leanning by doing and a cumulative experience about the core business of the
firm might be a major advantage in stimulating long run productivity.
Similarly highly skilled workers play a major role in elabourating new
products and processes as well as proposing incremental improvements.
Clearly, job tenure has then a positive impact upon productivity (mechanism
E6). Furthermore, a constant product innovation might help in renewing
monopoly power and getting a competitive edge upon international markets
(mechanism EB).

. But sefective hining poficies might have counterbalancing effects. Large firms
are usually screening job applicants to hire the more competent, productive
and the most fitted to the firms’objectives. Consequently, the managers will
be very choosy and partially exacerbate labour market segmentation : by
definition, primary Jjobs suppose secondary ones, with much more employment
unstability {(mechanism E5). Some authors have argued that the global impact
will be negative : persistence of 1long run unemployment and rising
unequalities between primary and secondary jobs on one side, employed and
unemployed on the other.

Adding up and combining all these eight mechanisms is necessary before
deriving any definite conclusion about the nocivity...or the viability of job
security regulations. Therefore, very sophisticated empirical studies are needed
in order to reduce this basic uncertainty. Without any surprise, our conclusion is
very similar to that of J. GENNARD (1985) : "On the one hand, the regulations might
curb employer flexibility to the extent that particular avenues and means for
adjustment are foreclosed and degrees of adaptation reduced (...). But on the
other hand, regulation may be required to open up paths and space for flexibility
which would not be available in its absence" (quoted by D. METCALF (1987), p. 66).

The previous sections have delivered some components of such a general
model, but they have to be combined and refined, which is not an easy task (Figure
15)1 Still more, adegu:.c statistical indexes should be collected over a
sufficient long period in order to capture the specificities of each national
trajectories, specially the interaction between the system of innovation and the
industrial relations. These condigunations might be specidic to a given peniod,
secton, counthy on even hegion. Without any detailled investigations, a cautious
apphoach about job secunify deregulation is welcome.

VI - PROVISIONAL CONCLUSIONS .

1. The debate about labour flexibility freguently supposes that the maximum social
deregulation would be optimal from an economic point of view. Conventional
models in which labour is a commodity as another, inescapably suggest that
conclusion. Modern micho theonies of the capital labour relation and the labour
contracts challenge and distrust this optimistic view. When the quality of
workers is uncertain, learning effects important and commitment a central
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issue, some inentia in employmeni adjustments mighi be opiimaf. Conversely,
instantaneous variations in wage and employment woufd noi be optimaf.

. Machoeconomic mode£fing and international comparative studies too tentatively
conclude that employment flexibility should not be always and everywhere
maximal. Job security, provided by regulations or collective agreements,
triggers a series of contradictory mechanisms which ex post can or cannot
benefit to productivity, standard of 1living, unemployment, labour market
homogeneity. Everything is up to detailed empirical studies which would measure
and assess the impact of these various mechanisms. The survey of existing
literature and the present econometric tests, rather crude, suggest a cautious
approach to job deregulation. The advantages mighi be unceniain and smalf, if
positive and existing.

. Nevertheless, the job secunity difemma should not be denied. On one side, a

complete immobility of labour within and outside firms will inhibit the
adjustments to varying international conditions and to technological and
organisational innovations. Statistical evidences suggest that for European
countries, some Jjab regulations have unvoluntary induced long duration
unemployment, labour market segmentation, and have possibly exacerbated mass
unemployment. On the other side, the absence of any constraint upon hiring and
firing, a complete flexibility in wage formation might hinder labour saving,
product and process innovations. The most flexible labour markets are
associated, at least during the Seventies, to a sluggish adaptation to
technical change and poor productivity performance. Again, regulations per se
are not to be blamed but only unadequate condigunation {on job secunity or
collective agreements.

. Too often, economists and politicians prepare themselves to win the last

war...and they often loose the next one, which usually exhibits new and
unexpected features. The labour flexibility debate might be a good example for
such an inentia between penceptions and an. evolving sifuation. The
flexibilization strategies implemented by firms and governments seem to have
introduced a lot of degrees of freedom, whereas most of the typically fordist
rigidities have been removed or circumvented. Now the crucial issue has
drastically shifted : what would be the capital labour compromise and the
public regulation which would spur the emengence o an altennative to {ondism,
let it be toyotism (i.e. micro corporatismand labour segmentation) or volvoism
(i.e. macro corporatism and strong labour homogeneity). The breaking down of
most previous econometric regularities between macroeconomic variables and
labour market characteristics, as well as qualitative and institutional
studies give a strong support to this hypothesis. Under this perspective, new
forms for implementing the ideal of job stability and voluntary and/or
collectively negociated mobility are on top of the agenda.

. More precisely, within this new management model, the status of employment

stability is at the crossing of numerous and contradictony defenminants. On one
hand, the emphasis upon well educated workers, commitment and loyalty, learning
by doing, the upgrading in skills call for mone slugaish employment
adjustments, if not a complete job tenure for all workers. But on the other
hand, the trends towards productive decentralization, union decline (at least
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outside Scandinavian countries), the continuous rise in tertiary emp loyment,
the disturbances linked to international investment mobility, and finally the
stiffening in international competition call for a significant speed in
employment and/or wage variations. The provisional prognosis is that a return
to a Fast and steady growth would help in implementing the minimum stability
which is at the core of toyotism/volvoism. But, any catastrophic and unexpected
recession would delay the path towards this new management model and spur a new
burst into purely defensive flexibility strategies.

The same basic principles, alternative to the decaying fordist conceptions, do
not imply a one best way model. Quite on the contrary, the same functional
properties can be obtained by vehy conthasted national institutional fonms.
Given its past socio-technical trajectory, the industrial relations
atmosphere, its cultural value, each society has to develop a genuine and own
articulation between Jjob regulations, collective agreements and labour
contracts. Let us recall that Japan seems to exhibit the more sluggish
employment adjustments, whereas its economy is highly competitive and guasi
full-employment is prevailing in the early Nineties. But the Swedish society
has managed to be technically innovative and economically competitive with low
wage differentials, active employment policies and strong unions.
Unfortunately, most of the countries belonging to EEC exhibit rather
disappointing results : their hybrid institutions between a purely
decentralized system and a fully-flegded social democratic compromise has
brought moderate successes in innovation, but quite disappointing performances
in job creations. May be the opportunities opened by the integration of Western
Europe will induce a renewal of rapid growth, and might prolong the revival of
employment increases observed since 1985.

Needless to say, these are provisionaf and probably shaky hesults. Given the
importance of issues at stake, too daring or ambitious labour regulations
should not be designed and decided before the disposal of more sophisticated
and detailled empirical studies. In a sense, the present conference constitutes
a significant step towards this objective. This paper, however imperfect and
lacunary, would have fulfilled its aim if it would stimulate clever and
thoroughly documented researches.
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