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Chapterr 2 

Labourr Market Flexibility and Non-standard 

Employment t 

2.11 Labour market flexibility 

Sincee the 1980s the efficiency of the labour market has been a major issue in social-

economicc debates across EU countries. Comparisons show that the United States has 

outperformedd Europe in creating jobs and reducing unemployment in the past few 

decades.. For example, between 1991 and 2000, employment in the United States 

increasedd by about 15 per cent, as compared with the EU average level of 8 per cent. The 

unemploymentt rate in the United States declined from 6.8 per cent in 1991 to a post-war 

loww of 4 per cent in 2000. The EU average level of unemployment in 1991 was 6.8 per 

cent,, rose to 10.6 per cent in 1996, and declined to 8.1 per cent in 2000 (Agell, 2003). 

Suchh divergence between the United States and Europe was explained in part by a lack of 

flexibilit yy in European labour markets. Of particular significance in European labour 

marketss are a wide use of permanent contracts and rigid wage setting. Hiring and firing 

aree encumbered with 'excessive' regulations in Europe, where social protection systems 

generatee rigidities and resistance to necessary adjustments to market forces and changes 

inn the global economy (UNECE Economic Survey of Europe, 2001). 

Whilee the debates appeared to be characterized by a bias in favour of increasing 

labourr market flexibility , there is no consensus about what constitutes flexibility in the 

labourr market. Hartog (1999) pointed out that flexibility is a broad concept without a 

straightforwardd standard definition. Rosenberg (1989) argued that there are four types of 

labourr market flexibility : wage flexibility , numerical flexibility , functional flexibility and 

workk time flexibility . 



Tablee 2.1 lists the targets and instruments for each type of flexibility . Wage flexibility 

aimss at making wage levels and wage differentials more responsive to the labour market. 

Fromm the perspective of employers, lower real wages can reduce labour costs in 

productionn and increase profit. The increase in profit will give firms an incentive to make 

furtherr investment and thereby lead to a rise in employment. However, wage flexibility 

mayy affect work morale in an adverse manner. In a situation where persistent social 

normss regarding fairness apply, employers are reluctant to cut wages because wage 

reductionn might generate negative feeling among workers and provoke workers to 

retaliatee by reducing their effort at work (Agell, 1999). 

Tablee 2.1 Labour Market Flexibility: Targets and Instruments 

Type e 

Wage e 

flexibilit y y 

Numerical l 

flexibilit y y 

Functional l 

flexibilit y y 

Workk time 

flexibilit y y 

Target t 

Makingg wage levels and wage 

differentialss more responsive to labour 

markett conditions, and more specific to 

thee firm as well as to the individuals 

enhancingg employers' ability to vary 

hourss of work and the number of 

workerss employed in response to 

changingg product demand conditions 

Increasingg firms' power to effectively 

utilizee their workforce 

Givingg Firms more authority to set and 

changee work schedules and the 

organizationn of working time 

Instrument t 

Abolishingg minimum wages; weakening 

collectivee bargaining of across-the-board 

wagee levels; reducing the welfare benefit 

floorr for wages; and eliminating wage 

indexation n 

Weakeningg employment protection 

legislation;; and encouraging temporary and 

part-timee working 

Increasingg worker mobility within the firm; 

multi-skilling;; and reducing work 

demarcation n 

Flexiblee working time; overtime and paid 

holiday;; out of normal hours; and retirement 

Revisedd from Smith, S, (2003), Labour Economics, p.245. 

Numericall  flexibility enables firms to adjust their labour input more quickly to short-

termm changes in the demand for labour. Examples include the usage of part-time jobs, 

fixed-termfixed-term contracts, and seasonal work. From the perspective of employees, flexible 

workk may allow them more freedom to organize their employment to fit  in with other 

partss of their life. Moreover, those with relatively weak labour conditions such as school-
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leaverss and graduates are more likely to work on a fixed-term basis to develop a portfolio 

off  work experience and find their 'best match'. 

Functionall  flexibility is seen as a means of coping with technological change and 

uncertaintyy in product demand under the rising competitive conditions that firms have to 

face.. The growth of multi-skilled workers and the increased incidence of re-training are 

importantt aspects of functional flexibility . A firm's current workforce is utilized 

effectivelyy in such a way that after appropriate training or re-training, employees can be 

re-deployedd between different tasks within the workplace. 

Workk time flexibility is used as a response to the irregularity of the firm's level of 

activity.. Such irregularity usually arises from peaks and troughs in product demand. The 

mainn solution is thus to vary the hours of work and make the actual working hours per 

weekk fluctuate between a minimum and a maximum set by collective agreement. 

Inn fact, two other terms, 'internal flexibility ' and 'external flexibility' , are also used in 

discussingg labour market flexibility . While internal flexibilit y enables firms to retain 

flexiblee relations with current permanent employees, external flexibility refers to 

increasingg firms' ability to call in workers from outside firms, for which short-term 

employmentt relations are initiated. According to this definition, numerical flexibilit y 

shouldd be classified as external flexibilit y because it is realized mainly through workers 

outsidee firms. Functional flexibility , work time flexibilit y and wage flexibilit y can be 

groupedd into 'internal flexibility' , as they are realized mainly through the management 

andd relocation of workers already employed. 

Too achieve the above goals, Table 2.1 shows that a certain degree of intervention 

fromm government and trade unions is needed. Eamets and Masso (2004) regard this as 

'institutionall  flexibility' . According to Eamets and Masso, institutional flexibility denotes 

too what extent state institutions and trade unions are involved in the regulation of the 

lahoijrr market Fnr thnsp in favour nf crrpatpr flpvihiliiT. / traHp nninnc wplfarp hpnpfïtc 

andd government employment protection are the main sources of labour market rigidity, 

andd therefore all become targets for policies that seek to increase labour market 

flexibility .. Critics note that it is not the case that deregulated labour markets necessarily 

havee a higher incidence of flexible forms of employment. Robinson (1999) argued that 

thee United States has one of the least regulated labour markets compared to most 
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Europeann countries, but it has a relatively lower proportion of its workforce in flexible 

employment.. In contrast, more regulated labour markets such as southern Europe tend to 

havee high levels of temporary employment. Another example is the Dutch labour market. 

Comparedd to the UK, the Netherlands has more regulations and institutional impacts on 

labourr market performance. However, the Netherlands has higher rates of part-time work 

andd temporary employment than the UK. This is the 'regulated labour market flexibility ' 

describedd by Wallace (2003). 

Onn the other hand, faced with a need to achieve greater flexibility , firms begin to take 

aa radical look at traditional employment patterns. In a flexible labour market the 

workforcee tends to be segmented into two broad categories: the 'core' and the 'periphery' 

(Evanss and Bell, 1986). The core group is central to the longer-term future of the firms, 

mainlyy consisting of full-time permanent workers. Workers in this group have a higher 

degreee of job security and promotion prospects; the training and development resources 

off  the organization are mainly devoted to them. By contrast, the peripheral group 

includess workers such as part-time workers, temporary workers and sub-contractors. 

Thesee workers are designed to provide the firms with numerical flexibility . Unlike core 

workers,, peripheral workers tend to have a low incidence of firm-specific training, yet 

theyy are less well protected and have fewer chances of promotion and reduced career 

prospects. . 

2.22 Flexible work and non-standard employment 

AA number of terms, such as 'contingent work', 'atypical work', 'flexible work' and 'non-

standardd employment', are used to describe the changing patterns of employment and 

neww forms of employment. The multiplication of terms may indicate a lack of theoretical 

precisionn characteristic of research in this area, and it has also caused difficulties for 

comparativee studies across different countries (Felstead and Jewson, 1999). 

Polivkaa (1996) noted that the term 'contingent work' was first used by Audrey 

Freedmann at a 1985 conference on employment security to describe a management 

techniquee of employing workers. Within a few years, this term came to be applied to a 
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widee range of employment practices including part-time work and temporary 

employment.. Another term with extensive use is 'atypical work'. The term 'atypical 

work'' is regarded as having negative connotations and is seen as a weakening of the 

labourr market position of employees (Dekker and Kaiser, 2000). 

Ass flexibility is associated with being able to create a better labour market 

performance,, the term 'flexible work', in this sense, has a positive implication. Flexible 

workk is normally thought of as part-time jobs, temporary work and other new forms of 

employment.. A common feature of all these kinds of jobs is that they deviate from the 

standardd employment relationship that became dominant in developed countries during 

thee 1950s-1970s. Such a standard employment relationship in general refers to a situation 

wheree employees work full-time, enjoy statutory benefits, and expect to be employed 

indefinitelyy (Cranford et al., 2003). In the light of this, full-time permanent jobs are 

regardedd as standard forms of employment, while part-time jobs, temporary work and 

otherr new forms of work arrangement are labelled 'non-standard employment'. 

Thee terms 'flexible work' and 'non-standard employment' are used interchangeably 

inn this study. Note that in the following discussion particular attention is given to part-

timee jobs and temporary employment, which have been at the centre of the growth of 

flexiblee work during the past two decades across EU member countries. 

2.33 Part-time jobs and temporary employment 

Amongg different types of non-standard employment, part-time jobs and temporary work 

havee received a great deal of attention. In particular, the increasing use of part-time jobs 

hass highlighted the development of flexible work over the last two decades. However, the 

usee of part-time employment has not been evenly distributed across different countries, as 

shownn in Figure 2.1. 
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Figuree 2.1: Part-time Employment over Time across Countries 
Sowce:: OECD Laboir Force Statistics2003 

Figuree 2.1 shows the growth and relative importance of part-time work in some EU 

memberr countries. In the period 1986-2000 the Netherlands took first place in terms of 

part-timee jobs as a percentage of total employment, followed by the UK. Part-time 

employmentt in the Dutch labour market remained above 27 per cent in the 1990s and 

rosee to over 30 per cent in 2000. The incidence of part-time work is also high in the UK, 

wheree the proportion of part-time jobs was on average 22 per cent over the 1990s. 

Countriess in southern Europe were at the low end of the distribution of part-time 

employmentt in the EU. Of the other countries in Figure 2.1, Italy, Portugal and Spain had 

ratess under 10 per cent during the second half of the 1980s. There was an increase in the 

usee of part-time work in the Italian labour market over time. By the end of 1990s, part-

timee employment in Italy had reached about 12 per cent. At the same time the rate in 

Portugall  was still less than 10 per cent. Spain had the lowest incidence of part-time work 

ass compared with other countries listed in the figure. 

Ass revealed in Figure 2.1, part-time employment rates in the German and French 

labourr markets are ranked in the middle. In Germany, on average part-time work 

accountedd for 11 per cent of total employment in the late 1980s. The use of part-time 
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employmentt in Germany has expanded considerably over the 1990s; the rate increased 

fromm 11.6 per cent in 1989 to 17.6 per cent in 2000. In France, although the level of part-

timee employment in the 1990s was higher than that in the second half of the 1980s, there 

wass no significant increase during the 1990s. In fact, Figure 2.1 demonstrates that part-

timee employment has slightly declined in France since 1997. 

Part-timee work is regarded as a predominantly female phenomenon. In the 

Netherlands,, female part-timers accounted for almost 60 per cent of total part-time 

employment;; almost three out of four women in the Dutch labour market worked part-

time.. Statistics also show that the proportion of male part-time workers in the 

Netherlandss is relatively higher than in other countries. In 1994, the male part-time rate 

wass 16.1 in the Netherlands, as compared with 4.6 in France, 3.3 in Germany and 7.1 in 

thee UK (Rubery et al., 1999). 

Thee analyses so far suggest that over time part-time employment has evolved in 

differentt patterns across the countries in Figure 2.1. A variety of factors is likely to 

contributee to these different patterns. Some studies have emphasized the role of the 

specificc national institutional context (Fagan and O'Reilly, 1998; Smith et al., 1998). 

Indeed,, the Dutch government's intervention and the cooperative attitudes of the social 

partnerss against the use of part-time jobs have played a significant role in shaping the 

extentt of part-time employment in the Dutch economy. The Netherlands is described as 

'thee only part-time economy of the world' by Freeman (1998). Since the 1980s, the 

Dutchh government in collaboration with trade unions and employers' organizations has 

takenn a series of active measures to promote the development of part-time employment. 

Thee Netherlands is the first country in the world allowing employees to have the right to 

shortenn their working hours in any job (for more detailed discussion about the expansion 

off  part-time work in the Netherlands and the UK, see Chapter 3). 

Thee low level of part-time work in Spain is likely to reflect long-established 

traditions.. Core workers (full-time permanent workers) are privileged within the Spanish 

labourr market. Restrictions were placed on part-time contracts before 1976. Although the 

neww legislation introduced in 1994 removed the legal impediments to part-time 

employment,, the rights of some part-timers were reduced by legislation in Spain 

(Cousins,, 1999). Portugal also had a lower level of part-time employment. One of the 
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reasonss is that labour legislation in Portugal did not make part-time work particularly 

attractivee in terms of cost and flexibility . In addition, Ruivo et al. (1998) noted that in 

bothh Spain and Portugal the less developed service sectors might in part explain why the 

levell  of part-employment has remained low in the past two decades. 

Tablee 2.2 Temporary Employment as a Percentage of Total Employment 

Belgium m 
France e 
Germany y 
Italy y 
Netherlands s 
Portugal l 
Spain n 
UK K 

1983 3 
5.4 4 
3.3 3 

10.0 0 
6.6 6 
7.5 5 
n.a. . 

11.3 3 
5.5 5 

1987 7 
5.6 6 
7.1 1 

11.6 6 
5.4 4 
n.a. . 

17.0 0 
15.6 6 
6.3 3 

1991 1 
5.1 1 

10.2 2 
9.5 5 
5.4 4 
7.6 6 

16.5 5 
32.2 2 

5.3 3 

1998 8 
7.8 8 

13.9 9 
12.3 3 
8.6 6 

12.7 7 
17.3 3 
32.9 9 

7.1 1 
Source:: OECD, Employment Outlook, Julyl991, 1993, 1998. 
Revisedd from Smith, S. (2003), Labour Economics, p.255; n.a. = not available. 

Althoughh part-time employment is low in Spain, the level of temporary employment 

inn Spain is quite high in comparison with other countries listed in Table 2,2. Note that 

temporaryy employment is a broad concept: it includes fixed-term jobs, but also on-call 

work,, seasonal work, substitution and other short duration work. 

Ass can be seen in Table 2.2, Spain stands out because of its greater use of temporary 

employment.. The growth of this kind of flexible work in Spain might reflect an enormous 

pressuree arising from the high unemployment rate in the labour market, especially long-

termm unemployment during the past two decades. From a historical perspective, the rise 

off  temporary employment in Spain can be traced back to the 1980 Workers' Statute that 

leftt the door open to exceptions to the normal labour contract. In 1984 the Socialist 

governmentt introduced an amended employment protection regulation in an attempt to 

furtherr expand the possibilities of using temporary jobs in regular activities (Dolado et 

al.,, 2002; Cebrian et al., 2003). As in most EU member countries, the dismissal of 

permanentt employees in Spain is severely restricted. The cost of firing a worker is on 

averagee higher compared with the European standard. It is likely that Spanish employers 

takee full advantage of temporary contracts to elude the legal labour regulations and 

reducee the firing cost. In addition, Giiell and Petrongolo (2000) found that Spanish firms 
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aree more likely to adopt temporary contracts as a probationary device for new workers, 

especiallyy for females and skilled workers. 

Tablee 2.2 demonstrates that the UK recorded a stable pattern in using temporary jobs, 

whilee the rate of temporary employment in the Netherlands increased from 7.6 per cent in 

19911 to 12.7 per cent in 1998. Germany had a relatively higher rate of temporary 

employmentt over time. A 'push factor' behind the increasing use of temporary 

employmentt in Germany appears to be the lack of employment opportunities and high 

unemploymentt (Hoffmann and Walwei, 2003). There is evidence that the German 

governmentt amended the legal provisions of temporary employment, especially fixed-

termm contracts, as a measure for lowering unemployment (Schömann and Schömann, 

2003).. Before 1985, German employers needed to provide justification for employing 

fixed-termm contract workers. However, under the modified Employment Promotion Act 

off  May 1985, employers became free to hire workers on fixed-term contracts. When the 

secondd Improvement of Employment Act came into force in 1996, the maximum duration 

off  fixed-term contracts was extended to 24 months, and a maximum of three contract 

renewalss was allowed in Germany (Boockmann and Hagen, 2001). 

Soo far I have described the development of two major forms of non-standard 

employmentt in the EU countries. It is worth noting that the concept of temporary work 

emphasizess the limited duration of contracts, while part-time work highlights the 

relativelyy shorter working time compared to standard weekly working hours. In practice, 

thesee two kinds of jobs can be used together. For example, temporary jobs can be taken 

onn either a part-time basis or a full-time basis. 

Part-timee work and temporary employment have not only constituted the forms of 

employmentt that deviated from standard employment, but also triggered a lot of concerns 

aboutt the disadvantages of these flexible forms of work. Critics argue that part-time jobs 

havee created a new segregation in employment. Female workers are over-represented in 

thee part-time job market and receive lower wages. As for those who take up temporary 

contracts,, there is no evidence that they have received compensation for taking such a 

precariouss job. In addition to low pay, the problems of fewer training opportunities and 

reducedd career prospects for flexible workers are also raised in most empirical research. 

17 7 



Thee extent to which differences exist between standard forms of jobs and flexible 

workk may vary across countries, depending on the extent of employment regulation and 

onn the integration of flexible work into the labour market. Nevertheless, identifying the 

relationshipp between standard employment and flexible work is not only a theoretical 

problem;; perhaps more important than this, it needs to be investigated empirically by 

usingg econometric techniques. In this thesis, Chapters 3 and 4 analyse part-time jobs and 

fixed-termfixed-term contracts, with the main focus on Great Britain and the Netherlands. In these 

twoo chapters, different kinds of econometric models are estimated. Based on the results 

off  the estimation, two main questions are explored: what are the major factors affecting 

individuall  choice of having a part-time job, or working on a fixed-term basis? And, to 

whatt extent do the wage differences exist between full-time and part-time workers, and 

betweenn permanent and fixed-term jobs? 
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