OECD SOCIETIES IN TRANSITION: THE FUTURE OF WORK AND LEISURE

As the 21st century approaches, the strains in OECD societies are increasing. The pressures
stem not only from high levels of unemployment, generally expected to persist well into the next
decade, but also from transformations in the workplace, leisure activities, welfare, family and
community life. How well equipped are OECD societies to cope with these changes? And what
are the consequences for social cohesion if they are not sufficiently adaptable? This report
evaluates likely long-term developments in employment and unemployment, and explores the
opportunities and risks that such wide-ranging changes may bring OECD countries in the
decades ahead.
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1. Introduction

Social cohesion in OECD countries is under increasing pressure, not least from the current high
levels of unemployment. Without counting the many workers who are underemployed, in early
retirement, or not captured by the statistics, in 1994 an average of some 35 million people will be
without jobs in the OECD area. Indeed, since the early 1970s, there has been an upward drift in
unemployment in most Member countries. The largest trend increase in joblessness, and also the
most acute problems of long-term unemployment, have been seen in the European Community,
Australia and New Zealand; the average unemployment rate has also been relatively high in
North America, although the trend increase over the period has been modest; in the EFTA
countries, unemployment has picked up sharply since 1990. Only in Japan has it remained
generally low, but even there it now seems to be on the rise.

Looking further ahead, the international and domestic economic forces that have been putting so
much pressure on OECD labour markets -- and indeed on societies more generally -- seem very
likely to continue. Not surprisingly, therefore, long-term projections by a variety of research
institutions and international organisations suggest that high unemployment could be here for the
foreseeable future. Then again, long-term projections are inherently uncertain. Their main
purpose is to highlight the risks and opportunities facing the economy and society over the
coming years, as well as the need to examine different policy options. Projected trends are not to
be regarded as an inevitability. After all, the future is there to be shaped.

2. The outlook for growth and employment

Projections of various institutes (e.g. the US Bureau of Labor Statistics, the CEPII and OFCE in
France, the Institut fur Arbeitsmarkt- und Berufsforschung in Germany, the Netherlands Central
Planning Bureau, Prognos in Switzerland, the Japan Center for Economic Research) suggest on
aggregate that the labour force in the OECD area is set to grow over the next ten to fifteen years
at an average annual rate of less than 1 per cent. This is much slower than the growth rates of
the last two decades. In terms of absolute numbers, there will be wide variations in workforce
growth among the countries and major regions of the OECD. While in the United States the net
increase between 1992 and 2005 is expected to be of the order of 24 million people (a total
increase over the period of 19 per cent), Japan will only add some 4 million (a total net increase
of only 6 per cent). Over the same period, EC Europe could see its labour force expand by some
10 million workers (a rise of 6 to 7 per cent).

These projections are highly sensitive to changes in underlying assumptions, particularly those
pertaining to the size of the working-age population -- itself often determined to an important
degree by migration -- and to labour market participation rates. Thus, in the Bureau of Labor
Statistics growth projection for the US workforce by the middle of the next decade, alternative
scenarios based on different hypotheses generate outcomes that differ by a margin of 9 million
people, i.e. over 7 per cent of the current workforce. The Bureau estimates that over two-thirds of
this divergence is attributable to differing assumptions about the inflow of migrant workers;
clearly, for countries with high and fluctuating immigration (legal and illegal), forecasting
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workforce size is a delicate exercise.

Labour market participation rates have in the past few decades become a complex matter.
Generally speaking, rates have increased very substantially for women while they have fallen for
men, especially for the older age groups. However, it should be kept in mind that the very notion
of participation has become increasingly imprecise with the spread of part-time and non-regular
forms of employment. Still, this complexity in no way diminishes the importance of rate changes
for workforce projections. Over the 1980s, one-sixth of OECD labour force growth was due to
rising participation. And in a recent analysis of the long-term outlook for the EC labour market,
Eurostat develops two "not unrealistic" scenarios to the end of the next decade, the results of
which diverge by almost 10 million workers. The calculations demonstrate that at least as far as
EC Europe is concerned, the effects of changing participation rates on the size of the labour force
could in fact swamp any effects emanating from demographic growth.

Changes in participation rates in turn depend on a wide range of factors, e.g. government policies
on retirement, shifting social values with respect to remunerated work, the rise of part-time and
temporary employment, changing patterns of secondary and tertiary education, and military
service. To a very important extent, however, they also depend on the level of economic activity,
with a booming economy inciting hitherto non-active persons to look for work, and a recession
discouraging many people from job-seeking.

There is fairly broad agreement among the various institutions on the longer-term prospects for
economic growth in the major OECD regions. The outlook is one of rather modest performance.
Projections for the 1990s and first half of the next decade are in the 2 to 2 1/2 per cent per annum
range for the United States and Europe, while for Japan they cluster around 3 per cent, giving an
aggregate estimate for the OECD area as a whole of around 2 1/2 per cent. These admittedly
very approximate figures are somewhat lower than those projected two to three years ago -- no
doubt a reflection of the generally poor economic performance of OECD countries since the early
90s and the somewhat sombre short-term prospects at the time the new projections were written.

Against this projected backcloth of generally mediocre economic performance to 2005-2010, and
taking account of the rather poor employment record in recent years in numerous OECD
countries (especially in Europe), many institutes (e.g. the National Institute for Economic and
Social Research and the Institute for Employment Research in the United Kingdom, the French
CEPII and OFCE, Prognos of Switzerland) paint a bleak picture as regards the job market in the
years to come. They generally expect unemployment in EC Europe to remain around 11 per cent
until the end of the decade, with even higher rates persisting in France and Italy (12-14 per cent)
and in Spain and Ireland (15-18 per cent). In some Nordic countries as well, unemployment is
likely to remain quite high over the period (Finland 12-13 per cent, Sweden 7-8 per cent). US
rates of joblessness are projected to fluctuate around the 6-7 per cent mark, and those for
Canada around 10 per cent; it is thought that Japan’s rate could top 3 per cent.

In addition to the unemployed, there will be considerable numbers of people who are
underemployed, i.e. involuntarily working part-time or on stop-gap training courses, or departed
from the labour market because they consider further job-search futile and/or they have been
encouraged by generous income support such as early retirement and disability schemes. The
numbers of discouraged workers and those on involuntary part-time are already substantial (an
estimated 13 million in the OECD area) and could well prove a persistent feature of the coming
years. For Germany, for example, it is estimated that by the year 2000 there could be a "hidden
reserve" of 2.6 million such underemployed on top of the projected 3.3 million registered
unemployed. And there are reports that Japanese companies are carrying surplus labour of the
order of 2 1/2 million (equivalent to about 3.8 per cent of the workforce).

Although a significant portion of current and projected unemployment is structural, there is little

doubt that some of it is cyclical. Part of the solution may therefore lie in sustained recovery.
Simulations by CEPII/OFCE show, for instance, that for EC Europe a growth rate of 5 per cent
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per annum could pull average unemployment back to 5 per cent by the end of the year 2000.
However, for many countries, the annual real growth rates required for that aggregate average
seem, from today’s perspective at least, quite out of reach (e.g. almost 6 per cent for France, over
7 per cent for Spain, well over 8 per cent for Ireland). Many OECD countries face macroeconomic
constraints which, due to strong trade and financial interdependencies, are mutually reinforcing.
At the same time, governments do not have very much fiscal room for stimulating growth. Social
expenditures and -- with the notable exception of Japan -- already high public debt burdens are
set to rise in the major OECD economies to levels of around 50 per cent of GDP by the beginning
of the next century.

Ongoing structural change will ensure that some countries and some sectors will expand or
decline faster than others. There is a fair measure of agreement among long-term projections for
Member countries on the favourable prospects for services, in particular those related to
management, computers and data processing, accountancy, legal affairs, health and social
matters, and entertainment and leisure activities, including tourism. The shares of the primary
sector and of manufacturing in GDP will probably continue to fall, driven largely by declines in
such sectors as agriculture, mining, footwear, textiles and clothing, leather goods, metals,
household appliances and, with perhaps the exception of Japan, motor vehicles and office
machines. Within the manufacturing sector, however, significant expansion is forecast for a
number of activities, e.g. electronics, chemicals, medical equipment, pharmaceutics and
cosmetics, and certain specialised sectors such as environmental protection equipment.

In exploring the future implications of these trends for employment, the distinction between
manufacturing and services is quite artificial. A large number of jobs in manufacturing are in fact
nonmanufacturing, service-type activities -- engineering, design, sales and marketing, distribution,
etc. Their share of manufacturing employment is thought to be as high as 70-80 per cent in
countries such as the United States and Germany. The uncertainties surrounding future changes
in manufacturing employment are, therefore, considerable. Sustained competitive pressure (both
technology- and wage-driven) from developing countries and among OECD countries themselves
could produce significant locational shifts of manufacturing activities over the coming years,
affecting both traditional production jobs and related service-type jobs.

While non-traded services are clearly set to expand, the traded services sector in OECD
countries is likely to face a much tougher environment. For example, a perfectly plausible
scenario could be constructed in which the combined effect of a unified market and associated
rapid productivity gains leads to a massive employment shake-out in European banking,
insurance, financial services and transport. Similarly, offshore information processing could
expand dramatically as the infrastructure for electronic data transmission between industrialised
and developing countries is extended. Some experts believe that in a few years’ time, up to 70
per cent of all such data processing could be relocated in countries such as Singapore, Taiwan,
the Philippines and India.

With respect to prospects for the global economic environment as a whole, however, there are
also grounds for optimism. Strong growth poles are emerging in Asia and Latin America, and
these should provide vast markets as they expand. Also, a vital long-term boost has been given
to the world economy with the successful conclusion of the Uruguay Round and NAFTA, and with
the consolidation of the European Single Market. Moreover, it is important not to underestimate
the internal dynamics of OECD economies: advances in product and process technology, the
spread of more flexible systems of production and service provision, more innovative patterns of
work organisation and locational strategy could help Member countries maintain and extend their
international competitive position. In particular, the trend towards specialised custom-tailored
production may enable them to regain comparative advantages lost to developing countries in
recent decades; small and medium-size enterprises have great potential in this regard. Finally,
demographic trends are likely to exert a largely positive influence on economic development in
the next decades, in the form of new markets for products and services required by an ageing but
wealthy population.
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3. The profile of future jobs

Recent long-term projections for OECD countries tend to agree on the broad categories of
occupations for which demand over the next ten years or so is likely to be strong (professional,
technical, administrative and managerial occupations) or weak (agricultural, production and
labouring occupations). However, there are important variations within these broad categories.

In the United States, which is expected to generate 24 million new net jobs between 1992 and
2005, the biggest increases will probably occur in certain personal services-related occupations.
No doubt because of the country’s changing demographic composition, five of the ten fastest-
growing occupations involve the delivery of medical services: home health aides, personal and
home care aides, physical therapists, physical and corrective therapy assistants, and medical
assistants. In terms of absolute numbers, registered nurses and nursing aides, orderlies, etc.
could account for a net growth of over 1.3 million jobs. However, considerable growth is also
expected in jobs related to the expansion in information and computer technologies, notably
systems analysts and computer scientists. Broadly similar trends are projected for other OECD
countries such as Australia, Germany, the Netherlands, and Japan.

The sharpest declines look set to occur among farmers and agricultural workers, textile, clothing
and leather workers, electrical equipment assemblers, and clerks involved in routine office
operations. Again, this represents a fairly general trend across many countries.

Changing job profiles raise important questions about the qualifications of the workforce needed
to fill job opportunities, and indeed about many other characteristics of the future labour force.
The vast majority of projections of this type point to developments which have long become
conventional wisdom: notwithstanding a certain arbitrariness of occupational classifications, a
great number of jobs in which rapid expansion is expected will be in highly qualified, well-paid
occupations, and the most significant declines will probably be in some of the traditional low-skill,
low-paid occupations. This is not to say, however, that there will likely be a generalised shortage
of jobs for the low-skilled. On the contrary, in the non-traded goods sector and particularly in
personal services, considerable job growth may occur. In the United States, for example,
salespersons, cashiers, food preparation workers, waiters and waitresses could together account
for a net addition to the workforce of 2.6 million jobs by 2005, and over the same period
occupations such as guards, gardeners and groundsmen are expected to add a further 700,000.

Linking these overall trends with the evolving demographic, social and ethnic composition of the
OECD workforce highlights a number of problematic issues.

First, there is the changing demographic composition of OECD societies. In almost all countries,
the next ten to fifteen years will see fewer young people entering the labour force. In the United
States, the proportion of 25- to 34-year-olds will decline by about 5 per cent by 2005; the share of
15- to 29-year-old Japanese in the workforce is set to fall from 23 per cent in 1990 to 17.5 per
cent in 2010; and in EC Europe, the average share of under-35s will decline from 40.4 per cent to
36 per cent by the end of the decade, with much steeper decreases of around 7 percentage
points for the Netherlands, Germany and Belgium. At the same time, OECD workforces will be
ageing, with the share of older workers growing considerably into the next decade. This is good
news in the sense that they embody experience and skills, earn higher incomes, save more, pay
more taxes, etc. However, faced with a rapidly transforming spectrum of job profiles and
qualification requirements, Member countries will find themselves with fewer young people to
replenish the skills pool, and an older workforce that could have a reduced capacity for mobility,
flexibility and learning -- and possibly greater resistance to change.

Secondly, in some countries there is evidence of a polarisation between low-qualification, low-
paid jobs on the one hand and high-qualification, high-income jobs on the other, which is
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compounded by (or perhaps reflected in) widening earnings differentials and, at least in the
United States, a shrinking middle-income bracket in the population. For many observers this is
related to a "hollowing out" of traditional, middle-income blue collar and white collar jobs. In the
past, such work has offered a career path and a reasonably predictable and stable income which
formed the basis for durable consumption and investment decisions characteristic of middle-class
life. Even more importantly perhaps, such jobs traditionally provided the main pathways for inter-
generational mobility. The concern is that such channels of upward social mobility are gradually
being closed off, a phenomenon with consequences for both the stability and the dynamic
evolution of society.

Finally, there are signs of increasing diversity in the labour force of OECD countries in terms of
the size of ethnic groups, presence of foreign nationals, etc. In the United States, for example, the
share of Blacks and Hispanics in the labour force will continue to rise, from the current level of
about 18 per cent to 22 per cent in 2005. While it is true that both the average level and the
average years of schooling among these groups has risen, they still tend to have the lowest
educational attainment and to be disproportionately employed in sectors and occupations already
in sharp decline; they are therefore more vulnerable to changing employment and qualification
requirements than other population groups. In addition, there is evidence -- albeit controversial --
that the skill level of immigrants entering the United States and Canada between the 1960s and
1980s deteriorated relative to that of native North Americans, largely due to the changing mix of
immigration (an increasing share from poor developing countries). There are some encouraging
signs in more recent statistics: for example, about 24 per cent of post-1980 immigrants to the
United States have a bachelor's degree or higher, compared with 19 per cent of pre-1980
immigrants. However, it is thought that the impact of such improvements may be outweighed by
the increasing number of immigrants (legal and illegal) with few or no qualifications who, given
the declining number of Americans with less than a high school education, constitute a large
share of the "drop-out" workforce.

One of the messages to emerge from this juxtaposition of projections and problems is that a
major effort is called for on the education and training front in virtually all OECD countries.
Changes in the composition of the workforce over the coming years -- along with the growing
internationalisation of the economy, further advances in technology, and the spread of new,
innovative models of work organisation based on networking and greater personal autonomy --
will demand substantial investment in human capital if the skill and qualification requirements of
future jobs are to be met. The institutions, structures and practices of education and training thus
face a number of specific long-term challenges in the next decades.

To begin with, it is increasingly apparent that the sheer diversity and complexity of the demands
on the education and training systems of OECD countries are growing, and will continue to grow.
Large sections of the population in many countries, not least certain poorly educated ethnic
groups, will need to be targeted for the teaching of basic reading, writing and numerical skills. At
the same time, demand will continue for intermediate qualifications and for highly specialised
advanced training. Added to this are the increasing needs for the further education and training of
older workers, indeed for lifelong learning: in the future, many people will find it necessary to
change jobs and possibly professions several times in the course of their working lives. At the
other end of the age scale is the need to improve the transition from school to work, and to equip
young people with broad-based skills that will facilitate their mobility and flexibility in later life,
provide them with the basis to adjust to new types of work organisation, and prepare them in
general for the advent of "the learning society". This in turn is likely to expand demand for
education outside the traditional teaching situations: self-instruction using a variety of knowledge
sources and media, TV schools and colleges, consulting and counselling, learning in project
teams, etc. Given such prospects, education authorities may see their role focus increasingly on
ensuring that such diverse educational activities emerge within a framework that is effective,
competitive, and above all transparent.

Furthermore, there needs to be a better balance between academic and vocational qualifications.
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Although substantial numbers of young people in the OECD area suffer from inadequate access
to basic and secondary education, the overall trend over the last ten to fifteen years has been
towards the prolongation of studies into post-secondary education and training. The expansion of
capacity has been uneven, with growth in academically oriented studies at university level
outpacing that in technical and vocational studies. Yet occupational projections for a number of
countries suggest that the latter qualifications will be of great importance in the coming years.
Figures for the United States, for instance, indicate rapid growth between 1992 and 2005 in
professions requiring a college degree or higher (systems analysis, computer sciences,
psychologists, management analysts, etc.). But they also point to strong growth in a host of
occupations requiring vocational training: paralegals (86 per cent), medical assistants (71 per
cent), radiologic technologists and technicians (63 per cent), and so on. In Germany, it is
expected that the share of the workforce with apprenticeship, post-apprenticeship and advanced
technical qualifications will increase by the year 2000 to around 70 per cent, up from 66 per cent
in the late 1980s.

And finally, changing work patterns raise questions concerning access to training. Recent years
have seen a surge in many countries in the growth of non-regular employment -- part-time or
temporary work, fixed-term contracts, certain forms of self-employment, etc. This trend seems set
to continue. For example, part-time employment in the United Kingdom, which in 1990 already
accounted for about 22 per cent of the labour force, is set to rise by a further 700,000 between
1991 and 2000. Similarly strong growth in non-regular employment is expected for a number of
other countries. Yet evidence from the last decade or so indicates that: i) there is a link between
the amount of enterprise-based skill training received by an employee and the length of his or her
tenure; ii) too high a level of turnover does not facilitate the development of workplace skills; and
iii) those workers who have a good level of initial education and training tend to benefit more from
further education and training than those with no or low levels of qualifications. A major sustained
effort is clearly required to improve and broaden access to training.

It is unlikely that progress will be achieved in any of these areas without strengthening the
incentives facing the principal actors in the education and training market. Institutions will need
encouragement to diversify their repertoire of courses so as to improve their responsiveness to
the requirements of employers and employees alike. Workers’ willingness to invest in their own
training will need to be enhanced by ensuring that such training is as effective as possible in
raising their incomes over the course of their working lives. Enterprises themselves are likely to
demonstrate a greater preparedness to offer training if they are permitted to treat the
accumulation of human capital within the firm as an investment on a par with physical capital, for
example through provisions making investment in workforce training a tax-deductible expenditure.

4. New values associated with work and non-work-related activities

Leaving aside the more traditional labour market issues, it is useful to explore a number of
broader societal developments which may enable all population groups to participate actively and
constructively in the society of the 1990s and early 21st century. To begin with, OECD societies
are set to become increasingly affluent in the years to come. Even assuming only moderate
economic growth, per capita disposable personal incomes in the United States are likely to
increase by one-quarter in real terms between 1990 and 2005, and in Japan real growth of
disposable household incomes between 1990 and 2010 is projected to be in the order of 30 per
cent. Increases of a similar magnitude are expected for many European countries. Added to this
is the prospect for many families of inheriting the wealth accumulated by the post-war generation.

In the context of such a rise in prosperity, it is conceivable that wage-earners will become
increasingly willing to contemplate working fewer hours. There has been a secular decline in
average working hours in the industrialised countries: in Europe, for example, the average
amount of time actually devoted to work has fallen from some 3,000 hours per year a century ago
to around 1,700 today. Although over the past few decades the decline has tended to slow or
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level off, some OECD countries are projecting a renewed decline through the beginning of the
next century. In Japan, for example, it is expected that average yearly working hours, after
remaining fairly constant in the 1980s, will fall from their current level of 2,052 to 1,806 by the
year 2010. Even countries with already relatively low average working hours foresee a similar
trend. In Norway, for instance, working time per employee is projected to fall from about 1,400
hours in 1991 to around 1,300 in 2010.

Secondly, the findings of public opinion polls -- national and international -- indicate that important
changes are taking place in people’'s views about work. They point to a fundamental shift in
attitudes within advanced societies away from materialist values (such as economic and physical
security) and towards what have been described as postmaterialist values, i.e. self-development,
self-fulfilment, self-organisation, and aesthetic and intellectual orientations. This shift has gone
hand in hand with a generally diminishing commitment to work among large -- but by no means
all -- segments of the population. Even countries with a traditionally strong work ethic are not
exempt from this overall trend. In both Germany and Japan, surveys have registered a
perceptible decline in the level of personal commitment to work. In Japan, although work is still
consistently ranked as highly important, it has for the first time in a long series of opinion polls
been overtaken by the importance of the family in people’s hierarchy of priorities. Clearly,
however, the trend does not apply to all population groups.

The surveys find that on the whole, the declining attachment to work as a value is particularly
pronounced among young people. However, it would be a mistake to infer from this the
magnitude of value change which the younger generation is likely to introduce into society in
future years. Indeed, young people are themselves often very conscious of the strong social and
economic forces which will lead them to change their attitudes to work as they grow older.
According to a recent survey, young Swedes attach a fairly high degree of importance to
interesting work, but consider they would attach even more importance to it fifteen to twenty years
hence. This in fact reflects a more general finding. An integral part of changing attitudes towards
work is the growing importance attributed to its qualitative dimensions. For many people, greater
autonomy at the workplace, the scope for co-operation and teamwork, and opportunities for
further education and training weigh heavily in their assessment of work.

Rising prosperity, together with the widely observed shift in attitudes to work, opens up a range of
opportunities in the search for solutions to some of the most pressing work- and society-related
problems that OECD countries will face in the years to come. The combination creates more
favourable conditions for a broad-based reconsideration of the potential of working time
reductions and work-sharing. The two factors hold out the promise of broader acceptance within
society of unremunerated activities, and offer the prospect of both work and leisure becoming
accepted and respected sources of self-development and self-fulfiiment.

The issue of work-sharing has not met with equal interest across the OECD area. What has
emerged from the recent debate, however, is that a number of economic and political trends are
making work-sharing a more viable prospect. First, as suggested above, substantial growth of
real incomes in the years ahead for many of those in work will tend to augment the numbers of
employees with sufficiently high earnings to allow them to countenance a trade-off between pay
and working time. Secondly, there appears to be a more realistic acceptance on the part of some
employees and some unions that sharing work implies sharing wages and should not lead to
higher unit labour costs. There is, however, still strong resistance from many employers who fear
that certain forms of working time reductions would, even with corresponding wage adjustments,
undermine their competitive position. The general point to be made here is that legislated, across-
the-board work-sharing is unlikely to be successful since it merely rations gainful work and
imposes income cuts which will probably be resisted. Viable solutions are more likely to be found
in voluntary, flexible arrangements which offer a diversity of options for reducing working time,
e.g. various forms of leave (educational, parental, sabbatical) or the introduction of monthly or
annual working hours.
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Thirdly, and in line with the opinion polls described above, the popularity of work-sharing could be
on the rise because people attach increasing value to time with the family or the pursuit of leisure
activities. However, doubts persist not only about the practicability of work-sharing and its
possible repercussions on overall economic growth, but also about its ability to deal with the root
problems of unemployment. In the context of broader societal change, it may indeed be
misguided to approach working time reduction and work-sharing primarily as an instrument for
achieving a more just distribution of work, rather than as an avenue towards shaping society in a
way that provides people with more free time to pursue non-work-related interests and to seek
out new opportunities for self-development and self-fulfilment. The latter objective stands a
greater chance of realisation if it is accompanied by moves toward more flexibility in other
domains, e.g through a loosening of some increasingly obsolete regulations governing work
practices, shopping hours, etc. and a departure from the rigid division of the average week into
working days and weekend.

A major obstacle to improving the social integration of the unemployed, underemployed, early
retired, involuntary part-timers, etc. is that in today’s societies work is not only a key source of
income but also one of the most important means of achieving social recognition and status. Part
of the problem is that despite rising affluence, OECD societies have so far been unable or
unwilling to sever the link between gainful employment and acquisition of the basic physical and
social necessities of life, for example through the introduction of universal minimum income
schemes that would no longer carry the stigma of social transfers. Also important, however, is the
role played by societal values. Broader public acknowledgement of activities outside the
traditional concept of regular remunerated work -- e.g. socially productive tasks for the
community, volunteer work, improving the quality of the environment, and caring for children and
the elderly -- would considerably ease personal decisions to take up such opportunities.

The scope for the public authorities to bring about a reorientation of values in this respect is not
as restricted as it may seem at first sight. Caring for the elderly is a case in point. In many OECD
countries, the share of very elderly people being cared for in institutions has increased markedly,
and the pressures on such institutions are set to rise. For example, over the period 1985-2025 the
number of persons aged 80 and over is expected to increase in the developed world by some 22
million. At the same time, constraints on the financing of health care are very likely to tighten
further. This suggests a need to focus more closely on home-based care services. A number of
countries (e.g. Australia, Denmark, France, Japan, Netherlands, the United Kingdom) have
already taken initiatives on this front, introducing or improving allowances to people (usually
members of the family) attending the elderly, placing less emphasis on services as an alternative
to family care and more on seeking new forms of partnership between families and support
services.

Not infrequently, of course, conflicting values get in the way of the best intentions. Japan is a
case in point. Institutionalisation rates for the elderly have traditionally been low, with the family
assuming most of the care-giving burden. But the prospect of rapid population ageing looms large
on the not too distant horizon, threatening traditional patterns of care. Public opinion surveys
indicate a widening gap between attitude and behaviour. More than 90 per cent of middle-aged
Japanese believe that care of bedridden parents is the responsibility of the family -- yet around
half of the bedridden elderly are in fact in residential care. Part of the explanation for this
contradiction seems to lie in the decline of the extended family, but also in the higher career
aspirations and greater labour force participation of women.

For many people, in the years to come work will remain the principal vehicle of self-development
and self-fulfilment, although the quality of their activities will likely undergo considerable change.
In parallel with the technology-driven expansion of options for organising their work flexibly --
telework, computerised offices, multimedia networking, etc. -- they will typically attach
considerable value to the immaterial attributes of work. These may include greater autonomy of
action and decision at the workplace, the self-defining of roles and assignments, the desire to
operate in an environment of co-operation, flexible working arrangements, and so on. For these
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people, the borderline between work and discretionary time will become increasingly blurred. In
contrast, those workers who are unable to exploit such opportunities fully or at all may come to
rely more on leisure and other non-work-related interests as a means of self-fulfilment. Such
people are also typically likely to favour shorter and more flexible working arrangements, but
primarily as a means to enlarge the scope for family life and leisure pursuits.

However, this projection of a "leisure society” is not without its problems. Continuation of present
trends in a number of countries would ensure a very uneven distribution of capacity to exercise
leisure activities, in two respects: i) some population groups have more discretionary time than
others; and ii) the diversity of available leisure options, in particular the pursuit of cultural
activities, correlates strongly with the level of education. Generally speaking, active people in the
20-50 age bracket constitute a group whose discretionary time is being squeezed between rising
workloads on the one hand and studies on the other (women are often under additional strain due
to family and household responsibilities). They stand in sharp contrast to those in the population
who, because of unemployment, underemployment, disability or early retirement, find themselves
with a lot of free time but not necessarily the means to translate that into self-development and
self-fulfilment on the basis of leisure activities.

However, the benefits of expanded discretionary time to society as a whole depend to a
considerable degree on the "quality" of leisure activities pursued as well as on broader access to
leisure. Moreover, it is their qualitative content that largely determines the position of leisure
pursuits on society’s scale of values. As long as leisure’s status remains much inferior to that
accorded work, the full potential of leisure activities will remain unexploited. This poses a
challenge to the education system, not only to help create an appropriate leisure culture but also
to ensure through the teaching of creative and relational skills that people are able to take full
advantage of the opportunities for self-fulfilment that such a culture might offer.

5. Cohesion in OECD societies

There is a fairly widespread perception that social cohesion in OECD societies is under threat
from numerous sources. Many of these are external and relate mostly to the impacts of growing
international economic and cultural interdependence. Some, however, are largely internal to
OECD societies. First among these, perhaps, are the high and persistent levels of (especially
long-term) unemployment and underemployment.

Second, poverty has been an enduring feature of recent decades in virtually all Member
countries. It has proved in some countries to be remarkably resilient to improved overall
economic performance. The United States has experienced constant and increasing poverty
since about 1970; by conventional (normative) measures, some 35 million people are currently
below the poverty threshold, a figure which represents about 14 per cent of the population. What
is striking about the US situation is that almost 60 per cent of poor families have at least one
member working -- but against the background of falling relative wages, especially for low-skilled
jobs, they do not earn enough to keep themselves above the poverty line. Moreover, it is
estimated that for as many as one-third of all poor people, impoverishment is chronic (after three
years, their income is still less than 50 per cent of the median income of the population as a
whole). Particularly hard hit are Blacks and female-headed families. However, the picture of
constant or rising poverty does not apply to the North American continent as a whole. Canada
has been much more successful than its neighbour, bringing down its poverty rate (as measured
by US definitions) by 45 per cent over the last twenty years, largely due to improvements in social
transfers.

International comparative studies indicate that the incidence of poverty is generally lower in
Europe than in North America, as also are cases of persistent poverty. It is thought that only a
small fraction of the population in most European countries suffers severe hardship for more than
three years running. Notable exceptions are to be found among ethnic minorities. The
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characteristics of the poor vary greatly across Europe. In some countries it is the retired or the
very young householders who are chiefly at risk; in others it is single-parent families; in yet others
the incidence of poverty is particularly marked among farmers. However, some characteristics
feature consistently across the region. In general, households with no or only a weak attachment
to the labour market (e.g. single-earner households) face a higher-than-average risk of poverty, a
trend that has been aggravated by the sharp rise in recent years in the number of long-term
unemployed. Moreover, for households other than the traditional family and/or where the head of
household is divorced or separated, the risk is generally higher than average.

The modest prospects for economic growth, the poor state of government finances and the
expected pruning of welfare spending mean it will be very difficult to make significant inroads into
poverty over the next decade.

Thirdly, to the extent that in some countries falling real wages, in particular for low-skilled
workers, have contributed to locking people into poverty, widening earnings disparities are often
perceived as a source of additional strain on the social fabric. A recent OECD study showed that
in twelve of 17 OECD countries, earnings inequality increased in the 1980s. However, while the
growth in disparities was quite substantial in the United States and United Kingdom, it was
generally small in ten other countries, and in the remaining five the degree of inequality was
roughly stable but often in relation to declines registered in the 1970s. Moreover, the rise in
earnings inequality has not always gone hand in hand with growing family income disparities.
Although this does appear to have been the case in the United States and the Netherlands
(where post-transfer income inequalities actually increased faster than earnings inequalities) and
to a lesser extent in the United Kingdom, other countries (e.g. Australia, Canada, France) have
gone a long way towards offsetting the growth in earnings-related disparities through social
transfers, albeit at considerable budgetary cost.

This touches on a fourth source of pressure on social cohesion, the issue of inter-generational
redistribution. Fuelled by (inter alia) expanding coverage, demographic change and
improvements in benefits, welfare budgets in OECD countries (for health, unemployment,
pensions and other social benefits) have risen dramatically. The next few decades will see
considerable increases in the numbers of elderly people. While the over-60s totalled around 100
million in 1990, their numbers are expected to increase to 115 million by the end of the decade,
130 million by 2010 and 156 million by 2020. The share of the working-age population available
to support them will steadily decline, so that old-age dependency ratios will increase from 19 per
cent in 1990 to 28 per cent in 2010 and 37 per cent ten years later. Some countries will feel the
strain sooner than others. Japan and Germany, for example, will have age dependency ratios of
34 per cent already by 2010.

The severest impact of these demographic changes will be on pensions and health care budgets.
Without increases in contributions, cuts in benefits and modifications to entitlements, the
constraints on economic performance will become intolerable. But such reforms imply a
significant redistribution of the financial burden and of benefits, both among the generations and
among the different social groups, which could prove highly controversial. There are already
concerns in some European countries that in the coming years health care priorities may shift
towards alleviating the chronic ailments of the elderly, possibly at the expense of prevention
programmes aimed at younger people. And in areas with large proportions of elderly, relatively
wealthy people -- Florida in the United States, for example -- there is evidence of growing
disaffection, particularly among the young, with the elderly residents’ civic behaviour and impact
on the community.

And fifth, OECD societies are becoming increasingly diverse; the last few years have seen a
surge in immigration. In 1991 and 1992 alone, around 2 million immigrants are believed to have
entered North America and Europe, and the projected increases in the population of the
developing world are expected to contribute to the sustained immigration pressures from some
countries well into the next century. For many OECD countries, immigration continues to be a
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vital source of economic prosperity and regeneration, but there is concern in some quarters that
Member countries’ capacity to integrate growing migratory inflows may be weakening.

A significant obstacle in this respect appears to be the diminishing absorptive capacity of labour
markets, especially in times of weak economic activity. Evidence from Canada, for example,
suggests that while prior to 1965 complete assimilation (i.e. equality of immigrants’ earnings with
those of native Canadians) within 15 years was the norm, since then absorption has taken longer
and longer, with complete assimilation appearing to be out of reach for 1970s and 1980s
immigrants. The steep decline in assimilation capability after 1981 is not thought to reflect
increasing discrimination, since it applied to immigrants from the United States and Europe as
well as those from Asia, Africa and Latin America. Furthermore, recent US studies of the impact
of immigration from poorer countries show that it increases the supply of less-skilled workers,
contributing significantly to rising earnings inequality overall. However, there is also the more
general concern that migrants and certain resident ethnic groups face a potentially higher risk of
poverty. Recent surveys indicate that in Germany, for example, both the incidence and the
persistence of poverty are three times as likely to affect foreign residents as native Germans.

What emerges from this brief overview is that a number of divisive forces are at work which are
combining to marginalise important albeit highly heterogeneous segments of the population in
OECD societies. But weakening cohesion is also perceived as a wider problem than that of the
materially disadvantaged, as evidenced by developments in other domains of public and private
life. For example, recent years have witnessed a relative decline in the influence of established
political parties and a proliferation of narrowly focused special interest groups, leading to fears
that the capacity of the political system to develop and sustain coherent policy is being severely
undermined. Moreover, with the widening sense of economic insecurity among many segments of
the population, vested interests appear deeply entrenched. This in turn compounds the difficulty
of implementing changes that would inject greater flexibility into much of the regulation and
conventional thinking that tend to hamper broader adjustment within society to new
developments.

The trend toward individualism has gained considerable momentum. At the same time, many
young people seem to have experienced a loss of traditional value orientation. More extreme
manifestations of this can be seen in the mounting body of evidence in the United States and
United Kingdom that relates long-term youth unemployment with property crime. In parallel, the
institutions which hitherto knitted together the social fabric have been undergoing important
transformations. The role of families has changed, the influence of traditional structures of
solidarity and consensus-building such as the Church and trade unions has declined, and the
welfare state itself is being called into question. Thus traditional symbols of personal identification
seem to be fading, leaving people with a strong sense of needing to "belong" and to participate,
but with fewer means of expressing collective sovereignty, defining general interest, and
structuring solidarity.

Perhaps the most dramatic change to have taken place these past forty years has been in the
family. The extended family has become largely extinct, and the conventional two-parent, single-
earner family is increasingly rare. Female participation rates have risen quite spectacularly, as
have the numbers of single-parent families and single-person households. These trends are set
to continue, even in the more traditional societies. In Japan, for example, female participation
rates among 25- to 55-year-old women are expected to rise to well over 70 per cent by 2010, up
from the current 55 per cent; the next fifteen to twenty years are also likely to see the share of
single-person households increase from 21 to almost 28 per cent, that of extended families fall
from 13 to 8 per cent, and divorce rates rise by some 60 per cent. Families in general will
therefore be less capable of assuming certain social responsibilities, not least that of caring for
the aged.

Opinion polls show the influence of the Church to be on the wane in many OECD countries, as
attendance declines and the population’s confidence in ecclesiastical institutions diminishes.
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Membership in trade unions has fallen significantly across the OECD area, affecting not only
labour market developments such as wage negotiations and earnings differentials, but also those
elements of collective agreements which relate to social arrangements, e.g. workers’
compensation, health insurance, and pension provisions, many of which benefit workers who are
not part of the union movement. At the same time, there is fairly widespread disenchantment with
the established political parties and their ability to reflect changes in the ground swell of public
opinion and its increasing diversity. And here lies a major problem for the marginalised groups of
society: their very heterogeneity makes it extremely difficult for them to be heard by the
established political parties and, conversely, makes it difficult for the political parties to address
the underprivileged in a targeted, policy-relevant way.

Today, the most important institution of social protection and redistribution for many countries, the
welfare state, is itself under siege. Support has been undermined by a variety of factors: i) the
general increase in affluence, which has shifted the balance between those whose interests are
best served by collectivism and those who most benefit from private solutions; ii) the increasing
cost of social security benefits and the prospect of further substantial increases through
demographic change; iii) the erosion of community forms of support; and iv) especially in periods
of protracted weak growth, loss of economic support and confidence, which tend to undermine
public support for collectivist welfare policies. Social and economic changes are making it
increasingly unviable for the state to assume its responsibility for social welfare both financially
and organisationally, while at the same time the traditional welfare bodies such as the Church
and the family are increasingly incapable of filling the gap.

It is important, however, not to underestimate the internal dynamics of social systems. In some
cases, self-correcting demographic mechanisms may be at work. Earnings disparities, for
example, may begin to shrink again in some countries as the share of young people in the labour
market declines in the next ten to fifteen years, their relative scarcity helping to push up their
wages. The average level of education in the workforce will rise as older, less-educated workers
retire, and the education level of most minorities will continue to rise. Moreover, many older
people in the future will have accumulated considerable assets on retirement -- partly through
privately financed pension, insurance and other savings plans, partly through inherited wealth. In
the United States, for instance, it is estimated that the baby boom generation will inherit around
$10 trillion in current dollars.

On the unemployment front, there is clearly no single cure for the structural problems faced by
OECD countries. Marked improvements can only be achieved through an accumulation of
individual steps, many of them reaching beyond conventional measures related to the labour
market and social policy. Their success, however, will depend heavily on political and economic
factors. In particular, such measures would in all probability encounter obstacles in the form of
diverse and deeply entrenched vested interests -- although in some countries, especially in
Europe, such obstacles may begin to recede as the Community becomes increasingly reluctant to
countenance the social implications of chronically high and widespread unemployment, and
increasingly favourable to the notion of a fundamental shift in policy away from income solidarity
and towards more job solidarity.

Responses to financial hardship reveal that a growing diversity of "survival strategies" -- complex
work patterns, multiple part-time and even full-time job-holding, a blossoming of activities in the
informal sector, and so on -- coupled with take-up of available welfare benefits, allows many
people on very low incomes to move out of their financially precarious situation. Thus, alongside
of the observed persistence of hardship in many countries, there is evidence of relatively high
rates of mobility out of poverty. International comparisons suggest that in a given year, the
fraction of families in the bottom income decile who escape poverty by the following year is
around 25 per cent in North America, France, Germany, Ireland and the Netherlands.

For many observers, growing individualism is a key factor underlying the erosion of conventional
family structures and solidarity. Yet, freedom of choice and a wider radius of individual action are
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to be welcomed in so far as they broaden the range of work opportunities for men and women,
extend the options for a more rewarding mix of activities related to work, leisure, family and the
community, and enlarge the scope for autonomy and self-development.

Moreover, there are indications that the concept of family, far from disintegrating, may be
undergoing a kind of structural adaptation to changing economic and social conditions, involving
above all a trend to diversification of form. For instance, there are signs of strengthening
relationships among wider family networks (nephews, nieces, uncles, grandfathers, etc.); in
addition, it has been observed that new forms of familial organisation are emerging in Northern
European countries and among the young generation, which are leading to new types of
solidarity. While unofficial cohabitation and a high degree of autonomy and mobility are
increasingly common phenomena in these relational clusters, the latter are also characterised by
greater equity between partners and a sense of responsibility which extends beyond the narrower
concept of the institutional family. Statistics from the United Kingdom certainly point in this
direction. In 1991, 30 per cent of births took place out of wedlock, compared with less than 12 per
cent in 1980. But the proportion of such births registered by both parents rose from half to three-
quarters, and more than 50 per cent were registered by parents living at the same address.
Against this background it comes as less of a surprise that pan-European opinion polls indicate
an increase in all countries over the last decade in the importance people attach to family life.

Finally, especially for those Europeans with the skills and qualifications to establish durable links
with the labour market, an extension of the corporate welfare function (particularly in the domains
of health and pension benefits) may offer at least a partial alternative to the traditional welfare
state. In some respects, such a move would be out of line with the pattern in other OECD regions.
After all, in Japan social and economic factors are combining to put considerable pressure on the
time-honoured system of lifelong employment and other industry-specific practices and networks
which hitherto conferred health and pension rights on employees and acted as an implicit social
security net. The United States, for its part, seems to be moving towards universality of coverage
for certain welfare benefits. Indeed, the respective European, American and Japanese models of
work and welfare provision may, by the beginning of the next century, show an increasing trend
towards convergence.

There can be little doubt, however, that the changes sweeping the international economy and
transformations taking place within OECD countries will prove a severe challenge to the
effectiveness of governance, revealing the state as we know it to be inherently unsuited to its new
tasks. With the OECD societies of the future operating much more as networks of people,
technologies and communications -- unconstrained by highly structured hierarchies and
functioning in largely autonomous groups and localities -- centralised decision-making in
government will become increasingly less effective. At the same time, however, globalisation is
likely to continue to exert substantial pressures on nations, regions and local communities to
adjust to new economic and social realities. Withstanding such pressures may well surpass the
resources and reserves of solidarity available to some of these smaller sub-national entities.
Governments will consequently be obliged to find new and more flexible organisational forms and
mechanisms for preserving social cohesion and solidarity as the globalisation process unfolds.
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We are suffering, not from the rheumatics of old age, but from the growing-pains of over-rapid
changes, from the painfulness of readjustment between one economic period and another.
The increase of technical efficiency has been taking place faster than we can deal with the
problem of labour absorption; the improvement in the standard of life has been a little too
quick; the banking and monetary system of the world has been preventing the rate of interest
from falling as fast as equilibrium requires.

J.M. Keynes, Economic Possibilities for Our Grandchildren [01]

Introduction

Historical evidence indicates that there have been big fluctuations in the rate of unemployment in
OECD Member countries. While current rates in Europe and the United States are well above
expected levels of frictional unemployment, similar situations could be found before and between
the two World Wars. The new features of current trends are:

Permanently higher unemployment rates: the EC unemployment rate, which stayed at the
2-3 per cent level until the mid-seventies (below the North American 4-6 per cent level of
frictional unemployment), has jumped to the 9-11 per cent level during the past ten years
(while the North American rate also began fluctuating above previous levels, between 6
and 9 per cent); the number of long-term unemployed is increasing in all countries (with
many jobless actually becoming unemployable), and youth unemployment has acquired
dramatic characteristics in several countries [02]. Furthermore, "underemployment" in the
form of discouraged workers, involuntary part-time work and involuntary early retirement
is also increasing; in Germany, some projections to the year 2000 estimate official
unemployment at 3.3 million and further underemployment at 2.6 million.

Lower response of employment to output growth: the elasticity of employment to output is
decreasing (Verdorn’s law: increasing output stimulates productivity growth), and
economic recoveries are increasingly de-linked from job creation. The American and
Japanese economies have been less affected by this trend than the EC countries, many
of which are undergoing a process of "jobless growth" [03]. Table 1 illustrates that
process and the differences observed between European countries and the United States
and Japan.

Table 1. GDP and enployment growth in industrialised
countries, 1960-87

(1960 = 100)
GDP Enpl oynent
FRANCE
1960 100 100
1973 200 105
1987 268 91

1960
1973
1987

UNI TED KI NGDOM

100 100

153 101

181 94
GERVANY
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1960 100 100
1973 173 96
1987 222 85

UNI TED STATES

1960 100 100

1973 160 126

1987 217 164
JAPAN

1960 100 100

1973 325 188

1987 379 213

Source: UNDP, 1993

2. A survey of available |ong-term enploynment projections

In exploring the future of enploynent, thought needs to be given to
trends in the |l abour force and |abour requirenents within the structure
of productive activities (enploynent demand). The study of future
equi | i brium between enpl oynent supply and demand requires consideration
of price mechanisns linked to institutional frameworks  (work
| egislation, oligopolistic negotiations between social agents, etc.)
that are further subject to change. Matching the socio-economc
characteristics of the Iabour force (age, sex, education, skills,
occupations, location, etc.) wth the requirements of production
systens raises additional difficulties. Mst of the available studies
offering a long-term outl ook for enploynent deal with only sonme aspects
of this conplex system

2.1 Labour force projections

Long-term popul ation projections (up to 2025) prepared by the United
Nations, as well as many national denpgraphics studies, provide a basis
for conputing the possible future size of populations; with fertility
rates clearly below replacenent Ilevels during the seventies and
eighties, all OECD Menber countries expect |ocal population declines in
the early 21st century (eventually conpensated by inmmigration). Wen a
twenty-year horizon is contenplated -- a time franme for which working-
age population groups are already born -- the main uncertainties
concern the evolution of activity rates (labour force participation
rates) and migration (de Jouvenel, 1989), and both of these (indeed
hi ghly uncertain) key variables are influenced by the |evel of economc
activity, as well as by institutional developnents in the area of
ongoi ng education, retirenent age and immgration policies.

As to activity rates, the general long-termtrends are for an increase
or stabilizing in wonen’s rates and a decrease in rates for men above
55 and for young people below 25. The outlook is for progressive
stabilization followed by a decline in average activity rates in all
OCECD countries, beginning (at the latest) in the mddle of the next

decade (ILO,  1986). In the United States (as in other Menber
countries), "as the baby-boom generation noves through the years of
peak | abour force participation, there no longer will be increases in

participation due to a large group of people shifting to ages wth
hi gher participation. After 2005, wth the baby-boom generation noving
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to ages older than those of peak |abour force participation, the
tendency will be for the overall |abour force participation rate to
remain steady or to drop" (Fullerton, 1991).

As to nmigrations, there is general agreenent anmong experts that CECD
countries are likely to receive increasing nunbers of immigrants from
the rest of the world (developing regions and fornerly centrally
pl anned economi es), but few experts venture quantitative estimates;
avai lable forecasts for the active population are therefore often
conservative in this respect. However, in the case of the official US
projections by the Bureau of Labor Statistics (BLS), the basic
imigration hypothesis figure is 800,000 per year (docunented and
undocunented); thus, a substantial portion of the expected growh of
the labour force, from 125 million in 1990 to 150 million in 2005, is
i ndeed due to inmgration [04].

In Europe and Japan, official population projections are made under the
asunmption of constant immgration flows, and the result is an expected
stability of the labour force by the year 2005 [05]. Under present
unenpl oynent conditions in Europe, one could even foresee an actual
decline of the "local" working population as discouragenent keeps a
nunber of potential workers out of the labour force (in particular,
worren and young people who remain in the educational systen), thus
leading to lower activity rates; however, this decline could be
corrected if nore realistic inmgration hypotheses were adopted, i.e.
at | east ones conparable to those used by the BLS for the United States
[06] .

A nunber of available studies show that the future workforce in
practically all Menmber countries will on average becone increasingly
ol der, nore educated, and nove towards occupations requiring higher
skills (Johnston, 1991). Wiile the flow of immgrants is generally
expected to continue to be mainly unskilled, in western Europe in
recent years the inmigration of very skilled workers (from eastern
Europe) has increased the demand for occupations requiring higher
educati onal attai nment.

2.2 Enpl oyment proj ections

Enpl oynent projections are associated with scenarios of future econonic
growmh and structural change. In recent tinmes the deterioration of
econonm ¢ conditions in the OECD area has led to |ower expectations of
economc growh, a fact reflected in the available studies of sone
countries. Thus in the United States, the BLS central enploynent
projection is based on a GNP growth rate of 2.3 per cent a year from
1990 to 2005, conpared with a 2.9 per cent rate for the period 1975-90
(Kut scher, 1991). Conventional w sdom anong econonic forecasters now
places the GNP growth rates at between 2.0 and 2.5 per cent for the
OECD countries (for the EC, the 2.7 per cent per year projected in 1990
for the period 1990-2010 is today considered "optimstic"; even for
Japan, long-term growh expectations are rapidly declining). The
thi nking behind this change in expectations could easily be challenged
by sinple inspection of |Iong-termtrends such as the follow ng:

- The increasing amunt of resources devoted to industrial R&D
should Iead to a continuous flow of technol ogi cal innovations.
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- The successful conpletion of the Uruguay Round of GATT
negotiations is likely to stinmulate the world trade of goods and
servi ces.

- Many developing countries, including China and parts of Latin
Anerica, have succeeded in introducing a narket-driven high
grow h process, and other countries in eastern Europe are likely
to foll ow the sane path.

- The need to devote unproductive resources to defence expenditures
is rapidly decreasing.

Studi es conducted in the late eighties were considering trends that did
not anticipate any serious |ong-term unenploynent problens. Thus, for
the United States, the BLS projections considered that creating 25
mllion jobs in the fifteen years to cone (1990-2005) was a perfectly
sustai nabl e proposition; researchers from Prognos considered that in
the EC, 10 nillion jobs would be created during the nineties, thus
bringing down the unenployment rate to the frictional |evel of 6 per
cent; the Policy Studies Institute also predicted for the United
Ki ngdom (for the period 1990-2010) that jobs would increase by 3 to 4
mllion and that there would be a decrease in the unenploynent rate
[07]. Even nore recent projections elaborated in 1992/93 for GCernany
[by the Institut fiur Arbeitsmarkt- und Berufsforschung (IAB) in
Nirnberg] and the United Kingdom [by the Institute for Enploynent
Research (I1ER), Warwi ck University] still considered as nost probable a
decrease in unenploynment before the end of the century. For Cermany, a
GDP growth rate of 3 per cent per annum from 1992 to 2000 should,
according to these projections, bring unenpl oyment below the 2 mllion
level from today's 3.5 nillion; for the United Kingdom wth a growh
rate of 2.1 per cent per annum from 1991 to 2000, unenploynment should
go down to 2.6 mllion fromits present level of 3 million (DIW 1990).
The only indications of a possible process of jobless growmh in the
years to cone were provided by a prospective analysis of the enpl oynment
consequences of new technol ogies [which anticipated a |arge nunber of
job losses followi ng massive introduction of information technol ogies
(ASSESS Group, 1991)], but the mpjority of studies from the late
eighties neglected the possibility since the avail able evidence was not
really pointing in that direction [08]. Only recently has there been
concern about the possibility that enpl oynent could increase
sufficiently only if GDP growth rates junped suddenly to "unrealistic"
| evels (e.g. above 3.5 to 4 per cent per year). This concern has been
stimulated by the present econonmic crisis, with its peculiar mx of
cyclic and structural factors (even if the diagnosis of jobless growh
can be traced back to the early eighties, the growh performance
achi eved by OECD countries during the second half of that decade once
agai n changed the perspective of forecasters by 1990, as shown by the
proj ections quoted above).

2.3 The future of unenpl oyment: structural factors

It has already been pointed out that the renewed preoccupation wth
persisting high levels of unenploynent in sone Menber countries is
associated with the negative expectations linked to the econonic
downturn. However, in examining the long term there nay be reasons to
believe that structural elements may induce further enploynent problens
in all countries, including those such as Japan and the United States
that are still creating nany jobs.
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2.3.1 Conpetitiveness and new technol ogi es

The end of the cold war has further stinulated the use of market-driven

solutions to economic problens, thus increasing the overall |[|evel of
conpetition in a great nunber of markets traditionally associated with
hi gh enploynent levels (manufacturing as well as services such as

tel ecommuni cations, transportation or banking). This enphasis on narket
dynam cs has favoured an acceleration of innovation processes based on
technol ogies of the Information Society paradigm (mcro-electronics-
conput er-tel ecomruni cations) that have a great potential for replacing
human | abour (automation, robotics, expert systens, etc.). Industries
directly associated wth the production of capi tal equi prrent
i ncorporating these new technologies, or industries using them for
their own product innovations, generate new enploynent; in periods of
stagnati ng demand, however, this positive effect nmay be |ess inportant
than the negative inpact of |abour reduction in production processes.

Firms |looking for increased conpetitiveness have concentrated
i nvestment decisions in the area of process innovation, and have opted
in many instances for streamlining and externalisation of activities

Enpl oynent by large corporations is decreasing as a result, and
pressure is put on socio-economic systens to generate nore
entrepreneurs for an expanding group of small and nediumsized
enterprises (SMES) expected to have the necessary capacity to devel op
product innovations. Educational and socio-cultural systens are often
ill-adapted (particularly in Europe) to cope with this fresh need for
entrepreneurial spirit.

It is difficult to know if the innovation process is replacing |abour
by technol ogically advanced capital equipment in rigid adherence to the
sinpl est econonmic logic of cost mnimsation (price-conparing capita
and labour); nonetheless, it is clear that a new set of strategic
consi derations and trends heavily influence firms’ decisions to reduce
total | abour requirenents:

- "zero default", the enphasis on quality control, favours the
introduction of nore reliable production processes and the
suppression of the nore repetitive jobs (in assenbly-belt
manuf acturing and, progressively, in |owskilled services);

- mniaturisation and extrene precision, as well as production in
control |l ed environments, going beyond human capabilities;

- requirenents for information accunulation in production processes
and for decentralised operations.

The inperative of conpetitiveness, coupled wth the technologica
revolution, is likely to accelerate the rate of growh of total factor
productivity (TFP) -- an event long awaited during the seventies and
eighties -- as well as to increase the rate of capital/labour
substitution, leading to a rapid decrease of the total anount of work
actual ly demanded by the productive system[09].

2.3.2 The productivity of services

Wiile the trend towards increasing TFP and a declining relative need

(c) OECD



for work have been evident in agriculture for several decades and in
manufacturing nmore recently -- the index of enployment in nmanufacturing
from 1970 to 1990 has risen in the United States to 105 and in Japan to
108, but has declined in Germany to 86, in France to 81 and in the
United Kingdom to 65 -- it has often been felt that services, with a
| ower -t han-average |evel of productivity, could act as the |ead sector
for job creation in the decades to cone. The anticipated changes in the
structure of enploynent from primary to secondary and tertiary sectors
have been taking place snmoothly in the long run. These trends are
evident in the entire OECD area; only countries that have achieved
hi gher conpetitive positions in manufacturing, allowing them to build
up trade surpluses (Japan and GCernmany), have managed to nmintain
relatively high levels of enploynent in the secondary sector. For the
United States, the BLS has shown that nany nmanufacturing sectors have
al ready gone beyond the point of peak enploynent as illustrated in
Tabl e 2 bel ow (Bureau of Labor Statistics, 1991).

Tabl e 2. Enpl oynent decline cones to manufacturing
(Year of peak enpl oynent)

TEXTI LE M LLS 1947
FOCD PRODUCTS 1955
Al RCRAFT 1967
METALS 1968
APPAREL 1973
MOTCR VEHI CLES 1977
| NDUSTRI AL MACHI NERY 1981
ELECTRONI C COMPONENTS 1984
SCI ENTI FI C | NSTRUMENTS 1985

Source: Bureau of Labor Statistics, Enploynent, Hours of Earnings,
1991.

In the two large CECD countries where total enploynent is still
increasing, the United States and Japan, the growh of enploynent in
services has been higher than total enploynment growh during the |ast
thirty vyears, but a progressive de-linking between output and
enpl oynent in services can be observed, as illustrated by Tables 3 and
4 bel ow.

Table 3. GDP and enpl oyment in USA

AGRI CULTURE | NDUSTRY
EMPLOYMENT GDP EMPLOYMENT GDP
1975 100 100 100 100
1980 100.7 100.5 115.2 118. 3
1985 95.2 125.6 114.2 136.9
1990 96.7 137.9 117.6 154. 6
1992 96. 4 -- 110. 4 --
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SERVI CES TOTAL

EMPLOYMENT GDP EMPLOYMENT GDP
1975 100 100 100 100
1980 116.9 118.0 115.7 117.3
1985 131.7 135.6 124.8 135.1
1990 149.3 160. 1 137. 4 156. 0
1992 152.2 -- 137.0 157. 4
Source: M chael Hopkins, Background paper for UNDP, 1993

Tabl eau 4. CDP and enpl oyment in Japan
AGRI CULTURE | NDUSTRY

EMPLOYMENT GDP EMPLOYMENT GDP
1975 100 100 100 100
1980 87.3 84.8 104. 4 134.7
1985 77.0 94.9 108.1 176.5
1990 68. 2 97.4 113.7 232. 4
1992 62.2 -- 118.9 --

SERVI CES TOTAL

EMPLOYMENT CDP EMPLOYMENT GDP
1975 100 100 100 100
1980 111.6 130. 4 106.0 125.2
1985 121.7 158.5 111.2 150. 3
1990 136. 4 196. 8 119.6 188.1
1992 141.2 -- 123.2 197.3
Source: M chael Hopkins, Background paper for UNDP, 1993

To varying degrees, these trends in structural change have been taken
into consideration in sone of the nore recent enpl oynment projections:

In its central projection to 2005 for the United states, the BLS
sees enploynent in nanufacturing of durable goods declining, but
23 mllion new jobs are expected to be created in service-
produci ng activities (Carey and Franklin, 1991), with 6.1 mllion
in business and health services, 5.1 million in retail trade, 3.2
mllion in government and 1.4 mllion in finance and real estate
servi ces

The Econonic Planning Agency of Japan projects an enploynent
decline in the material goods production sector (agriculture,
manufacturing and construction) of 2 mllion workers (from 1985
to 2000); at the sane tine, enploynent is expected to grow by 6.8
mllion in the "know edge service production sector" (nanagenent,
nmedi cal, health, education, |eisure, housekeeping, governnent)
and to remain practically stable (+0.3 million) in the "network
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services sector” (ener gy distribution, transportation
conmuni cati ons, trade, finance, i nsur ance, r eal estate)
(Mat sunot o, 1992).

VWiile it is clear that many service activities are not really open to
conpetition (e.g. public services), and the stinmulus for process
innovation is therefore not as strong as in agriculture or in
manufacturing, recent institutional trends, as well as governnent
policies aimng at deregulation of nmany nonopolistic or highly
regul ated markets, are favouring the adoption of cost reduction
policies in this wide econonm c sector as well. Among the elenents often
cited as accounting for a progressive slowdown of enployment in
services, and even for a future decline in sone service activities,
are

- increased foreign conpetition (as a result of GATT s
i beralisation process);
- increased conpetition due to deregulation or, in the case of the
EC, to the introduction of the Single Market for finance,
i nsurance, transport services, etc.;
- demand saturation in sectors reaching maturity; and, obviously,
- the introduction of information technol ogies.
For the United States, the BLS takes into consideration the fact that
sone service activities have already reached the point of peak
enpl oynent (Bureau of Labor Statistics, 1991) [10].

Tabl e 5. Enpl oynent decline comes to services
(Year of peak enpl oynent)

COVMUNI CATI ONS 1982
SAVI NGS BANKS 1987
ADVERTI SI NG 1989
DEPARTMENT STORES 1989
APPAREL STORES 1989
COMMERCI AL BANKS 1990
ENG NEERS AND ARCHI TECTS 1990
ACCOUNTANTS 1990

Source: Bureau of Labor Statistics, Enploynent, Hours and Earnings,
1991.

In general, from a nmethodological point of view, it can easily be
argued that nost projections directly reflect current events (thus
projections made in the late eighties were de facto extrapolating the
relatively good enployment results of these years), and that they
usual ly neglect the role of macro policy variables in the process of
structural change of production and enpl oynent.

The outlook for enploynment in OECD Menber countries described by
existing projections does not provide a basis for coherent exploration
of the future, but the key unknowns have been identified:

- Immgration to OECD countries is likely to nodify existing
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denpgraphic trends; the active population will probably continue
to increase during the next two decades.

- There is certainly a strong cyclical conponent in present
unenpl oynent, particularly in Europe, so that a higher growth
rate could considerably alleviate the situation. However, sone
structural trends indicate nore of a long-term problem nost
manufacturing and many services (notably network services) have
reached or are reaching peak enploynent and are likely to require
| ess labour in the future.

- Job creation is going to be increasingly concentrated in
know edge- based services, including personal services, and this
may require a higher proportion of "entrepreneurial” spirit and
non-wage-earners, as wage-earners were traditionally concentrated
i n manufacturing and network services.

3. Main issues in the long-termoutl ook for enploynent

The current problem of unenploynent in Menber countries, the prospects
for increasing inmigration, the |ow expectations for economic growh
and the nounting evidence that structural change towards services nay
be reaching its limts all raise many issues as to the future of
enpl oynent and enploynent policies. Among these, the following are
particularly rel evant:

- issues related to the nodel of structural change;
- issues related to hours of work; and
- issues related to international conpetition.

The paper does not take up the w der discussion on nacroeconon ¢ denand
policies; while essential for a full exploration of the future of
enpl oyment, that topic would require analysis extending beyond the
content presented here. The paper also avoids specific discussion on
the cost of labour, which is <central to the analysis of the
enpl oynent / unenpl oynment relation and the subject of other CECD
publ i cati ons.

3.1 The growth nodel

Baunol (1967) contenplated the dominant growh nodel for the future in
OCECD countries in considering an econony wth a high-productivity
manufacturing sector and a |ow productivity service sector. Wiile a
nunber of network services are likely to join manufacturing at the
hi gh-productivity end of the spectrum nany other sectors are and will
continue to be closely identified wth sinple |abour-intensive
production technologies requiring a very diverse mxture of skills.
This nodel is likely to generate wi de divergences in the devel opnent of
personal inconmes, and would require substantial anounts of incone
redistribution to naintain social cohesion.

The contenplation of a future wth growing inconme inequalities
requiring income redistribution forces one to |look for a nore adequate
system to encourage enploynent while at the sane time avoiding
excessive |losses of human assets (creativity, pride, self-esteem
etc.). Proposals in respect of mninmm guaranteed income, or of
negative taxation for |owincone households, may be nore stinulating
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for the proper functioning of the |abour market (e.g. in a context of
conpl enentarity between education and work) than the present system of
unenmpl oynent benefits (Friedman and Friedman, 1980).

The existence of a large low productivity sector (including public
adm nistration), assisted by redistribution processes (through incone
redi stribution or through prices), forces the high-productivity sector
to maintain an ongoing fight for productivity inprovenents, which
probably cannot be sustained over the very long term Sone studies show
that societies are reaching a point where the nmain conpetitive capacity
of a high-productivity sector wll indeed be deternined by the
performance of its conplenentary |ow productivity sector: inefficient

trade, collective services and public admnistration constitute real

handi caps for the other conpetitive activities [11]. A new grow h nodel

is required, one which would introduce high-productivity gains into
traditionally | ow productivity sectors.

Economi ¢ grow h depends on the progress of total factor productivity.
Enpirical studies show clearly that the bulk of total productivity
gains during the fifties and sixties is accounted for by the
productivity of internediate products, equipnment goods and durable
goods, the core of the nmanufacturing sector. From there, productivity
gains spread to the rest of the industrial sectors and finally to the
consuners through declines in the relative prices of nmanufactured
goods. As these declines were encouraging further demand, the process
produced many virtuous circles and granted practically full enploynent.

During the long period of slowdown in the seventies, new investnent in
manuf acturing was naturally devoted to rationalisation rather than to
expansi on, introducing a process of substitution of |abour by capital
equi prent (often with relatively small gains in total productivity) and
leaving to the rest of the econony the task of enploying a grow ng
| abour force. Faced with a somewhat similar situation, both the United
States and Japan have maintai ned high [evels of enploynment by expanding
a lowproductivity, lowwage tertiary sector, thus accepting in fact
the duality of a high-productivity sector producing traded goods and a
| ow productivity sector producing non-traded goods and services. These
differences in productivity growh were partly reflected in relative
prices (redistribution through prices).

In Europe, the welfare state kept high entrance conditions for new
enmpl oynent (particularly in ternms of mninmum wage and the cost of
social security), thus creating a different kind of dualism by
accepting the developnent of an "underground" production system
unwilling to follow official |abour practices. It has also increased
enpl oynent in the public sector, and thus accorded that sector undue
wei ght in the national incone.

Potential gains of TFP in manufacturing are now smaller as the main
econom es of scale have been attained, the institutional opening of
markets has achieved its main objectives, and there are additional
envi ronment al constraints.

Assuming it unlikely that OECD countries wll sinmply return to the

post-war growth nodel, the only reasonable alternative is to develop a
nodel based on total productivity gains in the service sector.
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In this nodel, productivity gains in intermedi ate (business) services

will spread to the other industrial sectors through decreases in
relative prices (reversing a major long-term trend), and those in
private and public consumer services will encourage additional denmand

in an expansionary process simlar to the one observed in the past for
manuf acturing products. The potential demand for personal services is
very high (needs |ike education, health or Ileisure are far from
saturation), and a decrease in their relative price should rapidly
i ncrease effective dermand.

If the Menber countries are unable to devel op this new nodel of growh,
the only valid alternative to full enployment is "dualistic", one in
which the |owproductivity sector is centred on final denand activities
(not providing inputs to the high-productivity sector) and in which
these activities are highly price-inelastic -- thus operating in a
cultural context that accepts a high relative price for human-intensive
services as a proof of service quality. The nodel of full enploynment
then beconmes a cultural issue with many delicate "social traps" [12].

3.2 Wor ki ng hours

Hi storical evidence shows that the hours of enploynent per person are
continuously decreasing, wth shorter weeks, |onger holidays, early
retirenment and delayed entry into the workforce [13]. This is part of
the gain of |abour productivity. There is also sone evidence that the
total amount of hours of enployed work required by conplex production
systens is decreasing. Should the decrease in the hours of work of each
i ndi vidual be accelerated? Is it sinply an arithnetic problen? Is the
problem of growing structural unenploynent sinply one of inperfect
di stribution of working hours in an econony? The issue has stinulated a
nunber of ingenious proposals in many OCECD countries to redistribute
enmpl oyment with little or no effect upon |abour costs [14].

Part-time enployment is spreading rapidly in all Menber countries, a
devel opnent stinulated both by demand factors (there are an increasing
nunber of jobs that do not require long hours of presence, or can be
performed with great flexibility) and by supply factors (e.g. wonen
dividing their tinme between their job and famly activities) [15]. This
trend will probably continue into the future and will be increasingly
associated with the use of new information technol ogies (tele-working,
wor k nmeasured by tasks perforned rather than by tinme spent).

Also the growth of self-enployment can be associated with a de-linking
of working tinme from work schedules and |abour contracts. Self-
enpl oynent and micro-enterprises are growing (and are expected to
continue to grow) in all OECD countries, these being factors which
i ncrease t he wor k flexibility required by firns t hat are
"externalising" many activities (related to services in particular)
[16].

Enpl oynent proj ections should probably take into account the advent of
a systemin which the I abour contracts originating after the Industrial
Revol ution and progressively standardized by the welfare state will
cover only a snmall part of the jobs perfornmed by an active popul ation
using its available tine very differently.
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In a long-term perspective, consideration should be given to a tine
usage nodel showi ng continuous conplenentarity between education and
work, with very snoboth transitions both for younger and ol der

generations. Figure 1 illustrates this concept, adding the elenents of

| eisure and fanmily; the conplenentarity remains smooth throughout the
entire life cycle. The current educational systemin OECD countries is,

for the nonent, poorly adapted to this long-term evolution (the
"permanent education" concept is still in a very early stage of

devel opnent, and its operational instrunents in the production system
are scarce); two possible points of departure for the new lifetine
nodel are the reduction of working weeks and the introduction of

sabbati cal peri ods.

Figure 6. Complementarity of work, education, leisure and family life thro ughout the life cycle

Lekgure

Education

Family lifa

Source; Emilio Fontela, Espafia en la década de los ochenta Prasidencia del Gabiemo, Madrnd, 1980

As public administration is the largest single enployer in all CECD
countries, it is a likely candidate to lead the way with a new nodel of
devel opnent involving high productivity in services. In line with this,
one would also expect public admnistrations to be leaders in the
i ntroducti on of new technol ogies or of new fornms of work (reduced and
flexible time schedul es, part-time jobs, tenmporary jobs, j obs
conpl enented wi th permanent education, sabbatical |eave, etc.).

3.3 International conpetition

In all CECD countries, there is a direct conceptual association between
enpl oynent and conpetitiveness; thus for many analysts, the high
unenpl oynent levels in Europe are a result of market |osses to inports
fromother OECD areas (for products with a high technol ogy content) and
from nonnenber countries (for products with |ow technology content).
Using the argunent of enpl oynent in a franework of | ost
conpetitiveness, sone analysts go so far as to propose protectionistic
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neasures (mainly for sensitive inports from nonmenber countries).

If, as often stated, a nodel that increases productivity faster allows
a country to becone nore conpetitive, one could hardly expect from such
an evolution a real long-term solution of the unenpl oyment problem as
it would only be a transfer of wunenploynent to another, |ess
conpetitive trade partner.

It should be noted also that the international relative position of
unit |abour costs in OECD countries is heavily affected by exchange
rates and that the departure from purchasing power parity rates
observed during the last few years has, in some cases of overvalued
currenci es, been an i mport ant factor behi nd the | oss of
conpetitiveness, nmarket share and enploynment. In an open and integrated
i nternational market, the paraneters defining the cost of |abour are
i ncreasi ngly conpl ex.

Furthernmore, Menber <countries have a global trade surplus wth
nonnenber countries, and it is likely that for nbst of the OECD area,
the ampbunt of job destruction originating from inmports of "sensitive"

products is negligible (if often politically inportant). In a framework
of increasing globalisation, nonmenber countries have an obvious role
to play in lowskill, labour-intensive activities; OECD protectionism

could only slow down a nornmal process of econonic optimisation at world
| evel .

That sane |ogic of conpetitiveness has been used to fashion argunents
relating to the cost of social welfare that point to existing
di fferences between Europe, other COECD areas and the rest of the world.
Such differences have very much to do with the nechanisns for financing
social welfare. There are probably financing (tax) systems that are
nore successful than others in enhancing enploynent, but few studies
are available on this subject. (Those that are show that taxes which
increase the relative cost of labour are indeed detrinental to the
devel opnent of enpl oynent.)

4. Final considerations

Wthin the CECD, the enploynent problem is concentrated in Europe and
has a strong short-term content; as during the period 1985-90, an
econom ¢ recovery could solve the nore critical situations. However,
even assunming a return to a "normal" growth path (around 3 per cent GDP
annual ly), there is sufficient evidence to show that enploynent denmand

in the OECD will slow down further or even decline (if, as expected,
network services start reducing their denmands). The |ong-term outl ook
indicates that it wll be increasingly difficult for all Menber
economes to achieve full enpl oyment under satisfactory social
conditions (that is, avoiding precarious or infornmal enploynent); the
final answers that will be provided by the econom ¢ and social systens
are still wunclear, but in all circunstances they inply deep structural
changes.

A new growh nodel reducing the relative prices of internediate and
final -demand personal services in order to have them better neet
growing existing needs is not yet foreseen in the nmedium term an
accel eration of the reduction of working time could take place thanks
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to new forms of |abour agreenment (part-tine, tenporary jobs, etc.), but
these are not yet culturally accepted; the sane applies to possible
radi cal changes in the lifelong relation between education, work and
| ei sure. Nevertheless, these three types of structural changes are
i ncreasi ngly necessary.

The extrapolation of current nmodels offers rather unsatisfactory
scenarios: sone sinply rely on a coexistence of normal workers with a
growi ng segregated group of unenployed and underenployed; others
establish full enploynent by increasing the level of precarious
enmpl oynent and lowpaid jobs. Al these scenarios are dualistic in
essence and could give rise to social conflicts. Policies are urgently
needed in the OECD countries to limt the extent of these dualistic
processes and to nove towards a new nodel of structural change.

Not es

01. Reprint of 1930 edition, EntroCon. A sinmlar essay was first
presented in 1928 as a talk at Canbridge’'s Political Econony

Cl ub.

02. By the end of 1994, according to OECD projections, the jobless
total will have risen to 23 mllion in the EC, 8.25 million in
the United States and 1.7 mllion in Japan; unenploynment in the
OECD could reach 36 nmillion workers or 8.7 per cent of the active
popul ati on.

03. The following table is extracted from P. Orerod (1993), "Notes on
Unenpl oynent”, Henley, quoted by A Hingle, "Note on a New Model
of Devel opnent", DG XII/A' 3, EC, Septenber 1993.

Grow h of economy and enpl oyment in the European
Comunity countries and in the United States
(1970-92, percentages)

G owt h of econony Growt h of
(real terms) Enpl oynent
Ger many 70 8
France 75 7
Italy 84 8
Uni ted Ki ngdom 52 3
Spai n 93 -2
United States 76 45
EEC 73 7
04. Fullerton (1991) notes: "Under the assunption of |ower net
immgration that characterizes the mddl e population projection,
the labour force would be 147 mllion, 3.2 mllion fewer than

under the high net inmigration scenario BLS decided to use. The
difference in workers between the two projections is solely due
to immgrants”.
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05. The Eurostat projection for a constant European |abour force is
extracted from de Jouvenel (1989) and Japanese projections are
fromILO (1986).

06. Lesourne (1986) pointed out that even in a "low profile"
scenario, one should add to an expected EC population of 312
mllion in 2025 sone 25 million immgrants, an increase which
soars to 65 nillion in a nore extrene scenario.

07. The CECD Future Studies Information Base (OECD International
Futures Programme) includes several publications related to these
proj ecti ons, including Prognos AG (1990), Entwi cklung des
Arbeitsmarktes in der Geneinschaft, Basel, and the Policy Studies
Institute (1991), Britain in 2010, London.

08. Nadel (1993) reports on the nost recent projections prepared by
the 1AB and the | ER

09. For a conprehensive analysis of the econonmic consequences of
technological change as well as of the past evolution of
sectorial total factor productivity, its economc causes and its
consequences, see OECD (1992) and the basic conputations by
Engl ander and Mttel stadt (1988).

10. It should be added that Schmid (1993) considers that in the
United States enploynent is likely to decline during the nineties
in insurance, banks and security brokerage, and to remain
const ant in retail and whol esale trade, restaurants and
advertising -- areas in which the BLS is still expecting
additional job <creation. Simlar doubts concerning the BLS
proj ections were raised by du Granrut (1992).

11. Al essi, Fontela and Lo Cascio (1989), using an econonetric nodel
with a core set of input-output relations, have tested several
scenarios  of sectori al productivity change, showi ng that
i ncreasing productivity in the "protected" sectors of the Italian
econony reduces direct enployment but also, by way of increased
conpetitiveness, induces indirect enploynent and has in the end a
nore positive enploynent effect than a correspondi ng productivity
effort centred only on the "exposed" sectors.

12. The potential dangers of the "dualistic" nodel were outlined by
Gershuny (1985) in two | ong-term scenari os:

- the Servant Economy, with a rapid devel opnent of a "servant"
class working in lowproductivity services, wth |ower
sal ari es and precarious enpl oynent conditions;

- the National Opera Service ("the Al banian State Opera Conpany,
whose apparently execrable performances are played to a house
filled, not by the bourgeois voluntarist process  of
subscription, but rather on the socialist principle of
conscription, of workers fromlocal factories") resulting from
nmassi ve inefficient enploynment in the public sector.

13. Wiile a century ago a worker used to spend sone 3,000 hours per
year for his enployed activity, this total has decreased to sone
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1,700 hours today in Europe -- thus at an annual average rate of
-0.6 per <cent. During the sixties and seventies this rate
increased (to about -0.8 per cent a year), but during the
ei ghties the average nunmber of hours worked per year stabilized
and even increased in some OECD countries. For a detailed
analysis of trends and international conparison, see Marchand
(1992) and Boulin (1992).

14. The debate on the reduction of hours of work is particularly
heated in France. Already in 1979, econonetric studies perfornmed
by INSEE (Qudiz et al., 1979) were showing that a reduction of
one hour in the average working week totally conpensated by a
correspondi ng wage decrease could create in three years sone
250,000 jobs. In the studies conducted for the preparation of the
Xith Plan (1993-1997), the Chairman of the Goup on Enpl oynent,
B. Brunhes (1993), after observing that the average working week
had decreased 20 nminutes a year between 1950 and 1982 and had
remai ned stable thereafter, reconmmends steps to introduce new
reducti ons.

15. Part-time jobs are an increasing share of total jobs; ILO has
conducted studies of this wevolution showing that in OECD
countries, the percentage of wormen in part-tine jobs is on
average of the order of 70-80 per cent. Part-tine jobs play very
different roles in different national |abour narkets:

Part-time jobs in 1990
(as percentage of total enploynent)

Net her | ands 31

Denmar k 26

Sweden 25

Uni ted Ki ngdom 24

United States 21

Australia 20

Canada 15

CGer many 13

France 12

Source: |ILO, Eurostat.

For the United States, this trend is further analysed in Tilly (1991).

16.

In the BLS projections for the United States, the non-farm self-
enpl oyed, having grown from 6.2 million in 1975 to 9 nillion in
1990, are expected to reach 10.8 mllion by 2005. In the United
Ki ngdom according to |ER independent enploynment grew from 2.1
to 3.1 mllion from 1981 to 1991, and is expected to reach 3.4
mllion in 2000.
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Wor kf orce 2005: The Future of Jobs in the United States and Europe

by

Al an Reynol ds
Director of Econom ¢ Research, Hudson Institute
United States

1. Introduction

Her man Kahn, the founder of the Hudson Institute, was often involved in
questioning the seenmingly endless stream of di smal forecasts.
Technol ogi cal optimsm becane a hallmark of the Institute’s work,
enphasi zing the ability of intelligent and creative people to produce a
brighter future. This tradition has continued with the work of Julian
Simon on the inplausibility of running out of raw materials; that of
Dennis Avery on the feasibility of feeding a growing world popul ation;
and that of George G lder on the exciting prospects of new technol ogi es
of information and entertai nnent.

In 1987, Hudson Institute published a bestseller, Wor kforce 2000,
witten by WIIliam Johnston and Arnold Packer and sponsored by the US
Department of Labor. This study too had an optim stic slant, proposing
educational and economic reforms that could lead to unprecedented
econonmi ¢c progress in the United States and the world. Yet what continue
to attract the nobst attention are the sections on potential problens,
rather than solutions. Indeed, nmany of the concerns raised in Wrkforce
2000 have now becone conventional w sdom Mch has changed, however,
since 1987; sonme of the data that were fresh then are now a decade ol d,
and need re-examn ning.

This paper is divided into six sections. It begins by |ooking at where
past projections of US enploynent and the ageing of the popul ation have
gone wong, and where current projections are likely to go wong. The

second section deals with the "education gap" -- updating a key concern
of Workforce 2000, that the jobs of the future will require I|engthy
schooling and high skills, while the Iabour force wll supposedly
becone | ess educated and |less skilled. The third deals with the notion
that shifting enploynent from goods to services wll either depress

real earnings or nake them |l ess equal. The fourth section disputes sone
conmon misperceptions regarding an alleged secular decline in US
productivity and real earnings in the recent past. The fifth weighs the
costs and benefits of an ageing population, in the United States and
el sewhere. The sixth section deals primarily with Europe, and the
growi ng belief that chronic unenploynent is aggravated by productivity
i mproverments and could be helped by a shorter working week and early
retirement. The paper concludes with sone coments on the inportance of
improving incentives for human capital accunmulation anong younger
people, and for older people to work and save enough to avoid being
overly dependent on the generosity of younger taxpayers.

2. Projections of US enploynent and denographi cs: past and present

As recently as 1989, Bureau of the Census estimates of the "dependency
ratio" (the ratio of «children and older people to the working-age
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popul ati on) showed an increase from 62 to 67 for the year 2020. By
1992, though, this had been revised to show no increase at all.
Meanwhi l e, the 1989 estimate of a dependency ratio of 78 by the year
2050 has since been lowered to 69 (see Table 3 bel ow).

The 1985 Bureau of Labor Statistics (BLS)’'s md-range ("noderate")
estimte of US

enpl oynent in 1990 turned out to be too low by 6.4 mllion jobs (4.7
per cent) by one neasure, despite a recession at the time of the @lf
War. The actual nunber of jobs in 1990 exceed by 3 per cent the "high"
estimate made in 1985. That sanme year, the size of the 1990 | abour
force was also underestimated by 3 nillion, and GDP per enployee was
underestinmated by 2.9 per cent (Saunders, 1992, Table 2, p. 18). Over
| onger periods, the cumulative effect of such errors can becone quite
substantial. The 1978 estimate of US nerchandi se exports in 1990, for
exanmpl e, was 31 per cent below the actual figure.

Changes of this magnitude over rather short periods should produce a
heal thy scepticismregarding the accuracy of the |atest forecasts about
denographics or enploynent in the distant future. One obvious reason
for the tendency to underestimate future enploynent is that projections
based on past trends cannot possibly account for entirely new products
and services that are being created at a hectic pace. One can only
guess about future jobs in biotechnology, new materials, new sources of
energy or new comunicati ons, transportation or ent ert ai nnent
t echnol ogi es.

The BLS offers three scenarios based on annual growh rates of real CDP
of 1.5, 2.2 and 3 per cent from 1992 to 2005; the three range from
dismal to cautious. The "high" growh path is sinmply the post-war
average (CDP growth from 1983 to 1993 was nearly 2.9 per cent); the
"low' 1.5 per cent growh rate would be unprecedented over such an
extended period. Real GDP from 1929 to 1940 averaged 2.2 per cent a
year, for exanple, which is simlar to the BLS s npderate forecast
(Bureau of the Census, 1975, Table F31, p. 226). Yet that period was
called "the Great Depression".

The central or nobderate projection yields a 1.5 per cent annual
i ncrease in enploynent through 2005, down from 2.3 per cent from 1975
to 1990. Total civilian enployment in this scenario is thus projected
to increase by 24.5 nillion by 2005, or 1.8 mllion per year. The main
constraint is not in the demand for labour but in its assunmed supply.
The labour force is assuned to grow by only 1.3 per cent a year, down
from1.7 per cent in the 1979-89 period, so that unenploynent falls to
5.5 per cent even with very nobderate econonmic growh of 2.2 per cent a
year. Despite the relative shortage of |abour, real capital per
enpl oyee rises by only 5.4 per cent from 1992 to 2005, conpared wth
17.4 per cent from 1979 to 1992.

Al t hough the npderate projection will be used in this paper, the so-
called high projection, with 8 mllion nore jobs, seens nore plausible.

A breakdown of the BLS noderate enploynment projection by broad
occupational categories is shown in Table 1. These categories are
somewhat arbitrary, and cover a w der range of inconmes than the medi an
weekly earnings nay suggest. Admnistrative support includes such
di fferent occupations as records processing and insurance clains
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adjusters. "Technicians" lunps aircraft pilots together w th conputer
progranmers. "Precision production, craft and repair" counts auto
nmechanics along with electricians and conputer repairmen. "Marketing
and sales" mixes cashiers with stockbrokers and real estate agents.
"Agriculture" shows enmploynent gains in forestry and gardening slightly
out nunbering a |l oss of unskilled farm | abour.

Tabl e 1. BLS projections of the increase in US enpl oynent, 1992-2005

Qccupational group Medi an weekly Total enploy. Nunber of Percentage
ear ni ngs, nal es, in 2005 j obs added change
(1992 dol | ars) (mllions) (ml1lions)

Servi ces 330 25.8 6.5 33.4

Prof essional speciality 770 22.8 6.2 37.4

Executive, adm nistrative

and manageri al 784 15.2 3.1 25.9
Admi ni strative support,

i ncluding clerical 482 25.4 3.1 13.7
Mar keting and sal es 523 15.6 2.7 20.6
Pr eci si on producti on,

craft and repair 503 15.3 1.8 13.3
Qperators, fabricators

and | abourers 393 17.9 1.5 9.5
Techni ci ans and rel at ed

support 591 5.6 1.4 32.2
Agric., forestry, fishing

and rel ated j obs 269 3.7 * 3.4
* = 120, 000

1. For full-time or equival ent workers
Source: Silvestri, 1993; weekly earnings from Bureau of the Census, 1993,
Tabl e 671

"Prof essi onal specialty" occupations show a doubling in the nunbers of
engi neers, scientists and conputer systens analysts, to 1.5 mllion.
Larger absolute gains are projected for teachers, |librarians and
counsellors (from 5.9 mllion to 8 mllion). "Professionals" also
includes witers and entertainers, a group with an extremely w de
vari ation in earnings.

In the service category, there are some well-paid chefs and
cosnmetol ogi sts, and skilled workers in health services and I|aw
enforcenent. Curiously, the BLS projects a decline in private household
workers (from 869,000 to 583,000), although increased female
participation rates and the rise in the nunber of very old people
surely suggest strong denmand for better-trained and certified day care
and adult care speciali sts.
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Even "Operators, fabricators and |I|abourers”, as well as farmng,
i ncl udes people who operate increasingly sophisticated machinery. There
are relatively few US jobs, now or in the future, that are

unanbi guously in the "low skill" category - 85,000 parking |ot
attendants in 2005, 180,000 service station attendants, 142,000 taxi
drivers. In fact, sone arduous jobs that require little skill (such as

134,000 refuse collectors) often command surprisingly high wages. This
is likely to be even nore true in the future, as a larger proportion of
relatively affluent older people bid for fewer strong young people to
do strenuous or tinme-consumn ng chores.

Many anal ysts have |ooked at these broad categories of enployment, or
even at the division of enploynent between manufacturing and services,
and concluded that future job opportunities will be bleak for the |ess
educated or skilled. This conclusion cannot be based solely on the
categories in which "new jobs" are likely to be created, however,
because many of those now enployed in "old jobs" wll have to be
replaced as the baby booners begin to retire. In all plausible
scenarios, the growmh of overall enployment exceeds the growh of the
| abour force, creating a tight nmarket for |labour in general and
particularly for increasingly scarce workers in their twenties.

A related source of worry has less to do with the quantity of |ow
skilled jobs per se than with a supposedly nore rapid increase in the
supply of workers seeking those jobs. The problem according to sone
observers, is that the quality of a large segnment of the US | abour
force has been declining and can be expected to decline further in the
future.

3. Education, ethnicity and inmigration: will US workers be up to the
j ob?

One of the concerns first raised in Wrkforce 2000 was that a large
portion of the workforce of the future might be inadequately
school ed/trained for the nore conplex jobs.

A source of confusion about the demand for |ess-educated workers may be
cleared up sinply by differentiating percentage increases and absolute
nunbers of jobs. The projections in Table 1 show | arge percentage gains
for professionals, nanagers and technicians. However, they also show
| arger absolute nunbers of jobs that do not necessarily require nany
years of formaml schooling, such as service, clerical and sal es workers.
The | argest absolute gains in enploynent - with 408,000 to 786,000 new
jobs apiece - are for cashiers, clerks, truck drivers, waiters,
orderlies, retail sales and food preparation workers. The only highly
skilled occupations with conparable gains are nurses, systens analysts
and teachers.

Wth the apparent exception of services (where weekly wages can be
m sl eading, due to wde variation and increasingly short working
weeks), those occupations showing the snallest absolute job gains, such
as farm workers and I|abourers, also had the |owest weekly wages in
1992. That relatively |ow paying jobs cannot conpete in the |abour
market with better-paying jobs is neither a new developnent nor
sonething to be feared. The sane is true of the continuing shift from
arduous nanual |abour toward services, which is the whole point of
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i nventi ng machines to replace mnuscl es.

A mnor theme of Workforce 2000, expressed on fewer than three pages,
nmay have received nore attention than was warranted - nanmely, that a
majority of the new entrants to the | abour force will be mnorities and
immgrants who currently have, on average, fewer years of schooling.

The BLS now estimates that Blacks and Hi spanics will mnmake up 34.8 per
cent of the new entrants to the US |abour force from 1992 to 2005. At
the end of that period, though, those two groups wll still only

account for 22 per cent of the total |abour force, conpared with 18.8
per cent in 1992. Sone popular witers have added immgration to the
total, but that involved double-counting (since many inmmigrants are
Hi spanic, Black or both) [01].

Workforce 2000 identified several possible problens with the changing
et hnic conposition of the workforce (Johnston and Packer, 1987, pp. 89-
91). One was the decline in Black and Hi spanic male |abour force
participation in the seventies. |If that had continued, though, it would
nean that there would be fewer nminority males in the |abour force, so
their job skills would be irrelevant. In any case, the decline becane
insignificant in the eighties. Labour force participation anong Bl ack
nmales was 70.3 per cent in 1980 and 70.1 per cent in 1990. Anobng
Hi spanic nales, it was 81.4 per cent in 1980 and 81.2 per cent in 1990
(Bureau of the Census, 1993, Table 622). The BLS now projects higher
participation rates among mnority nales, partly because nore of them
will be of prime working age (25-55). That is one reason why Bl acks and
Hi spanics will constitute a slightly |arger share of the |abour force.

A nmore inportant concern voiced in Wrkforce 2000 was the relatively
| ow |l evel s of schooling anmbng mnorities in 1983. However, the past is
not the future. The |east-educated nenbers of the |abour force are
relatively old, so most of themw |l be retired by 2005. Anong the 33.1
mllion persons over age 25 who had not finished high school in 1990,
70.7 per cent were over the age of 45 and 56.2 per cent were ol der than
55 (Bureau of the Census, 1993, Table 234). Sone researchers count high
school graduates starting with age 18, but that is msleading because
nmany people are still in high school at that age. Mreover, sone who
drop out return later, or finish high school while in nmilitary service.
In 1986, for exanple, only 64.9 per cent of Blacks aged 18 or 19 had
finished high school, but 81 per cent of those aged 20 to 24 had done
so (Kutscher, 1989, Table 3, p. 71). In 1991, 14.2 per cent of Blacks
and 13.4 per cent of H spanics aged 18 to 21 were still in high school,
while 28.3 per cent of Blacks and 23.9 per cent of H spanics in this
age group were enrolled in college. From 1989 to 1991, the average high
school dropout rate anmong males was 3.9 per cent for Wites, 5.5 per
cent for Blacks, and 8.9 per cent for Hi spanics (Bureau of the Census,
1993, Tables 261 and 263). Conparable figures for 1980 were 6.4 per
cent for Wites, 8 per cent for Blacks and 16.9 per cent for Hispanics.

The average years of schooling have been rising quite rapidly anopng
Bl acks, and somewhat |ess so among Hispanics (many of whom are recent
imigrants). Anong Blacks over the age of 25, 67.7 per cent had
finished high school by 1992, conpared with only 31.4 per cent in 1970.
By 1992, 20.1 per cent of Blacks had conpleted 1 to 3 years of college,
and an additional 11.9 per cent had conpleted 4 years. In 1970, only
4.4 per cent had finished college. Anpbng Hispanics over age 25, 51.3
per cent had finished high school by 1991 and 9.7 per cent had finished
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coll ege, conpared with 32.1 per cent and 4.5 per cent, respectively, in
1970 (Bureau of the Census, 1993, Tables 49 and 233). O those taking
SAT tests for college entry, 10.4 per cent were Black in 1992, conpared
with 7.9 per cent in 1975. "Between 1976 and 1991...Bl ack students’ SAT
verbal scores increased by 19 points and mathematics scores increased
by 31 points". Verbal and math scores for Mexican-Anerican students
also rose 7 points and 17 points, respectively, while scores for Wites
declined (US Departnent of Education, 1992, pp. 54 and 227). The
quality of mnority schooling has inproved even before college. Reading
proficiency scores for 17-year-old students show a gain from 243 to 267
among Bl acks between 1979-80 and 1989-90, and from 261 to 275 for
Hi spanics. In math, Black scores rose from 268 to 289 from 1977-78 to
1989-90, and Hi spanic scores from 276 to 284 (Bureau of the Census,
1993, Tabl es 265-267) [02].

Clearly, the next generation of Black and Hi spanic workers will be rmuch
better educated, on average, than the current generation, as the |ess-
school ed ol der workers retire.

There may, however, be a growing msmatch between unschool ed workers
and more difficult jobs for Hi spanics, particularly new inmmgrants.
Hi spanics are projected to account for 11 per cent of the |abour force
by 2005, up from 8 per cent in 1992, while the percentage of Blacks in
the labour force rises insignificantly, from 10.8 to 11 per cent.
Neither change is nearly as significant as the fact that the overall
| abour force wll be older. Yet Hispanics (particularly those from
Mexico and Puerto Rico) do face unique problenms [03]. |Inmigration
al ready accounted for about 23 per cent of the growh of the | abour
force from 1981 to 1989, up from 12 per cent in 1971 to 1980 (Borjas,
1993a, p. 485). Since Hispanics accounted for a sizeable share of
imigration, what is often thought of as a problem of poor schooling
for native mnorities is, to a large extent, really a mtter of
attracting | ess-educated immgrants. Mnorities, including the children
of immigrants, are rapidly inproving their schooling, but new adult
immgrants are arriving in the United States with a |ower stock of
hurman capital .

George Borjas (1993b, pp. 9-11) reports that "in 1980, only 13 percent
of high-school dropouts were foreign-born; by 1988 inmgration nade up
over 25 percent of workers with |less than a high school education...In
1960, newWy admtted immgrant men (that is, inmmgrants who had been in
the country less than five years) had 0.4 nore years of schooling and
earned about 13 percent less than native nen. By 1990, newly admitted
imigrants had 1.4 fewer years of schooling and earned 38 percent |ess
than natives".

Table 2 shows the percentages of H spanics now enployed in some of the
key occupational groups shown in Table 1. Clearly, Hispanic workers are
heavily represented anong categories that are expected to add few jobs
-- agriculture and operators, fabricators and |abourers. Hi spanics are
al so heavily represented in the less-skilled services, where jobs wll
still be abundant but conpensation is likely to remain relatively |ow

Table 2. Enmployrment of full-time workers 16 years and ol der, 1992
(percent ages)

Non- Hi spani cs Hi spani cs
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Manageri al and prof essi onal 27.6 13.5
Techni cal, sales and adm ni strative support 31.8 24.8
Servi ce occupations 13.1 20.2
Preci sion production, craft and repair 11.0 13. 4
Operators, fabricators and | abourets 13.7 22.3
Farming, forestry and fishing 2.7 5.9

Source: Cattan, 1993, Table 5, p. 11.

The declining educational achievenent of recent inmgrants has nore to
do with different incentives in tax and transfer policies than with any
changes in inmigration policy (which has no effect on Puerto Rican or
illegal Mexican immigrants). Countries such as Mexico and the Asian
NI Cs becane acutely aware of the high cost of "brain drain" in the late
eighties, and therefore sharply reduced their highest nmarginal tax
rates. In Mexico, for exanple, the highest personal incone tax rate was
reduced from 55 to 35 per cent as the US federal tax was being
increased from 28 to 40 per cent (plus state incone taxes of up to 11
per cent). The highest effective tax rates in nobst Asian N Cs now
rarely exceed 30 per cent, even at very high incones. Such policies
help retain the best educated and nost skilled, talented and
i ndustrious workers. Mexico has stopped exporting so many physicians
and engineers to the United States.

On the other hand, as Borjas remarks, "the United States now taxes the
nost able and subsidizes the |east productive. Econonmic conditions in
the United States...[have] beconme a nagnet for [foreign] workers wth
relatively low earnings capabilities". This is a problem but not one
that could not be fixed. To upgrade the quality of future imrgrants
would require nore restrictive policies about eligibility for public
support anbng new imrigrants, nore conpetitive tax rates at higher
i ncones, and perhaps some schooling, skill or asset requirements as a
condition for legal inmgration.

3.1 The increasing scarcity of youth

Al t hough nuch has been witten about the ageing of the labour force (a
subj ect discussed below), less attention has been paid to the inpending
scarcity of younger workers. BLS estimates show the nunber of men aged
25 to 34 declining by nearly 2.9 mllion from 1992 to 2005, or 14.7 per
cent. The nunber of wonen in this age group al so declines by nore than
900, 000, or 5.8 per cent. Even broadening the age group to 25-44, there
will still be a drop in the male |abour supply of 1.4 nillion. Aside
from teenagers, younger workers - particularly young nen - are going to
beconme increasingly scarce. Mreover, teenagers who are in the full-
time, full-year |abour force are obviously not attending college, which
still leaves the country with fewer young coll ege-educated peopl e.

The relative scarcity of workers of post-college age casts considerabl e
doubt on the political theme that the next generation of young people
are going to have a hard tinme earning as nuch as their parents. Unlike
the situation that faced the baby boom generation, particularly those
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who graduated from college in the seventies, there will be no surge of
young peopl e seeking jobs, thus depressing starting salaries. And there
will be no subsequent surge of young couples trying to buy housing,
whi ch hel ped bid up living costs.

If older workers were perfect substitutes for the young, wonen perfect
substitutes for nmen and high school graduates perfect substitutes for
coll ege graduates, the falling supply of men in their twenties and
early thirties would present no difficulties. Yet there are sone
occupations typically held by young men which have great difficulty

attracting either fermale or older workers -- skilled construction
trades and the repair of increasingly conplex autompbiles and aircraft,
for exanple. As these exanples illustrate, it is not always feasible to

substitute either machinery or inports for |abour services that require
sone heavy lifting. Teenagers might be trained to do sone of these
chores, but that wll require nore accessible vocational training or
apprenticeships, and enployers are not apt to nmake such risky
investments in training if faced with a high mninmm wage or high
gover nnent - mrandat ed benefits or severance pay.

VWiile it has beconme alnbst obligatory to worry about a future shortage

of intellectual power, it is at least equally likely that there will be
a shortage of nuscle power. This is only one reason to question the
comon assertion that wunskilled and semi-skilled |abour wll fare
poorly in the conming decades. Another is that older people w th higher
i ncones becone less wlling to do arduous or tinme-consunmng work
themsel ves, such as mowing the lawn, fixing the plunbing or painting
their own houses. Since there will be many nore people growi ng old,

this nmust raise the demand for a w de variety of household naintenance
and repair services, thus bidding up relative wages in such
occupations. The demands of older, nore affluent people wll also
contribute to the already amazing proliferation of global restaurant
chains, as well as novie theatres and shopping centres. Those in their
forties and fifties muy save a larger fraction of their incones, but
their incomes are so much higher than those of the young that they will
nonet hel ess constitute an enornmous market -- particularly for services.

Specul ati on about a shortage of jobs for the least skilled appears
unwarranted. There will be anple growmh in enploynent for the rapidly
shrinking nunbers of US citizens who lack high school or vocational
training. There would be a serious shortage of people to do unskilled
work were it not for immigration, which may reach a mllion per year.
Most of the relatively unskilled jobs added in the future will be in
services, but that is nothing new. The service jobs that are created
will far outnunber the jobs that still remain to be lost in unskilled
farm and factory work. In addition, those new service jobs wll pay
hi gher wages for |ess onerous work. For those not satisfied with such
work, there will be many nore opportunities to upgrade skills; conputer
stores, for exanple, are now selling training l|lessons, as well as
trai ning videos and software.

Ironically, those who fret about insufficient enploynent opportunities
for a shrinking nunber of high school dropouts are matched by others
who express anxieties about recent and future college graduates, who
are said to face increasingly difficult conpetition that wll force
theminto lowpaid work. A recent article in The Futurist (1993), "Too
Many Graduates, Too Few Jobs", paraphrases a BLS study in suggesting
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that college graduates in the 1990s and early 2000s wll face nore
conpetition for jobs than their counterparts in the eighties. Wuat the
BLS actually forecast, in a paper published in July 1992, was that the
growm h of positions "requiring" a college degree would slow to 2.5 per
cent a year between 1990 and 2005, down from 4.1 per cent in 1984-90
(Shelly, 1992, pp. 13-21). This is largely because the BLS also
forecast a slowdown of jobs in general, to 1.3 per cent a year if the
1990-91 recession is included. For the denand for college graduates to
rise twice as fast as overall enploynent does not sound like much of a
crisis. The conparison with 1984-90 is msleading, since that period
i nvolved a rapid recovery from a deep and prol onged recession in 1980-
82.

In late 1989, the BLS was still forecasting "a significant easing of
the conpetition for jobs that has characterised the job market for
coll ege graduates since the early 1970s" (Kutscher, 1989, p. 70). This
earlier projection remains the nost likely outconme. In the seventies, a
huge increase in the nunber of baby boonmers aged 25-34 in the [|abour
force created a highly conpetitive market for new college graduates,
and as a result the financial returns to higher education fell. That
was considered a serious problem at the time, because of the reduced
incentive to invest tinme and tuition in a college education. In the
ei ghti es, the growh of college graduates slowed sharply for
denographic reasons, and the returns to higher education inproved.
However, this too is now considered a serious problem because incone
gaps Wi dened between those with and without a college degree. Americans
are hard to pl ease.

The shift toward a pessimistic outlook with regard to opportunities for
coll ege graduates between 1989 and 1992 probably just reflected the
cyclical weakening of the econony in that period. Even in the recession
of 1990-91, though, nmean average earnings anmong coll ege graduates aged
21 to 29 were actually 18.7 per cent higher than in 1987-89, and the
percentage of those accepting "low wage" jobs (defined as those paying
too little to support a famly of four) remained near one-third
(Ryscavage, 1991, Table 7, p. 24). Because US enploynent growh is
al nost certain to exceed | abour force growth in the next two decades --
particularly for those nearing the usual age of college graduation --

the returns to college education will remain quite attractive, at |east
on a pre-tax basis. There is some evidence that the recent increase in
US marginal tax rates, if kept in place, wll reduce personal
i nvestment in human capital (Trostel, 1993). In that case, though, the

relative scarcity of highly educated people should eventually bid up
the pre-tax salaries they are offered, l|leaving after-tax inconmes about
the sane in the long run.

Young Anericans, both college-trained and not, are likely to receive
rapid increases in real incomes in the next two decades, and salary
premiunms for the increasingly plentiful niddle-aged workers wll
nmeanwhile be snaller than in the recent past. The age-incone profile
will be somewhat tilted in favour of scarce younger workers and agai nst
abundant ol der wor ker's, t hough lifetime i ncomes will rise
substantially.

4. 1s a service econony sonething to fear?

(c) OECD



The concern about a shortage of enploynent for those wth |ess
schooling or training arises in part from an assertion that those who
did not conplete high school in the past would have been enployed at
relatively generous wages in the manufacturing industries. Such "good
jobs" in blue collar assenbly work are said to be vanishing because of
i ncreased conpetition from labour-rich countries such as China, India
and Mexico. This is said to force unskilled workers into |ower-paying
service jobs.

It is a romantic illusion that blue collar factory work is inherently
nore desirable or nore lucrative than white collar service work. 1In
reality, those with neither a high school education nor a vocational
skill have not been able to compete for the dwi ndling nunber of better-

paid manufacturing jobs for many years. Instead, they have worked in
| ow-wage sweatshops, picked fruit and vegetables, nowed |awns, driven
taxis, worked as |abourers on construction jobs or as janitors, and so
on.

Unskilled workers have always been heavily represented in service
i ndustries -- house-cleaning, bussing tables, |awn-nowi ng, and the
i ke. What has changed is the rising quality of those jobs. People who
used to operate elevators have been replaced by electric buttons,
people who used to carry |uggage have been replaced by luggage with
wheel s, people who used to hand you a towel in the rest room have been
repl aced by towel dispensers and hand dryers, bank cashiers have been
replaced by automated tellers, household cooks have been replaced by
restaurant chains and mcrowave ovens. Jobs such as novie ushers or

help to carry groceries were killed by the mninum wage. There will be
abundant opportunities for relatively unskilled workers in the service
i ndustries of the future, but these will involve nostly indoor work
with no heavy lifting. Service workers wll be wusing nore high
technol ogy, but such technology wll be increasingly user-friendly

(e.g. bar-codes for cashiers and diagnostic nachines for auto
mechani cs) .

Manuf acturing has accounted for a declining share of enploynent for
nmany decades, in alnost all nmmjor economies. This is a natural
consequence of mechanisation and related productivity increases,
conparable to what happened earlier in farm ng. The percentage of US
non-farm payrol |l enploynment accounted for by manufacturing fell from 33
per cent in 1950 to 23.4 per cent in 1979, though the absol ute nunber
of manufacturing jobs nonetheless rose by 5.8 mllion in that period.
The percentage then dropped to 16 per cent by October 1993, with a |oss
of 2.5 mllion manufacturing jobs since the 1979 peak (US Bureau of
Labor Statistics, 1992, Table B-1, p. 45). The BLS projects only a
slight job decline through 2005, when manufacturing wll account for
only 13.2 per cent of all non-farm enployment. This may well prove to
be optimstic, but also sonmewhat m sleading. Services that were once
conducted wthin oversized manufacturing firms (such as public
relations, accounting, law and econonmics) are being increasingly
contracted to outside specialists. Nonetheless, Tom Peters notes [in
his "Foreword" to Qinn, 1992 (p. ix)] that "75 to 95 percent of a
“manufacturing’ firms enployees are in non-nmanufacturing activities --
engi neering, design, sales, marketing, information systens, purchasing,
service, distribution'. Since a sizeable share of such service jobs
will go to outside firns in the future, it would not be surprising to
see fewer than 10 per cent of US jobs classified as nanufacturing by
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the year 2005.

The decline in US enploynent within "manufacturing" firms certainly
does not suggest "deindustrialisation". The nmanufacturing conponent of
the industrial production index (where 1987 = 100) rose from 78.8 in
1980 to 112 in Septenber 1993 -- an increase of nore than 42 per cent -
- and this phenonenon of increasing manufacturing output while reducing
enpl oynent is not unique to the United States. From 1970 to 1985,
manufacturing jobs as a share of total enploynent fell from 22.7 per
cent to 17.2 per cent in the United States, but also from 27.2 per cent
to 21.7 per cent in the CECD area as a whole (Dollar and Wl ff, 1990,
Table 5.8, p. 109). The CECD s larger share of enploynent in "goods"
production, conpared with services, sinply reflects lower productivity
in conparison with the United States in agriculture, construction and
manuf act uri ng.

US workers are not sinply being pushed out of manufacturing jobs. They
are being lured by superior income growmh in other sectors. From 1980
to 1992, average hourly wages in nanufacturing rose from $7.27 to
$11.46, or 57.6 per cent. In the sane period, wage rates rose 80.3 per
cent in services (from $5.85 to $10.55), 63.6 per cent in wholesale
trade (from $6.96 to $11.39), and 86.9 per cent in finance, insurance
and real estate (from $5.79 to $10.82).

The fact that wages have risen far nore rapidly in services than in
manufacturing is not widely known, and was not anticipated in Wrkforce
2000. The study noted that wages are less equally distributed in
service industries, but that sinply follows from the fact that such
diverse jobs are classified as services. Wth over 70 per cent of US
enpl oyees directly enployed in services, and another 20 per cent
perform ng service jobs within manufacturing firns, the dispersion of

incomes is necessarily large. It does not follow that reducing
manuf acturing’s share of jobs from 16 per cent today to 13.2 per cent
in 2005 will have nuch effect on "inequality". Ageing of the workforce
will have nuch nore inpact, for the obvious reason that older workers
typically earn nore (and produce nore) than inexperienced young people.
The wider dispersion of annual incones as a result of ageing may
trouble egalitarian scholars, but it does not inply that lifetine
earnings will be less equal. As young people grow older, they too wll
earn nore.

The authors of Wrkforce 2000 warned that "the problem is not so nuch
the inequality of service industry wages as it is the slow growh of
those wages and their diversion to pay for pensions and nedical bills"
(Johnston and Packer, 1987, p. 30). Since then, however, service wages
have grown nuch faster than manufacturing wages, and increasingly
generous tax-free pension and nedical benefits have becone a |arger
portion of conmpensation in (particularly unionised) manufacturing as
wel | as services.

Padraig Flynn, Comm ssioner for Social Affairs and Enploynent at the
European Commission, recently wote (1993, p. 38) that "we need to
revitalize the manufacturing industry to slow the decline in nale
enpl oynent. The inportance of a healthy manufacturing sector cannot be
overenphasi zed". Yet the US manufacturing sector is quite "healthy",
and becom ng nore so as enploynent declines, specialisation of services
i ncreases, and output per worker rises. Mn are quite capable of
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working in nonmanufacturing jobs, and the vast majority are already
doi ng so.

Politicians’ efforts to "save jobs" are typically focused on | ow wage
declining industries. Mich of the US debate about NAFTA, for exanple,
concerned trying to keep Anericans working in the broom industry, or
sewing lowcost clothing, or picking tomatoes (Reynolds, 1993). Such
jobs are dooned anyway, because consuners do not value the product
sufficiently to justify a conpetitive wage. Either consuners substitute
nore easily nechanised products (plastic broons and drinking glasses;
corn sweetener for sugar), or producers substitute machinery (textiles,
agriculture). Efforts to "save jobs", however, keep resources tied up
in the losers while depressing real incones in the growing sectors
through tariffs and other subsidies to the declining industries.
Rapidly growing economes continuously nobve the workforce out of
relatively primtive activities toward nore sophisticated products and
services. In doing so, as Robert Lucas observes, they accunulate human

capital "through the high learning rates associated wth new
activities, and through the spillover of this experience to the
production of still newer goods" (1992, p. 267).

The quaint notion that goods are sonmehow superior to services is
rapidly becoming as archaic as the idea that we nust subsidise and
protect agriculture to keep nore people on the farm A handful of
vi sionaries have grasped the critical role of know edge workers in the

21st century. In a new book of wvital significance, Intelligent
Enterprise, James Brian Quinn (1992, pp. 415-416) denpnstrates in great
detail that "services and the nmanagenent of intellect will be the keys
to future econonic success for nations -- as well as for all businesses

regardl ess of whether they are in the ‘manufacturing’ or ‘service’
i ndustries...Effective services actually <create new markets for
manuf act ured goods, |ower costs for manufacturers, and are central in
i ncreasing the val ue-added for alnost all manufacturers”. Peter Drucker
(1992, pp. 12-14) |likewise suggests that the country that first
succeeds in raising the productivity of know edge and service work wl|l
be the domi nant econony of the next century.

4.1 The federal training | obby

Assertions that future job opportunities are likely to exceed the
capabilities of an increasingly uneducated US |abour force are not
consistent with the evidence, with the relatively minor exception of
i mmgrants. However, the theme of an wundertrained I|abour force is
nonethel ess quite popular anmong interest groups seeking |arger
governnment subsidies for education and training (including politically
powerful teachers’ unions). The National Association of Tenporary
Services, which may not be a disinterested source, funded a study which
clainmed that 75 per cent of all US workers will need to be retrained by
the year 2000 (Secco, 1992, pp. 30-32). There is a sense in which that
m ght be correct, but it does not follow that taxpayer-financed or
subsidised "training programmes" are likely to neet this need in a
cost-effective manner.

There is no question that the pace of technol ogical change has been and

will remain quite challenging. Learning nust be a continuous process,
not an event that ends with the receipt of some credentials. However,
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the relevant sorts of education are not confined to classroons or
equi val ent formal training programmes. Many people continually have to
master new conputer software, for exanple. At the same tine, though,
on-line data bases, CD-ROVs and interactive multinedia are rapidly
bringing unprecedented access to information in an extrenely tine-
effective way. Indeed, as Lew Perlman (1992) forcefully argues,
traditional classroons and degrees are becom ng al nbost obsol ete.

Wth the exception of specialised professions and skilled trades, npst
formal schooling mainly provides people with the l|anguage and nath
skills needed to acquire job-specific training later, on the job. Most
"on-the-job training" is informal, consisting of |earning-by-doing. The
National Longitudinal Survey of Youth, which has tracked a cohort of
young people annually since 1979, found that 38 per cent of those aged
21-29 had received sone sort of explicit job training from 1986 to
1991. That mminly consisted of conpany training (23.7 per cent) and
sem nars outside of work (11 per cent), which are usually financed
partly or entirely by enployers. Fewer than 5 per cent had received
training fromvocational and technical institutes, and fewer than 2 per
cent apiece from apprenticeships or correspondence courses. Enployer
training programes were either nore available to or nore utilised by
coll ege graduates (35.3 per cent) than high school graduates (19.4 per
cent).

Since the 1960s, nore than fifty federal training progranmes have been
launched in the United States, wth results that ranged from
ineffective to corrupt (e.g. the infamus $53 billion Conprehensive
Enpl oynent and Training Act) (MKenzie, 1988, pp. 198-199). The
rationale for such governnent intervention is that enployers nmay
underinvest in training because they cannot be sure that trained
enpl oyees will not nmove to another firm However, enployees thenselves
have anple incentive to invest tinme and noney in their own training, if
that training is effective in increasing their prospective incomnes.
Because effective job training yields a large private benefit to the
trainee -- as well as spillover benefits to society -- the case for
taxpayer subsidies for training (as opposed to, say, student |oans) is
far from self-evident. Only ineffective training requires the bribery
of subsidies, and this is precisely the sort of training that
governnment progranmes are nost likely to offer. |ndeed, governnent
progranmmes nmay displace nore effective efforts that would otherw se be
conducted by potential enployees and enpl oyers.

There is no justification for the presunption that even the training
and job placenent of the |least qualified workers can best be handl ed by
governnent agencies, or even by nonprofit agencies. A new for-profit
busi ness called "America Wrks" has had great success in New York City,
and has just begun in Indianapolis. This conpany concentrates on a very
brief period of basic training on how to get and keep a job, rather
than starting with a lengthy period of formal classroom teaching. It
recruits people currently on welfare and actively markets those people
to business, providing any necessary support services (such as day
care) to mninise absenteeism The jobs nust pay nore than m ni num wage
and provide health benefits. If the new enployees are hired after a 4-6
nonth trial period, the government then pays the conpany a fee which is
much smaller than the cost of keeping people on welfare. In New York
City, the retention rate is said to be 85 per cent, and the average
person placed had previously been on welfare for five years.
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The underlying prenise of government training progranmes is that public

officials can sonehow predict which jobs will be available in which
| ocations, the types of skills those jobs will require, and any future
shortage or surplus of potential enployees applying for those positions
at the wage and benefit level that will be offered. To believe that

this is possible involves what Hayek called the "fatal conceit" of
central planning. In reality, bureaucrats have neither the omi science
nor the incentive to match needed skills with available workers. The
sane holds true for the educators being funded by such progranmes, who
would naturally prefer to teach those subjects in which they have
acquired sone expertise. No one knows better what new skills a worker
can best utilise than the worker hinself.

The nost effective way to encourage personal investnent in human
capital is to enmpower individuals. Human capital depreciates to zero at
death or retirement, the points at which investnents in schooling or
training cease to yield any return. Unlike investnents in physical
capital, though, investnents in hunman capital are not generally tax-
deducti ble. Such investnents are not treated as a cost of production,
but as consunption (even in national incone accounts). This biased tax
treatment is particularly punitive toward upgrading skills in mddle
age, since there are fewer years left to recover the return in higher
annual incones. Sone educational expenses nay be deductible in the
United States, but only after graduation and only under the perverse
condition that such training nmust not be designed to nake a person
qualified for a better job.

The absence of depreciation or expensing for human capital neans the
tax system would be skewed agai nst such investnents even if incone from
| abour were taxed at the sane rate as income from say, stocks or
housing. Yet the US tax system |ike those in nost other countries,
i mposes steeper tax rates on the returns from human capital than on
those from physical capital. On the one hand, investments in human
capital are not subject to the 28 per cent federal tax on capital
gains, as nost other investnents are (housing is a partial exception).
If a new engineering degree raises a worker’s nmarket value over tine,
he or she is only taxed on the resulting incone, not on the
appreciation itself. However, this benefit is nore than offset by the
rising rate and base of the social security tax, which exenpts all
return from non-human capital. This disparity is even greater in
Europe, where social security taxes are higher and capital gains taxes
usually lower than in the United States.

A sinple solution would be to pernit qualified educational and training
expenses to be witten off over the years remmining before nornal
retirement (e.g. over forty years for a 25-year-old graduate student).
By increasing the individual’s demand for human capital, such
depreciation all owances would create new human capital industries that
cater to the highly specific needs of different individuals and age
groups. Enployers would al so be encouraged to offer relevant training,
because workers would be nore willing to share the cost, as they
shoul d.

5. Did the United States gain jobs by |lowering |living standards?
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US enpl oynment has doubled since 1960, while enploynment in the European
Comunity increased by only 10 per cent (The Econonmist, 1993). From
1972 to 1991, the average growth of enployment in the United States was
2 per cent a year, conpared with 0.5 per cent for the four |argest
Eur opean econonies OECD Economic CQutlook, 1992 (Decenber), Table R17,
p. 217]. Despite sone adjustnent problens from contracting the defence
i ndustries, there is no sign that "the Anerican job machine" is slow ng
down. US civilian enploynent increased by 21.6 million between Decenber
1982 and Cctober 1993 -- a 2.5 per cent annual rate of increase from
1982 through 1989, followed by a loss of 1.1 mllion jobs between
Decenber 1989 and Decenber 1991. By OCctober 1993, the year-to-year
increase was back to 1.9 per cent. BLS projections of a nere 1.5 per
cent rate of increase through 2005 are clearly quite conservative, and
limted by the supply of US workers rather than by the l|ikely demand.

Eur opeans are often advised to take solace in the belief that the rapid
enmpl oynent growth of the United States was a consequence of |ow
productivity and wages. Richard Freeman (1988, p. 298) wites that "the
United States has paid for job creation with slow growh in real wages
and productivity". British economists Andrew dyn and Bob Row horn
(1988, pp. 194-199) claim "the ability of the United States to keep
enmpl oynent expanding reflects the fact that US productivity growh has
slowed down" [04]. A recent article in the CECD Chserver (1993) says,
"in the United States strong enployment growth over the | ast decade has
gone hand-in-hand with a fall in real wages for the |owest paid
workers. This has given rise to concerns over whether inproved job
performance can be bought only at wages which risk creating a class of
wor ki ng poor".

Such "stylised facts" require closer exam nation.

First of all, the notion that real wages have fallen for two decades in
the United States is a result of excluding all benefits; dividing
weekly wages by 40 hours to measure hourly wage rates; excluding the
rapidly increasing proportion of salaried and self-enployed workers;
using a year (1973) in which price controls understated inflation as
the base year; and adjusting for inflation by using the discredited
pre-1983 consunmer price index (which wunderstates real wage gains
through 1983 by exaggerating inflation).

It is certainly true that the US econony suffered real incone |osses
during the stagflationary episodes of 1974-75 and 1978-80. A US
Department of Labor report (1992, p. 8) notes that "during 1978-80
there was a dramatic fall in wages and salaries adjusted for
inflation...Beginning in 1982, this pattern was reversed, wth wages
rising nore rapidly than prices". What is suspicious is that the real
wage declines of 1978-80 are so often attributed to the period after
1982, which is when the big enployment gain occurred. The dinton
Administration’s initial budget plan, "Agenda for Change", even defined
"the eighties" as starting in 1977.

The previously cited comment from the OECD Cbserver about the "fall in
wages for |owest paid workers" is particularly affected by bad timn ng,
since that decline occurred entirely from 1978 to 1982 (nobstly in
1980), not "hand in hand" with the subsequent surge of enploynment. The
claim of Barry Bl uest one and Bennet t Harri son, in The
Dei ndustrialization of America, that the growth of US jobs in the
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eighties largely consisted of |owwage service jobs is logically
i nconsistent with their corollary thenme that such |ow wage workers
fared particularly badly. As Gary Burtless observes, "If enployers were
creating a disproportionate nunber of jobs that required few skills and
l[ittle education...[then] the wages of less skilled workers would be
bid up relative to those received by better skilled, nopre educated
workers" (1990, p. 7). This is the opposite of what happened. Returns
to higher education rose in the eighties, despite a sharp slowdown in
the annual flow of new high school graduates and dropouts into the
| abour market [05].

Real disposable incone per capita, in 1987 dollars, rose from $12, 154
in the fourth quarter of 1982 to $14,324 in the third quarter of 1993 -
- an increase of 17.9 per cent. Real per capita personal consunption
(living standards) rose 22 per cent in the sane period, reflecting
sizeable wealth gains and unreported income (US Council of Economc
Advi sers, 1993, p. 6) . Since labour incone accounts for an
overwhel mingly |arge share of total incone, how could such |arge gains
in income and consunption be consistent with a secular decline in rea
wages?

In reality, hourly wages and benefits, neasured in 1992 dollars, rose
from$9.83 in 1970 to $12.01 in 1992 - a real increase of 22.2 per cent
(Econonmic Report of the President, 1993, Table B-42, p. 396). It is
true, as noted earlier, that wage gains in nmanufacturing trailed behind
those in services. It is also true that benefits have been a rising
share of conpensation, because these have become nobre generous to a
| arger proportion of workers (e.g. defined contribution pension plans
and insurance for drugs, dental care and nental health). Figures on
"fam ly" incone also did not rise quite as rapidly as incone per
worker, due to a rapid decline in fanily size (some figures count young
and retired one-person households as famlies) and to a rapid increase
in the proportion of famlies that consist of a young non-working
nother with children and no spouse. "The declining proportion of
married couple households and rising proportions of single parent
fam |ies and nonfanily househol ds”, notes a Census Bureau study, "had a
| arge negative inpact on the nation’s nedian incone |evel" (Ryscavage
et al., 1992, p. 19). The breakdown of paternal responsibility is
i ndeed a major social problemin the United States, but the change in
fam |y structure is often confused with weak income growh anong the
same sorts of famlies conpared over tine. Median income does not show
what happened to some typical or representative fanmlies over the past
decade or two, but instead refers to very different definitions of
famlies at different points in tinme.

Actually, the increase in real hourly conpensation in the United States
was |arger than the neasured 22 per cent between 1970 and 1992, due to
surveys that exaggerate actual hours worked. Measured weekly hours fel

from38.8 in 1965 to 34.4 in 1992 -- but people often m sreport, say,
an increasingly comon "9 to 5" schedule (35 hours) as 40 hours. As
Juster and Stafford have shown, "reports of market work continue to be
overrepresented by nunbers like ‘40" even when actual hours on the job
continue to decline". By examining records of actual hours worked,
Juster and Stafford conclude that "there has been a sinmultaneous
under statement of both the rise in real wages and the decline in work
hours because hourly wages are typically conputed by dividing annual or
weekly earnings by an increasingly overstated work hours figure" (1991,
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pp. 493-494).

Anot her study by Gubb and WIson (1992, p. 25) finds that the
increasing variety of work hours between voluntary part-timers and
those who work overtinme or at two jobs is the main source of neasured
inequality of wages: "increasing inequality in hours worked has nore
than offset greater equality in wage rates". Those who sought part-tinme
work in the eighties, such as students and young nothers, were able to
find enployment [06]. If they had instead remained unenployed, they
woul d not have been included in the average wage statistics, and weekly
or annual wage figures (which are sonetines inproperly used to estinmate
hourly wages) would not have been diluted by the inclusion of nillions
nore part-tinme workers.

There is no credible evidence of a secular decline in US living
standards, particularly since 1980. Even if there had been a decline in
typical US incones, it would be quite inplausible to blame that on
i ncreased international conpetition, as some econonists have done. As a
matter of theory, that would inply that nore conpetition and freer
trade make economies less efficient and thus reduce average
productivity - which would entail discarding every econonics textbook
since Adam Smith. As a matter of fact, those who have investigated
wi dening disparities between high-skilled and | ow skilled workers have
di scovered that same phenonenon in nearly all industrial countries -
i ncluding Germany and others with large trade surpluses [07]. Moreover,
blanming increased gaps in incones on trade cannot explain "the
increased inequality within specific industries, especially in those
industries that have |Ilittle connection to international trade"
(Danziger and Gottschalk, 1993, p. 11). There was, for exanmple, a
particularly large w dening of incone differences in US managenent and
sales [08]. There are many plausible explanations of why it pays to
stay in school or work Ilonger hours, but the increased volune or
conpetitiveness of international trade is not one of them (Bound and
Johnson, 1992).

The so-called "vanishing niddle class” is yet another conventional
confusion. The percentage of US fanmilies earning nore than $50,000 a
year, in 1991 dollars, rose from 27.3 per cent in 1980 to 33.8 per cent
in 1989, with a matching reduction in the percentage of "middle class”
famlies earning from $15,000 to $50,000. It is not that "the rich got
richer", but that a larger percentage of fanilies did so.

VWhat about the alleged slowdown in US productivity growth? The neasure
usually cited is output per hour for the non-farm business sector
(which shows how little respect Anericans accord agriculture). On an
i ndex where 1982 = 100, non-farm productivity rose from87.6 in 1968 to
99 in 1980, or a bit less than 1.1 per cent a year. By 1992, the index
was up to 115.6, or 1.4 per cent a year. Once again, a problem of the
seventies continues to be blamed on the eighties [09]. However, there
is reason to believe that US productivity gains in the eighties have
been seriously underestimted by the inclusion of financial services.

From 1979 to 1988, there was an estinated annual productivity gain of
4.9 per cent in conmmunications and 2.7 per cent in wholesale trade,

belying the comon notion that productivity gains are small in
services. However, estimated productivity supposedly fell by 0.4 per
cent a year in finance, insurance and real estate - a sector wth
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unusual ly strong wage gains (Quinn, 1992, p. 13). Wy would enpl oyers
bid up wages in a sector in which | abour was not adding value? Wy did
i nvestors likewi se bid up the values of financial stocks?

The financial sector obviously suffered some unique disturbances in the
eighties, including failures of many banks and thrifts, overbuilding
and loan defaults in conmercial real estate, large casualty losses in
insurance due to natural disasters, and a shake-out of some big
i nvestment conpanies. Still, there were enornmous inprovenents in the
breadth, speed and quality of financial services that are al nbst surely
bei ng neglected in the productivity figures. Autonated teller machines,
conputerised securities trading, nortgage-backed securities and mutua
funds are obvi ous exanpl es.

As Figure 1 shows, the productivity of nonfinancial corporations (1982
= 100) rose from86.9 in 1965 to 97.4 in 1980 - less than 0.8 per cent
per year. However, nonfinancial productivity subsequently rose to 119.4
in 1992, or 2 per cent per year. The gain in 1993 was at |east 2 per
cent. Far from slowing in the eighties, the rate of increase in the
productivity of nonfinancial corporations has nore than doubl ed.

Figure 1. Productivity of U5 non-financial corporations
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If there was any productivity slowdown since 1980, it had to be in the
relatively trivial noncorporate sector, finance or gover nment .
Productivity of government services, like finance, is also estimated to
have fallen by about 0.4 per cent a year. However, governnent
productivity is quite inpossible to neasure because one cannot know the
value of services that are not sold. This makes international
conpari sons of GDP per worker a poor proxy for business productivity

because government services account for a significantly larger share of
GDP in Europe than in the United States or Japan. Productivity of
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governnment services may have increased nore or less than the
statisticians estimate, but the question itself has little to do wth
"conpetitiveness" because governnent services are, unfortunately, not
easy to export. Mdreover, any "per worker" conparison over tine,
whether of GDP or investnent, is |likely to make Europe |00k
artificially strong, because there has been so little growh of private
enpl oynent .

The likely m sneasurenment of productivity in services neans GDP figures
are also misleading, particularly for purposes of international
conparison. National figures on the percentage of enploynent accounted
for by services are suspiciously simlar to the percentage of value-
added (GDP) supposedly accounted for by services. This surely reflects
statistical convenience rather than reality. Because it is so difficult
to measure the value and quality of service output, such output is
often assumed to be proportional to (or a bit less than) the |abour
input: hire nore governnent workers, and CDP appears to rise.

In the OECD statistics, for exanple, services accounted for 58.9 per
cent of Japanese enploynent in 1991, and 55.7 per cent of CGDP. In the
United States, services supposedly accounted for only 68.8 per cent of
GDP, but 71.8 per cent of enployment (OECD In Figures, 1993, pp. 26-
27). The difference between the United States and Japan is particularly
i mpl ausible for finance, i nsurance and real estate. In those
activities, Japan supposedly produces 16.4 per cent of its GDP wth
only 4.8 per cent of enploynment, while the United States supposedly
produces only 25.1 per cent of GDP with 14.6 per cent of enploynment. As
with Japanese investnent statistics, the supposedly lofty level of
productivity in "finance, insurance and real estate" nmay involve
m scounting the inflated cost of real estate as real output. Watever
the source of such confusion, the fact is that detailed productivity
conparisons by the MKinsey dobal Institute, as well as Japanese
sources, show Japanese productivity in retailing and npst other
services to be less than half the productivity levels of the United
States (Baily, Bator, Solow et al., 1992) [10]. This means the portion
of Japan’s GDP accounted for by services nust be nuch smaller than the
proportion of enploynent, or the US portion of GDP accounted for by
services must be nmuch larger. Both countries cannot possibly have
roughly equivalent proportions of GDP and enploynment in the service
sector if US service productivity is twice as large. The GDP figures
nust be either seriously overestimating both the level of real output
and overall productivity growh in Japan, or grossly underestinating
such figures for the United States.

Japan is not nearly as close to catching up to the United States as is
commonly supposed. The United States is sinply wundervaluing its
servi ces. Simlar probl ens cont am nate t he world’ s ar chai c,
ner chandi se-based trade data. Since US service exports are not
generally subject to duties, and are often nade by snall enterprises
(aside from airline travel), they are alnmpst surely undercounted. As
Dol lar and Wl ff (1990, p. 189) point out, "some of the |eading sectors
in ternms of exports are wuniversity education; anusenents; nedical
servi ces; conmunications; financial services; business services; and
conputer software". It is difficult to believe that every US vi deotape,
CD, software programme and conputer database used outside the United
States is properly recorded as an export, much |ess every foreigner
using US wuniversities, hospitals or economic consulting services.
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Oficial estimates show a US trade surplus of about $60 billion in
services, but the true figure could easily be twice that large. And the
faster the world nobves toward a service econony, the nore serious such
neasur ement probl ens becone.

Entertainment is already the second |largest US export after aerospace,
and is sure to becone nuch larger with the rise of interactive
nultinedia and virtual reality (Kiechel, 1993). Yet Anmericans are
inclined to be nmore concerned with where blank videotapes and CDs are
manuf actured, rather than who puts the val ue-added on them They still
think in terns of the goods econony, as though hardware (nmetal and
plastic) were nore val uable than software (intellect).

It is difficult enough to predict the future w thout being hobbled by
statistical illusions and hoaxes about the recent past. The fact is
that the rapid increase in US enploynment in the past decade has been
acconpani ed by rising productivity and rising real conpensation, incone
and net worth.

6. GCetting better with age

Anot her source of excessive anxiety, at least for the United States, is
concern about ageing. As John Creedy and Richard Disney (1989, p. 367)
remarked, "it seems as if those denographers who have not been fully
occupied in arguing that rapid population growh constitutes a nmmjor
threat in one part of the world are warning that fertility decline
constitutes a serious issue for the rest".

Like the declining share of enploynent in manufacturing, ageing is
not hi ng new. The percentage of the US popul ation over age 65 was 4 per
cent in 1900 and 12.5 per cent in 1990, and is now projected to reach
12.7 per cent by 2005 (Hurd, 1990, p. 565). As nentioned earlier, and
showmn in Table 3, the 1992 census projections show nuch |ower
dependency ratios than were expected as recently as 1989.

Table 3. Change in the US census estinate
of the dependency ratio between 1989 and 1992

1989 estinmate 1992 estinmate
1990 62 62
2000 63 61
2010 60 56
2020 67 62
2030 77 71
2040 78 70
2050 78 69

Source: Ahl burg, 1993.

| ndeed, Anmericans of working age are now expected to account for a
substantially larger share of the total population in 2010 than they
did in 1990. That situation supposedly reverses itself between 2010 and
2030, but denographic projections beyond twenty years are quite
hazardous - as the revisions between 1989 and 1992 denobnstrate.
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The dependency ratio is a denographic concept, not an econonic one. It
is true that a larger percentage of such "dependants"” in the future

will be older people rather than children. Unlike children, however,
many people beyond the age of 65 are still quite capable of earning
income, if tax and transfer policies do not encourage prenature
retirenment. In addition, many will have substantial assets. It has been
estimated that the baby boom generation will inherit as nmuch as $10
trillion, in current dollars. And nost baby booners, unlike previous
generations, will retire with assets of their own thanks to the rapid

proliferation of defined contribution plans, which typically involve
enpl oyers nmatching enployee savings which are then invested in a
vari ety of nutual funds.

Sone mi sunderstandi ng about ageing in America stens from confusing an
increase in the proportion of older workers in the next two decades
with a possible increase in the proportion of retired people in later
decades. An | M study, for exanple, says "an older population wll
consune nore of aggregate disposable incone [i.e., savings rates wll
fall]...and decrease the |abour supply" (Masson and Tryon, 1990, p.
453). But a Dallas Fed study (Hll, 1989, p. 7) says, "as the
popul ati on ages, national saving and net exports are certain to rise".
The difference is that the |IM- econonists are assunming that retired
people will constitute a rising percentage of the population, while the
Dal | as Fed economi st is assumng older workers will constitute a |arger
portion of the population. For the United States, at |least for the next
two decades, the Dallas Fed conclusions are correct. In the absence of
new tax disincentives, mddle-aged baby booners wll save a |arger
fraction of higher incomes. Unless a substantial fraction of those
savings are invested abroad, the US current account deficit (capital
surplus) shoul d soon vani sh.

An ageing workforce is nothing to worry about. Oder workers are
relatively skilled and productive, earn higher incomes, pay higher
taxes, save a larger fraction of their incomes (and do not invest as
much in housing), and suffer much |less frequent spells of unenploynent.
Switching from a younger to a mddle-aged workforce should therefore
rai se productivity, further increase the proportion of famlies with
relatively high incones, raise real government revenue from all
varieties of taxes, increase savings, and reduce average unenpl oyment.
The United States shoul d wel cone these sorts of problens.

The fact that relatively nore workers will be in the years of peak
earnings will increase the neasured "inequality" of incones, though not
in a way that nost people would consider unfair. Few people object to
raises and pronotions as they grow older. The later effect of having
retired people make up a larger proportion of the population, beyond
2020, is less clear. There has been considerable variation in incone
and wealth anmong retired people, even when in-kind transfer paynments
(subsi di sed nmedical care) are valued at cost. Many of those who retire
in the distant future are likely to have sizeable inheritances, reverse
nortgages, and nuch larger pensions; they wll also have many nore
years in which to draw down those assets. For the next two decades,
though, the increase in the average age of the working population is
far nore significant than the increase in retirees (except in Japan and
Eur ope) .
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Sone have specul ated that older people are nore risk-averse and nore
reluctant to relocate between jobs or regions. Yet there has already
been considerable ageing of the US population wthout any clear
evidence of a drop in either risk-taking or Ilabour nmobility. dder
peopl e have accunul ated nore assets than the young, which neans they
nust account for nost of the boom in seemingly risky nutual funds,
i ncluding those holding junk bonds and stocks in emerging markets. And
the rapid exodus from states with steeply progressive inconme taxes,
such as California and New Jersey, appears to have been concentrated
among high-bracket fanilies, which are usually headed by m ddle-aged
people. Once the children have finished school, there may be |less
reason to stay in one place.

Al though ageing is not so great a challenge as once thought in the
United States, thanks to increased fertility and inmigration, it is
occurring at a much faster pace in Europe and Japan, as shown in Table
4 (which exaggerates ageing in North Anerica, apparently due to the use
of those dubi ous 1989 esti nates).

Tabl e 4. Percentage of popul ati on over the age of 65

CECD Area 1960 1990 2000 2020
North Anerica 9.1 12.5 12.8 17.6
Pacific 6.1 11.6 15.2 22. 4
Eur ope 10. 7 14. 4 15. 7 19.7

Source: Colini, R ghi and Bonifazi, 1991.

Looki ng beyond the next decade or two, a grow ng population of retired
people who live well beyond age 85 could present serious fiscal
problenms in the United States and el sewhere. Such risks, however, can
be alleviated if individuals are encouraged to develop their own
alternatives to taxpayer-financed pensions, nmedical care and nursing
hones. The United States has gone a long way toward devel oping private
pensions to ease the burden on social security. The United States has
only begun to raise the retirement age to qualify for social security
pensions and is, in effect, neans-testing retirenent benefits by taxing
them above relatively nodest incone |levels. There will be nore such de
facto cuts and limts on benefits, and therefore no sudden "crisis" for
social security. Nursing care and catastrophic health <care are
potentially nore costly problens, partly because the trend toward
healthy Ilifestyles wll eventually mean nmany nore people reaching
extrenely old age, and therefore requiring many nore years of costly
care. There is a need in all the ageing societies for information,
certification and tax breaks to encourage people to buy their own |ong-
term care insurance (including hone care as an alternative to nursing
hones) and catastrophic insurance. As nany of us live to be 100 or
nore, it wll not be prudent to rely on the generosity of future
taxpayers for nursing care or exceptional nedical treatnent. The
growi ng "grey |obby" may press for such transfers from the young, but
the fiscal inpossibility of neeting those demands nust ultimtely
prevail .

(c) OECD



7. Unenpl oynent in Europe: irrelevant solutions to obvi ous problens

In 1991, those unenployed for a year or nore constituted only 6.3 per
cent of US unenployed. In 1990, such |ong-term unenpl oyment accounted
for 37.3 per cent of the unenployed in France, 46.3 per cent in Gernany
and 71.1 per cent in Italy (OCECD In Figures, 1993, pp. 12-13). Roughly
a third of Europe’'s unenployed have been in that situation for nore
than two vyears (Flynn, 1993, p. 38). Extrenely high and chronic
unenpl oynent of young people is also considered a nore serious problem
in Europe, particularly in countries with high mninmm wages per nonth
rather than per hour (which virtually precludes part-tine or tenporary
work). And, of course, recent |evels of unenploynent are about 11 per
cent throughout Europe (conpared with 7 per cent or less in the United
States, even in hard tinmes), and appear to be ratcheting upwards over
time. This situation represents a deplorable waste of the world s nost
val uabl e econoni c resource, human capital.

Sone have taken false confort fromthe fact that output per worker has
i ncreased, but this makes a fetish out of productivity statistics. If
the purpose of an econony were to maxinise productivity, that could be
done by finding the nmost productive worker in the country and firing
all the rest. If the goal were to naxinmise enploynent, that could be
done by destroying all farm nachinery.

The cause of Europe’s high level and duration of unenploynent is no
nystery. There are insufficient incentives for enployers to offer
enmpl oynent and insufficient incentives for enployees to accept nmany of
the jobs that are offered. There is a wide tax and regulatory wedge
between what enployers pay for workers and what enployees receive,
after income and payroll taxes. This nust cause a reduction in the
supply of |abour at any given after-tax wage; therefore, firms have to
of fer higher gross pay in order to attract and retain workers. This
shows up as a rise in real conpensation that exceeds productivity
gains, and therefore increases unit |abour costs. Measured in national
currencies (to avoid controversies over exchange rates), the increase
in unit labour costs in nanufacturing from 1982 to 1992 was 12.7 per
cent in the United States, 31.4 per cent in France, 33 per cent in
Germany, 33.5 per cent in the United Kingdom 66.8 per cent in Iltaly,
and 68.1 per cent in Sweden (Mnthly Labor Review, Novenber 1993, Table
49, p. 141). Wthout conparable increases in the prices businesses
charge, which would nean high inflation (and therefore even higher wage
denmands), the nore rapid increase in unit |abour costs in Europe nust
squeeze profit margins and reduce enpl oynent.

In short, nuch of Europe has a carrot-and-stick problem Those who do
not work receive generous and |engthy subsidies from those who do, so
that noving from the ranks of the subsidised unenployed to the taxed

enmployed may yield little net gain in living standards. |In many
European countries, as the OECD Ohserver article quoted above points
out, "additional work effort leads to little or no increase in net

(after-tax) income because incremental gross earnings are largely, or
even fully, offset by marginal income taxes and the reduction, or
conplete |loss, of benefit paynents" (OECD Qbserver, 1993). The article
al so notes that by taxing the use of |abour, payroll taxes may reduce
enmpl oynent, particularly of unskilled, |owwage workers (this is
particularly obvious in eastern Europe, where payroll taxes are often
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39 per cent or nobre). Severance pay legislation is also particularly
hard on outsiders trying to get in; if dismssal costs are too high,
enpl oyers nmay becone unduly cautious about hiring those with |ower
skills or experience.

These are man-made problens that can easily be fixed by reducing
margi nal incone and payroll tax rates, mnimum wage rates and the
duration and/or replacenent rate of unenploynent benefits. Yet this
clashes with well entrenched beliefs about the virtues of egalitarian
tax policies and the welfare state. As a result, there has been a
search for alternative ways to increase enpl oynent.

In the Conmission of the European Conmmunities’ 1993 annual economc
report, European Econony, there is a discussion (pp. 101-102) of the
"enpl oynent threshold [which is] defined as the mininmal rate of growh
of real CGDP that nust be reached before total enploynent starts
growi ng" [11]. This seenmingly innocuous concept practically takes GDP
gromh as "given" by forces beyond human control (Iabour supply and
productivity). That |eaves growmh as the constant and enploynent as the
variable - and that, in turn, leads to pernicious advice to retard
productivity growth and shorten the working week.

"Labour supply [in the EC] nay be expected to grow at an average of
about 0.6 per cent per year from 1993 to 1996 and at 0.4 per cent in
1997 to 2000", wites European Econony. "In those conditions, a GDP
rate of growth of 2.5 to 2.6 per cent per year would sinply stabilize
t he unenpl oyment rate at an unacceptably high |evel".

"Labour supply,” the report says, "is determined by three basic
factors, over which economc policies have little influence" [enphasis
added]. These factors are growh of the working-age population, net
mgration, and participation rates. It is sinply not true that net
mgration and participation rates cannot be affected by the relative
generosity of transfer paynments to those who do not work, conpared with
the taxation of those who do. Net migration (e.g. a "brain drain")
affects the quantity and quality of the working-age population. This
recalls the earlier discussion about how changes in relative tax rates
bet ween countries exporting and inporting |abour appear to have reduced
the schooling of recent US imrgrants (and perhaps raised the schooling
of US emigrants). Moreover, the relative generosity of tax-financed
pensions, conpared wth taxable earnings, <can also shorten the
effective "working age". Recent US proposals to subsidise 80 per cent
of health care insurance costs for those over age 55, for exanple,
woul d surely increase premature retirenent.

In 1991, participation rates based on US concepts were 66 per cent in
the United States, 63.6 per cent in the United Kingdom 55.5 per cent
in Germany, 55.2 per cent in France and 47.7 per cent in Italy (Mnthly
Labor Review, Novenmber 1993, Table 48, p. 140). If Continental Europe
were nearly as successful as the United States and the United Ki ngdom
are at drawi ng working-age people into the formal econony, but no nore
successful than it has been in creating enploynment opportunities,
nmeasured unenpl oynent rates in Europe today would be above the |evels
seen in the Geat Depression. However, that certainly does not nean
that low participation rates are a good thing. Massive under-
utilisation of labour in Europe neans greatly reduced real output, and
therefore reduced real incone. Enticing even nore people to drop out of
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the labour force by subsidising early retirement or through shorter
hours woul d further aggravate such waste. Subsidising enploynent cannot
work either, because the subsidies nmust ultimtely be financed by
taxi ng other jobs out of existence.

Do tax policies affect participation rates? Two sceptical scholars from
the Brookings Institution, Bosworth and Burtless, |ooked at the inpact
of the two reductions of US marginal tax rates (with no reduction in
average tax rates) that occurred in 1982-84 and again in 1987-89. They
found that "nen between the ages of 25 and 64 worked 5.2 per cent nore
hours than would have been the case on the basis of past trends...and
that nmarried wonmen worked 8.8 per cent nore" [12]. Overal |
participation rates in the United States rose from 63.8 per cent in
1980 to 66.4 per cent in 1990. The United States did not nerely create
mllions of jobs in the eighties, it also created nillions nobre eager
wor ker s. Previous "trends" toward wearly retirenent, and toward
declining male participation rates anong Blacks and Hispanics, were
arrested in the eighties. This is a nmjor reason why BLS enploynent
forecasts through 1985 proved to be far bel ow actual perfornance.

European Econony goes on to warn that "productivity increases...my

push the enploynment threshold to a higher level”. That is, with growth
assunmed to be 2.5 to 2.6 per cent, and |abour force growh Iikew se
treated as "given", unenploynment would be even higher. "On the other

hand, a larger share of services in GDP (given the way productivity is
defined in these activities), further increases in part-tine work and
decreases in average working tine would push it downward" [enphasis
added] . The clear inplication is that productivity gains are
undesirabl e, since they would supposedly raise unenploynent, given the
assunmed 2.5 to 2.6 per cent path of GDP growmh. A shift to shorter
hours, and toward service activities that are "defined" as less
productive, supposedly offers relief from unenploynent. This is bad
econom cs and sui ci dal advi ce.

Productivity increases would not sinply raise the "enploynment
threshold" (i.e. the unenploynment rate for any "given' GDP growth),

they would also raise GP growh for any "given" increase in
enmpl oyment. And neither the supply of |abour (participation rates and
net mgration) nor the demand for |abour is "given' - they depend on

unit | abour costs on the demand side and work incentives on the supply
side. A nore rapid increase in the |abour supply, if it was profitable
to enploy the additional workers, would also raise real GDP grow h.
Reduci ng average hours per week would not sinply reduce the "enpl oynent
threshold"; it would also reduce the level and growh of real GDP. A
policy of deliberately wasting even nobre potential workers is no
solution to wunenploynent, and it would unambiguously reduce future
l'iving standards in Europe.

There is nothing wong with people voluntarily choosing to work shorter
hours, thus taking nore income in the form of tax-free |eisure.
However, it would be quite unwi se for European governnents to nandate
shorter hours, or to encourage short hours and |ow participation rates
artificially through steep nmarginal tax rates above some nopdest incone
threshold. Human capital is going to become increasingly scarce and
valuable in the industrialised world, making it sinply foolish to adopt
policies to di scourage enpl oynent.
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Richard Freeman (1993, pp. 1-6) wites that "the experience of
countries in the 1980s is consistent with tw potential trade-offs.
First, countries such as the United States that had a poor record in
productivity and real wage growh had better experiences wth
enpl oynent. Except for Japan, no country nanaged to do well on both of
these levels. Countries that nmmintained stable wage distributions had

worse experiences wth enployment (again excluding Japan). This
suggests a second possible trade-off - between incone inequality and
enpl oynent”. This too is bad advice. As was denonstrated earlier, the
United States did not have "a poor record" in productivity or real
conpensation during the 1982-89 period of rapidly expandi ng enpl oynent.
Moreover, Japan’s supposedly strong performance until recently is

probably due to overestimating the productivity of the country's
| abour-i ntensive service sector.

There is no neaningful trade-off between productivity growh and
enpl oyment growth; properly functioning econonies can and do have both.
Rising productivity makes workers nore valuable, and hence nore
attractive to hire (unless, of course, wage demands and nendated | abour
costs rise even faster than productivity). As Figure 2 shows,
enpl oynent in the European Community has grown npbst rapidly when
productivity was growing rapidly, with the exception of periods in
whi ch conpensation costs outran productivity. The particul ar el enent of
conpensation costs that has been nobst troubl esone was not due to | abour
unions but to governnment policy - namely, soaring social security taxes
and mandat ed | abour costs such as severance pay.

Figure 2. Labour productivity, compensation and employment:
European Community
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Source: Commission of the European Communites, 1993,

VWhat about Freeman’'s trade-off between inequality and enpl oynent? Once
again, this paper has shown that the big drop in real inconmes of the
poorest tenth or fifth of the US popul ation occurred from 1978 to 1980,
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not while the | abour market was tightening after 1982. And nuch of the
apparent increase in wage "inequality" consisted of inequality of hours
-- that is, increased enploynent opportunities for those who wi shed to
work part-tine (such as young nothers and students). There was also a
large increase in the percentage of fanilies who earned nore than
$50, 000 a year, which troubled academ cs but not those who rose from
the "middle class". Incone figures collected from tax returns do show
sharp increases of income anbng the top 1 per cent, but this was
|argely because lower marginal tax rates increased the proportion of
conpensation taken in cash, reduced the use of tax-exenpt bonds and tax
shelters, increased the realisation of capital gains, and reduced the
i ncentive to under-report incone.

There is, though, a sense in which a trade-off between inequality and
enpl oynent does indeed exist. Tax and transfer policies that attenpt to
equal i se after-tax incomes reduce the percentage of people who nake the
difficult efforts that are usually needed to earn high incones. High
marginal tax rates reduce investment in human capital, shorten the
years of active work, reduce participation rates anong spouses of high-
i ncome individuals, and reduce the wllingness to take entrepreneuri al
or investment risks, to relocate, to assume nore difficult work
responsibilities, etc. Despite the renewed glorification of the "niddle
class" and berating of "the privileged', the harsh reality is that
nm ddl e-incone people rarely hire other middle-income people. Behind
such flourishing young US enterprises as Mcrosoft and Wal-Mart were
i ndividuals who nade a lot of nobney, and hired a lot of people in the
process. If countries insist on using tax policy to punish increases in
i ncone above some nobdest level, they nust also discourage the added
out put that woul d have created such incomes.

The egalitarian inpulse is powerful in Europe, but it is nonetheless
self-destructive and also futile. An OECD study (1985, p. 228)
denonstrated that "the evidence for alnobst all countries suggests that
the tax system overall has relatively nminor effects on the incone
distribution.” Overtaxed human or physical capital sinmply becones nore
scarce, bidding-up the pre-tax returns to those who still have it [13].
Yet the whole econony nonetheless suffers from the artificial, tax-
i nduced scarcity of exceptional efforts, talents and investnents.

A National Bureau of Econom c Research paper by Eric Engen and Jonat hon
Ski nner (1992) reviewed nearly a dozen recent studies which found that
increases in tax rates do |asting damage to econom c growth. Engen and
Ski nner’s own research, based on 107 countries over 15 years, estimates
that "a 10 percentage point tax increase is predicted to reduce output
gromth by 3.2 percentage points per annunf. Another study by WIliam
Easterly and Sergio Rebelo for the Wirld Bank (1993, p. 32) |ooked at
evi dence going back to 1870, as well as recent conparisons between 28
countries. They too found "a negative association between growh
and...the marginal income tax rate..." Yet another study by Philip
Trostel (1993) found that even small increases in nmarginal tax rates
have very large effects on young peoples’ wllingness to invest tine
and nmoney in their education. A 1 per cent increase in tax rates was
found to shrink permanently the stock of human capital by nearly 1 per
cent; progressive tax rates had even stronger effects.

8. Concl usion
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The nature of enploynent is going to | ook nuch different by the turn of
the century than it does today. In many industries, particularly
know edge- based services, conmmuting to work will be obsolete, as wll
fixed hours of work. MIlions of people wll wrk at hone,
conmuni cating by computer with enployers who will not necessarily be
|ocated in the same country, nuch less the same state. Snaller cities
will attract nore people, and mni-cities will spring up closer to
where the people wish to live, rather than noving people to jobs. Such
mni-cities will not sinmply be residential suburbs, but wll include
"industrial" parks (actually "service" parks), secure residential
areas, and enclosed nalls that offer food and entertainnent as well as
shoppi ng.

Manufacturing firms will usually be smaller, as information technol ogy
erodes past advantages of vertical integration. They will also be nore
nunerous, varied and conpetitive, with success dependent on the quality
and speed of service, flexibility and niche products. Technicians wll

becone far nore inportant than operatives. There will be greater use of
joint production with other countries, allowing countries that are
relatively rich in technology and skill to outsource |abour-intensive

operations to countries with younger and expandi ng popul ations (such as
Turkey and Mexico). Those Third World countries that offer secure
property rights, sound noney, free trade and reasonable tax rates will
be able to tap world equity markets and develop at an unprecedented
pace. Real wages wll soar along with productivity in such "newy
i ndustrialised" countries, providing strong nmarkets for the capital
goods and busi ness services of the post-industrial econom es.

Service firns in the mjor economies wll be larger, nore capital-
i ntensive, and dependent on a constant upgrading of technol ogical
capital and their workers’ ability to use the latest software. All
types of enterprises will econonmise on real estate costs by utilising
space-savi ng technology and outside sources, particularly home |abour.
Organisation will become far less hierarchical, as will the division of
| abour .

There will be many nore opportunities for self-enploynent, particularly
among a w der category of "professions” - many of which do not yet
exi st. The nost successful enployees will be continually |earning and
thinking, regardless of the <credentials they acquired in school.
Schooling itself wll become nobre innovative, nore privatised and
conpetitive, and less tied to classroons. There will nuch less 9-to-5
routine work, and nore flexibility of work hours. International |abour
nobility will increase.

In this environment, governnments will have to take unusual care to
preserve incentives for younger workers to invest in ugrading their
know edge <continually, and to preserve incentives for older and
secondary workers to continue working and acquire sufficient savings
and insurance to neet the retirement needs of their famlies as well as
the costs of their own eventual |ong-termcare.

Mature professionals, managers and technicians in the stronger
econom es will conmonly be capable of earning well over $100,000 a year
in current dollars by 2005. Meanwhile, the costs of manufactured goods
and food will command a dw ndling share of household budgets, thanks to
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productivity gains as well as increasingly conpetitive production of
| abour-i ntensive goods fromthe Third World. The falling costs of goods
will free up considerable disposable income to pay for better services,

such as health care and education. It wll also pernt greater
consumption of leisure, while still allowing a very confortable
standard of living. Mtivating people to excel and to work up to their
potential will becone nmore difficult with new opportunities for the use

of leisure, and the relative ease of neeting basic needs.

The increasing ability to reduce the nunber of hours per year devoted
to formal enploynment, and to reduce the nunber of years worked per

lifetime, wll increase the sensitivity of the |abour supply to
marginal tax rates -- particularly anmong workers wth valuable
know edge and skills. Families that previously had two full-tinme
workers will easily be able to take turns, wth one spouse working
full-time for a while and the other staying hone or working part-tinme.
The nmllions who will work at hone as enployees, contractors and

consultants will easily be able to adjust the hours worked per year in
order to keep their incomes out of high tax brackets. Geater
flexibility of hours means people can be "partially retired" over a
| onger span of work years, achieving lifetine incones equal to those
they would have received had they subjected thenselves to high tax
rates on annual inconmes above sone threshol d.

If the thresholds at which high tax rates apply are not increased as
nore and nore fanmlies becone capable of earning high incones, or the
rates reduced to conpetitive levels, other countries (and states) wll

use the lure of noderate taxation to attract human capital, just as
some did with tax havens and tax holidays when physical capital seened
nore inportant. It wll be inpossible to avoid such international tax

conpetition by forming tax cartels (such as the mnimum VAT in the EC),
or by shifting fromone sort of tax to another (because all taxes fall
on those willing to supply human and physical capital to the formal
econony). Countries that mnimse marginal tax rates on human and
physical capital will continue to prosper at the expense of those that
do not [ 14].

CGovernnments can do little to create rewarding job opportunities. Even
when they expand public enploynent, or subsidise private enploynent,
the apparent increase in jobs nust be financed by taxes, borrow ng or
printing noney -- all of which reduce enployment and real earnings in
the market econony. Efforts to "spread the work" by pronoting short
hours, early retirement or weak productivity growh nust |ikew se fail,
because they clearly reduce econom c growth. However, governnents can
do much to mnimse tax expenses and regulatory inpedinments that nake
it unattractive for investors to invest, for workers to work, and for

enpl oyers to enpl oy.

Not es

01. "By the next century, African-Amrericans, Hi spanics and inmgrants
will comprise about 57 per cent of the new |abour force, once
donmi nated by white Anerican-born nales" (Pilenzo, 1990, pp. 49-50).
This counts Black and H spanic inmgrants twice, and confuses the
"new' | abour force with who dom nates the entire | abour force.
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02.

03.

04.

05.

06.

07.

08.

09.

Al'so, "the average science proficiency of 17-year olds in all
racial/ethnic groups increased between 1982 and 1990" (Us
Depart ment of Education, 1992, p. 48).

In the third quarter of 1993, unenploynent rates anong nal es aged
20 or older were 5.1 per cent for Wites, 11.3 per cent for Bl acks,
8.2 per cent anong those of Mexican origin, 12 per cent for Puerto
Ricans, and 7.3 per cent for Cubans (who also have higher average
i ncomes than Hispanics from Mexico or Puerto Rico). At the same
tinme, 43,000 Hi spanics claimed to be discouraged from seeking work
because they "lacked education and training", conpared with 33,000
Bl acks and 124,000 Wites. Since there were over 3.9 nmillion nen
and 13.7 mllion wonen who "do not intend to seek work", the
fraction claimng that poor education or training prevents them
from working was quite snmall (US Bureau of Labor Statistics, 1993,
Tabl es A-56-59, pp. 59-62).

The authors suggested that "sonme corporatist nations, notably
Sweden and Finland, have nanaged to restructure their economnes
successfully and the social conpronmise is likely to endure". Tinme
has not been kind to this prediction.

Anong Bl ack wonen aged 25 to 34, for exanple, the ratio of nedian
earnings anong those with 16 or nobre years of school to those with
twel ve years of school soared from1.24 in 1978 to 1.8 in 1990. Yet
the nunber of new high school graduates (nore of whom went on to
college, and thus renmined out of the |abour narket) fell from
about 3.5 million a year in 1975-83 to fewer than 3.1 mllion since
then (US Departnent of Education, 1992, Tables 31-2 and 66-1). As
Kevin Mrphy and Finis Wlch point out (1993, p. 122), "the
tremendous growh of the supply of nore-educated |abour with no
corresponding reduction in relative wages is evidence that the
demand for education increased greatly".

In the third quarter of 1993, there were 15.2 million voluntary
part-time workers, conpared with fewer than 3 mllion who were
working part-tine because "they could only find part-tine work".
Anong those aged 16 to 24 and enrolled in school in Septenber 1993,
4.9 million had part-time jobs, and 831,000 were seeking such jobs,
while 1.2 million had full-tine jobs and only 120,000 were seeking
full-time jobs (US Bureau of Labor Statistics, 1993, Tables A-46
and A-7, pp. 51 and 15).

"The recent surge in overall wage inequality in Australia, Canada,
West Germany and The United Ki ngdom appears conparable in nmagnitude
to the sharp and well docunented increase in the United States”
(Davis, 1992).

"OfF particular note were the significant increases of earnings
inequality in the managerial and sales occupations for nen and
sal es occupations for wonen" (Ryscavage and Henle, 1990, p. 14).

The first sentence of a recent Brooking Institution book says, "For
nearly two decades the US econony has been plagued by...anemc
productivity". Miuch later, the reader finally learns that "the
slowdown in productivity growmh began in the late 1960s...and was
at its worst between 1973 and 1979" (Baily, Burtless and Litan,
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1993, pp. 1 and 48). It is truly remarkable the way bad economc
news between 1968 and 1980 is now routinely attributed to "the
eighties", or to "two decades".

10. Note also this itemfrom The Wall Street Journal (16 Novenber 1993,
p. A8): "N kkeiren, a big-business |obbying group, says such
Japanese industries as farming and services are only half as
productive as America's. Catching up in productivity could nmean
Japan would have 5.8 million jobless people in the year 2003 - an
unenpl oynent rate of 8.6 per cent. Holding joblessness at current
levels of 2 to 3 per cent would require such steps as job sharing
and a big cut in working hours". This static, zero-sum reasoning
from Japan is renmarkably simlar to ideas now circulating in
western Europe, which are analysed in the last section of this
paper.

11. It is noteworthy that the same report, when discussing Bel gium (p.
41), correctly notes that "labour mnarket disequilibriumreflects to
a large extent the effect of high labour costs, including a |arge
tax wedge, which discourages job creation". It also observes, on p.
130, that "the tax burden crucially affects the expected net
returns on econonic activity...governments face a sort of fiscal
conpetition to which they wll have to react by avoiding an
excessive burden on those production factors which, through their
mobi lity, can escape high taxation".

12. Cited in Joel B. Slenrod, "Progressive Taxes" in David R Henderson
(ed.), The Fortune Encycl opedia of Econonics, Warner Books, 1993,

p. 341.

13. "Redistributive taxation...increases the attractiveness of |ower
payi ng occupations relative to higher paying occupations, and the
resulting shift in relative |abour supplies wll increase the

degree of inequality in the initial [pre-tax] distribution of
i ncome" (Wagner, 1989, p. 85).

14. This is a major thenme of Quicksilver Capital by MKenzie and Lee
(1991), particularly Chapter 6 -- which graciously quotes this
author as follows: "Countries, |ike conpanies, nust conpete in
produci ng the nost value at the |owest possible cost. Taxes are an
i mportant part of the cost of production, as well as the cost of
living. Since people have to produce nore in order to earn nore, a

tax system which penalizes added incone will also penalize added
output...Any country in which the marginal cost of governnent is
not conpetitive wll experience a loss of both real capital (a

capital outflow) and human capital (a brain drain)".
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Val ue Changes and the Achieving Society: A Social -philosophica
Per specti ve

by

Hans Lenk
Pr of essor of Phil osophy, University of Karlsruhe
Ger many

1. Introduction

It is widely thought that unenpl oyment, underenpl oynent and other forns
of involuntary inactivity will increase in the years ahead. WII this
nmean that in our traditionally work-oriented societies, where people
define thenselves largely through their work and jobs, nen and wonen
affected by these developnents will lose their self-esteem and soci al
status, and along with these a central feature of the neaning of their
lives? It is the task of social philosophers to contenplate future
trends in social and noral attitudes. This paper addresses from a
soci al - phi | osophi cal perspective the topic of work values and exam nes
sone of the related social issues.

2. Changing values and attitudes toward work

Attitudes toward work, and working and |living conditions, are
undergoi ng inportant changes. Moreover, it now appears that gaps in
attitudes anong various segnments of the population are widening in a
process which can be |oosely described as a "scissors effect” in

soci etal devel opnent.

Over a nunber of years, the question "Is life nore about work or nore
about pleasure?" was put to a representative sanple of the German
popul ation by the public opinion institute Allensbach. The results of
the surveys (see Table 1), the nost recent of which was conducted in

1990, show that -- depending on the cohort -- the perception of life as
a task and a duty to society has dimnished during the last four
decades, whereas the perception of I|life as pleasure has increased

consi derably. The nobst interesting result is that the scissors effect
shows up quite clearly between the under-30s on the one hand and

sections of the older population on the other. In other words, a sort
of generational <cleavage in l|ife-orientation has beconme renarkably
promi nent .

An international conparative study on work ethics, also conducted by
the Allensbach Institute, led to simlar results. The question in the
study was whether individuals engaged themselves fully in their
profession, or whether they did just enough to satisfy the routine
requirements of the job. In Germany, half of the population sanple

responded "I do my utmost, | put everything into nmy work"” in 1967; in
the 1980s, however, only 42 per cent considered this the summation of
their personal attitude. In the United States, by contrast, the
percentage of interviewees responding positively ("I do my utnost")

over the same tine frame renained at 68 per cent. Again, the age-group
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conparison was very revealing: older citizens in Germany still valued
work very highly, whereas anobng the younger population an attitude of
"enjoying life" prevailed -- "You just do what you have to do and no
nore". This contrasts strongly with the United States, where the
positive score for work attitudes is twice as high. Here, then, is an
i nternational scissors effect. (It should be borne in mnd, though,
that there nmay be nethodological difficulties involved, such as those
stemming fromlinguistic presentation.)

Table 1. Life as work versus life as enjoynent

Two people are conversing about life

- The first says: "I consider nmy life to be a task which | amhere to tackle
and for which | have to nobilise all ny resources. | want to acconplish
sonething in ny life, even if doing so frequently turns out to be hard

and cunber sone".

- The second says: "I want to enjoy ny life. | do not want to struggle

nore than necessary. Indeed, one lives only once, and the nmain thing is

to get sonmething out of life"

Share of total popul ation (percentages)

1960 1964 1973 1977 1980 1982 1990

Life as work 60 59 48 48 51 43 62(GDR)
18( FRO)

Enjoying life 29 29 35 38 29 36  18( GDR)
39( FRO)

Source: Kistler et Strech, 1992; Noelle-Neumann et Strinpel, 1984.

A cleavage also energes in conparisons between different professional

groupings. In particular, it seens that the higher the qualification,

the greater the readiness to make a real personal effort to neet the
requirements of the job, and the greater the identification with one's
work. Anmong the highest-ranking white collar workers, civil servants
and managers, alnost two-thirds identify with their job to the extent

of total <conmmitnment. Wth respect to the self-enployed and the
prof essional classes, the share is even higher, anounting to four-

fifths. Anong entrepreneurs and top-level managers in industry (EMNID
study of 1984 -- see Table 2), the trend is even nore prom nent: here,

nine-tenths fully identify with their job. In other words, a kind of

status-oriented scissors-effect is revealed. That top managers and the
elite in every professional realm identify nmuch nmore with their job
than others appears to be as true today as it was in the md-1980s. At

the lower levels, however, there is a noticeable and increasing
di ssatisfaction with the job: the workload is felt to be too heavy, and
criticism in the presence of others is nentioned very often. There
seenms to be a feeling that the freedom of decision and control in the
j ob has decreased.

Table 2. Work ethics
(I FD Al | ensbach, 1982, percentages)

Unqua- Qualified VWi te VWi te M ddl e- Entrepreneurs
lified wor ker s collars collars managenent and top
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wor kers wor ker s wor ker s sel f- manager s( 1)

(not in ma- (in nmana- enpl oyed,
nagenent) genent) pr of essi onal
cl asses
a) 28 35 34 61 80 90
b) 61 49 47 19 8 8

a) «l put everything in nmy job and often do nore than is required of me. My
job is so inportant that | would sacrifice everything for it.»

b) «I do at work only what is required of ne; no one can criticse ne.
But | do not see why | would toil beyond that. My job is not so inportant
to nme.»

1. The percentages for entrepreneurs and top managers come from | W5 (1984).
Source: Frankfurter Rundschau, n°116, 21 nay 1985, p.10

More generally, this raises the question of whether there is a further,
attitudinal cleavage, nanely that between activism and passivity, and
whet her or not society is evolving into a new two-class stratification
of enjoyers and perforners.

El i sabeth Noel | e-Neumann (1984) drew the conclusion that in the years
to cone, the identification with and pleasure derived from work would
"decay", a phenonenon which would in turn generate a negative attitude
towards the job and thus nmeke proletarians of us all. She discerned a
"poi soned atnobsphere" at the workplace and "fatigue anpong its heroes"”,
and attributed this to the influence of the media, critique-oriented
education in school, and a tradition of authoritarian top-down
managenent in industry. Her co-author Burkhard Strinpel, on the other
hand, suggested that this might in fact be a positive adaptation of the
workforce to a drastically altered work situation.

The views polled by the Allensbach Institute and by EMNID are put into
perspective by data collected by Schmidtchen in the netal industry in
the 1980s (see Table 3). Schmidtchen tw ce undertook a conprehensive
study (1984, 1986) tracing indicators of work satisfaction (the results
are broadly representative of other branches of industry). W rkers who
felt they were being enployed in the right place nobstly considered
their work interesting and sati sfying.

Table 3. Inplications of different kinds of resources for job
satisfaction: workers in the netal industry
(per cent ages)

Wor ki oad
H gh Low
Resour ces Tota
Few Many Few Many
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Assessnent of the job
very good or good 78

Personal resources
(conpet ency) 15 79 52 94

Organi sati onal resources
(conpet ency) 26 66 78 91

Fi nanci al resources
(adequat e pay) 36 59 81 94

Source: Schm dtchen, 1986

Schmi dt chen devel oped a "resources" or "conpensation"” thesis to support
his findings: the nore neans or opportunities of conpensation a person
has (the conpensation may have to do with degree of control, or be
psychol ogi cal, physical or financial), the greater the freedom of
deci sion and action, and (therefore) the greater the satisfaction with
the job. (This result is independent of whether the individual’s views
on technical progress are negative, positive or indifferent.) Those at
the workplace who possess greater resources succeed better in coping
with pressure and difficulties, i.e. with stress and strain.

Even for those workers who felt they had a heavy workload, personal
resources such as conpetence, value orientation and education have a
nore significant influence on job satisfaction than organisational
resources (whether one is supervisor or in a dependent position). Four-
fifths (79 per cent) of those with a heavy workload considered their
job and the assignnment structure to be "very good or good" if they had
substantial personal resources to conpensate (conpared to 59 and 66 per
cent, respectively, wth regard to financial and organisational
resources). Values, commitnent, and personal notivation, but also
education and especially the scope for responsibility and independent
action, are crucial in deternmining the degree of job satisfaction.
Simlar results were found with respect to the chall enges posed by new
t echnol ogi es.

3. The shift towards postrmaterialism

One is tenpted to ask whether the changes in attitude towards work
really are as nmuch a consequence of the change in values generally over
the last decade as many authors tend to think. Has a fundanental,
secular shift in underlying attitudes away from work and the val ues of
achi evenent, acceptance and duty actually taken place? Conversely, is
the reorientation towards enjoynent, sel f-ful fil ment and self-
devel opnent really that pronounced? To what extent are generational
differences in attitudes sinply a consequence of changed structural
condi ti ons?

The nost interesting study with respect to this problem was conducted

by Ronald Inglehart (1977). H's own |ater overview of the topic,
published in 1989, focuses on the situation in five EC countries and
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the United States (see Table 4).

Table 4. Value orientation - materialist v. postmateriali st
- according to profession and age, European Conmunity 1980- 86
(per cent ages)

Age
I I
Under 35 | 35-49 | 50 and ol der
| |
Post - [ Post - [ Post -
Mat . mat . N | Mat. mat . N | Mt. mat. N
| |
Top 19 27  (1,150) | 23 25 (1,415) | 24 15 (902)
managenent , |
civil | |
servi ce, I
public adm - |
ni stration | |
| |
St udent s 20 24 (11,677) | - - - | - - -
I I
Sel f -enpl oyed 20 21 (869) | 20 22 (608) | 29 15 (505)
I I
White collar 25 20 (11,623) | 31 14 (7,166) | 36 11 (3,871)
wor ker | |
I I
Unenpl oyed 28 17 (4,958) | 33 11 (1,218) | 37 8 (1,565)
I I
I ndependant 31 12 (2,257) | 40 9  (2,797) | 41 7 (2,104)
busi nessman |
I I
Bl ue collar 30 13 (10,926) | 36 9 (6,904) | 41 8 (4,817)
wor ker | |
| |
Housewi f e 36 10 (7,787) | 43 8 (7,192) | 46 6 (9, 824)
I I
Far mer 38 11 (401) | 45 8 (706) | 46 6 (1,111)
I I
Retired - - - ] 37 11 (412) | 46 6 (19, 526)
| |

Source: Inglehart, 1989

I ngl ehart nmakes a distinction between two specific value orientations:
the so-called nmaterialist orientation towards neeting physical needs
(of security, provision and care), and a postmaterialist attitude
oriented nore towards aesthetic, intellectual objectives and opinions,
and values of solidarity (e.g. appreciating the beauty of cities and
towns or nature, believing that "ideas count nore than noney", freedom
of the press, the need for respect, affiliation and belonging). Thus,
the values of self-developnent or self-fulfilnment, both in the private
sphere and (increasingly) in the professional realm are confronted
with the traditional values of acceptance and duty.

Inglehart tries to explain these vying orientations on the basis of two

hypot heses. According to the first, the hypothesis of shortage, an
individual’s priorities mirror his or her socio-economnmc environnment;
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one appreciates nost highly those things that are relatively scarce.

Physi ol ogi cal needs, fundanental security needs and so on -- what

Inglehart calls materialist tendencies -- have priority standing in
times of dearth, and lose their promnence in times of relative
affluence and rising living standards. Conversely, the significance of

di fferentiated social needs, particularly those of self-realisation and
self-fulfilnment, grows with the standard of living and the guaranteed
fulfilnment of basic physical needs. (Inglehart distinguishes these from
urgent needs: clearly, hungry humans generally dispense with, or at

| east defer, the satisfaction of higher-Ilevel needs, given the choice.)

The second hypothesis is the so-called socialisation thesis: a
consi derable delay occurs in value adaptation since a person’s
fundanmental values in md-life reflect to a considerable degree those
conditions prevailing during his or her chil dhood and yout h.

I ngl ehart has conducted his enpirical research since the 1970s in
various societies, e.g. United States, western Germany (the Federal
Republic of Germany before unification), the United Kingdom Austria
and the Netherlands. He concludes that in all these countries, in both
absolute and relative terms, postmaterialist values are on the rise
conpared wth nmaterialist values such as economic and physical
security. It is particularly clear that younger people are nore
postrmaterialist than older «citizens. According to Inglehart this
constitutes not a short-term cyclical phenonenon but npst probably an
evolution away from the era of shortages and reconstruction follow ng
the Second World War. Particularly in the circles of younger technol ogy
nanagers, top managers, young professionals, politicians and students,
postmaterialist attitudes have largely outstripped materialist values,
a trend that seens to be representative of all the countries of the
European Community. Only the self-enployed, farmers and workers still
represent traditional materialist val ues.

The postmaterialist trend seenms set to continue (particularly in
i ndustrial working life), and will probably have a significant inmpact
on such values as self-notivation (as opposed to compulsory work),
educati on and career prol ongation.

4. Leisure, technology, and the opportunities and risks for societal
devel opnent

A conbination of t echnol ogi cal progress, keener i nt ernational
conpetition and (in some countries) high relative wages, together with
a shift towards postnaterialist values, seens to point to a new bal ance
between work and leisure tine. How, though, is the transition to be
managed?

Sone phil osophers (Byrne anmong then) recomend gradual adaptation,
pacing the introduction of automation, retraining programes, etc.
O hers, such as Adam Schaff, think that permanent education as a
universal activity will solve the enploynent problem and at the sane
time lead to the realisation of the ancient ideal of man, i.e.
universally educated, erudite and at the same tine harnoniously
devel oped (the Platonic kal osk’agath>s). Cearly this ideal is utopian.
In very few cases will a hybrid of honp studiosus (studying nan) and
hono ludens (playing nan) replace honmo [|aborans (working man). Few
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people wish to go to school their whole lives. However, as Al bert
Borgmann notes, this poses the question of the individual’s capacity
for making constructive use of free time. In his view, the quality of
| eisure activities is typically low, by any standard. Apprehensions
that very little leisure time is spent on such activities as sports,
the theatre, nuseuns, perform ng nusic, correspondence or reading are
borne out by social research. The total time devoted to these
activities is, on average, only one-fifth of that spent watching
tel evi si on.

Borgmann concludes that the nmamin pronmise of technology has not been
fulfilled, either with respect to work or in terms of |eisure;
technol ogy may have helped free us fromthe stress and tedium of daily
life, but that freedom has been acconpanied by an increasingly
pronounced side-effect: a disengagenent from reality. Qur |eisure
contact with the world is being reduced to pure consunption, the
uni nhibited "ingestion' of commpbdities that require no preparation,
provide no orientation, and |eave no trace. That kind of diversion can
only lead to distraction, fragnented attention spans and atrophied
thought capacities. It is already apparent that people are not taking
advantage of the new video technology’s potential as a tool to help
them develop into the historians, critics, nusicians, sculptors, or
athl etes that they have al ways wanted to be.

Borgmann goes on to plead for reform "on the leisure side of
technol ogy". He proposes that the benefits of nicroelectronics and
other advanced technologies be wutilised to produce creative and
recreative activities that engage us as full hunman beings, and engage
us fully.

The mcroelectronic revolution may indeed be able to "rid us of
‘hazardous, dirty or nonotonous work’" -- one could add alienating work
to the list -- "and it can render the indispensable technol ogical
substructure of our lives nore efficient and reliable”. Borgmann thinks
that "microelectronic devices can be helpful to these concerns, but

they are not crucial". However, it is far nore likely that they are
i mportant and may even become crucial, though only as necessary but
certainly not sufficient <conditions of an active, full life.
Interestingly enough, Borgmann stresses that "those things and

practices that...have orienting, engaging, and sustaining force are all
of essentially pretechnological origin though they assunme a new
spl endour and radi ance when exercised in a technol ogi cal context".

What, then, can be said about the distancing effects of the nodern
technological world: the so-called "adm nistered" world with its red

tape, segnmentation, functionalism nanipulation, etc.; the nunbing
effects of the highly codified world of film and television, the large
and small screens that offer vicarious living, the illusion of an
activity, pseudo- exci t enent wi t hout proper per sonal engagemnent ?

"Tel ecracy” and dom nation by the nedia generally is a real danger. Its
power as a forceful, distracting, abstracting nediator between society
nenbers and "reality" should not be underestinated. Life itself seens
not to be as genuine as the motion picture on TV. But "Mediacracy" is
dooned -- or at |least conducive -- to nediocrity. The near-hononyns
of ten seem synonynous.

Indeed, an ideal, perfectly efficient new conputer variant of the
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admini stered world seens to be on the horizon. It should be renenbered

however, that abstract nodelling by conputers is just that -- abstract.
Models may seem to replace reality, shaping it to a hitherto
unprecedented degree. Nevertheless, nodels are not reality. They
constitute a nmock-up world, one which night generate its own diseases

An advanced form of the "conputeritis" described long ago by J.
Wei zenbaum seens to be generating a neurosis nmuch |ike the one suffered
by the book addict (Bicherwurn) of old. The public is well aware of the
activities of hackers, both through fictional filnms such as War Ganes
and actual news headlines. Conputers apparently do exert a seductive

force, which can lead to obsession and, in extreme cases, even illness.
The point here is that |eisure conputer "activity" indeed distracts the
user away from personal -- i.e. person-to-person -- involvenent, and

toward a new formof alienation.

5. Achi evenment as a guiding val ue

Men and wonen, as active beings, need to cultivate creative activities
in order to develop their personality. This can only be done by
performing actions, wth the aim of either <creatively producing
sonething or inproving an existing |level of performance. There is, in
fact, a strong link between «creative activity and recreative
activities. Mtivation in sports -- as well as in the arts -- has mnuch
in conmon with the notivation behind any creative activity. Creative
achieving activities generate opportunities to denobnstrate excellence -
- even relative (i.e. personal) excellence -- according to standards of
individual talent and proficiency, and offer the possibility of
personal involvenment. This is inportant in a rather conform st society
of institutions which nevertheless enphasises individualism and
i ndi vidual values. Qite apart from the physical necessities, man needs
nmeani ngful tasks and goals. Any realm of creative activity could
constitute such a goal. This is particularly true of the arts --
performing arts included -- and sports, exenplary realnms of active
personal achi everent anenable to young peopl e.

To be sure, a plea for the extended application of a principle of
genui ne, per sonal and aut hentic achi evenent shoul d not be
nmsinterpreted as an attenpt to inpose hard and fast rules on everyone
and in all areas. That could eventually lead to an extrene dictatorship
of achievenent in the sense of Young's neritocracy. Ildeas and
guidelines cannot be pushed to utopian extrenes. Adopting the
achi evenent principle as the only social guideline would be as unjust
and unfair as totally unfettered individualism in a free society.
Extrenes nust be tenpered by wi sdom and reason, and by a sense of
proportion and noderation. For exanple, one cannot and should not apply

ri gorous achievement standards to the ill, the weak or the old.
Moreover, a universal, conpulsory achievement principle would certainly
contradi ct t he above-menti oned i dea of vol unt ary, aut hentic
achieverent. 1In fact, the shackles of a grim all-pervasive and

stubborn order would be counterproductive where really top-class
achi evenent is at stake. On the other hand, if authentic achievenent is
engendered in a non-conpul sory and open-mi nded educational setting, it
can be attained nmore fully, with a high degree of enthusiasm and
identification, even while standards are indeed net.

I f devel oped and fostered in a noderate and humane form the principle
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of personal or authentic achi evement can have considerabl e educational

significance -- particularly in a society such as ours, which seens to
rely so heavily on passive consunmerism prefabricated products, and
adm nistrations and institutions tending to override individual
activity, in a world of nedia bonbardnent which encourages i mage-

gl uttony, conplacent attitudes, and a tendency to take it all too easy.

It becones increasingly obvious in a growing |eisure society that nan's
| onged-for paradise cannot be passive, hedonistic, or vicarious.
Rather, it should be the opportunity for action, the chance to engage
personally in communi cative and co-operative activities in any creative
realmthat fosters an active life together with others.

6. Creating a positive culture

One indispensible guideline in contenplating the future of work and
society from a social-philosophical point of view is to develop and
foster the idea of a socially just and conprehensive division and
distribution of labour -- in other words, to provide all people willing
to work with at least a chance to obtain work. This could well inply
reductions in overtinme work, the shortening of working time and (in
particular) the pronotion of job-sharing.

It no longer seems sufficient merely to recomend life-long education,
as the Polish phil osopher Adam Schaff did in his report to the dub of
Ronme on the microel ectronics revolution, For Better or for Wrse. This
is an interesting and inportant idea, but it will not in itself solve
the problens of tonobrrow s societies. The soci o-phil osophi cal case that
has to be nade is that it is essential to dispense with the stark

traditional choice between work and starvation. In an industrial,
affluent society, there should be a guaranteed minimum social standard
of living (a basic rent or guarantee of sustenance) for everyone,

whet her they are working or not. The anount should, in line with the
performance of the economc and societal system considerably exceed

the mnimm necessary for survival . The soci al strategy of
"satisficing", Nobel |aureate Herbert A Sinon's term for guaranteeing
basi ¢ sustenance, seens a wise and manageable one -- at least in highly

productive societies.

This does not nean, however, that the achievenent principle should be
totally ignored. Beyond the guaranteed |evel of sustenance, personal
achi everent and acconpl i shnment coul d still be a socially
differentiating and relatively "just" vehicle for distributing
traditional or excess inconme and other social gratifications. At the
sane tine, an affluent and welfare-oriented society should be able to
di spense with the conventional l|ink between work and survival. Such a
change would offer new opportunities for voluntary activity,
particularly wunrermunerated social work, and help to elevate such
activity to a higher social standing.

Indeed, there is a whole raft of productive, socially worthwhile and
creative activities outside the traditional assessment framework of job
status and financial rewards. The postindustrial production system
| ooks set to push affluent societies in that direction, shifting the
enphasis from the traditional work ethic to those realns which pernit
free personal and social commtnent, and enlarging the scope for a re-
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evaluation and reordering of the concept of achievenent. Renunerated
work and income from professional work are not all that render life
nmeani ngful . There are many other socially neaningful activities that
engender a particularly satisfying, hunane way of life, nanely caring
for the young, elderly and disabled, engaging in voluntary cultural
activities, etc. If societies nmelt down the traditional |ink between
work and sustenance -- and the microelectronic revolution, together
with other trends of the upcom ng autonmated postindustrialisation age,
could lead there -- wll the scope for free personal activity and
soci al engagenent grow, and becone nuch nore inportant? The question
takes on a mmjor dinension with regard to educational, creative and
recreative activities, all of which would need to gain positive social
recognition in proportion to their degree of creativity.

W are and will remain active beings. Now as in the future, sonme people
will identify with their paid work to the extent of workaholism
(recalling the joke, "I have now joined Wrkaholics Anonynous, but I

just don't have the time to attend their neetings!"). Be that as it
may, the overall pattern of social gratification and the ranking of
prestige need to be reconsidered. Wth respect to non-paid activities,

there is still a lot of ground to cover. W wll be obliged to change,
or to conpletely discard, some elenents of the traditional Wstern work
ethic. W may still, and should, uphold the right for active people

(and even workaholics) to perform at top level as nuch as they like,
but the old rigid notions of work and reward need to have a bit of
their thunder renmpved. Voluntary and freely chosen activities pursued
for their own sake and value, or for socially creative or recreational
pur poses, should acquire new social value and status.

The frontier between the realns of |abour and leisure will, and shoul d,
be opened. A new positive culture offering freely chosen, personally
engagi ng, unalienated activity, and (thus) the opportunity for
authentic achievement and performance, has to be developed. (That
opportunity mght even be considered a human right.) Such a culture
woul d render conpetition -- i.e. for personal gratification and upward
mobility -- less weighty, wthout totally elimnating the idea of
tenmpered conpetition as a vehicle for progress and devel opnent (though
only in addition to the basic "satisficing" guarantees). Instead of
being deadly serious, conpetition would beconme synbolic, a kind of
sport and neans of self-advancenent.

Leisure activities would certainly play a major role in the overall
pattern of this future society, in order to offer basic satisfying and
"satisficing" opportunities for personal activity and involvenent.
Indeed, a new study on Gernman youth found that now nore than ever
before, young people are witing diaries, playing an instrunent,
actively participating in sports and creating pieces of art.

Life nust be active. People can only shape thenselves, develop, and
know t henmsel ves through personal action and achi evenent. One night even
be tempted to nodify Descartes’ "Cogito, ergo sunf, extending it to
"Ago, ergo sum -- "I act, therefore | anf. Only in so far as a person
acts and achieves personally is he or she an individual personality.
Thinking is one variant of this, but thinking is not enough. There is a
poster that depicts a nusing gorilla; it reads: "I think, therefore |
am -- confused".
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The main objective of any educational progranme should be to educate
t owar ds active per sonal i nvol venent , per sonal and aut hentic
achi evement, and individual as well as original thinking. Self-
engendered, creative and recreative activity with which the student can
really identify, and which is in itself productive, should be the main
goal. Primary self-notivation has to be ranked higher than secondary
notivation instilled by others. Educational programmes, practices and
institutions thus far do not adequately take into account the central
di fference between the two notivations, between creative activity and
sinply neeting routine standards, between genuine education and drill
or nmanipul ation, between active productivity and imtation. Drill and
dressage nerely perpetuate the technocratic tendencies of the
adm ni stered, datafied and codified world of formal institutions and
or gani sati ons.

How, though, can a positive culture of achievenment be created? Cearly,

the education system would play a crucial, long-term role. Several
avenues would have to be pursued sinultaneously. To begin with, since
educational institutions cannot require or for that matter directly

engender personal conmitnent, they would need to cultivate a nunber of
options representing different degrees of involvement in socially,
culturally and/or work-oriented activities. A spirit of individualistic
conpetition would also have to be nurtured, but only as one vehicle,
one medium anmong others. It would need to be supplenented by group-
oriented fornms of achi evement and teammork to take account of the shift
in production and industrial organisation nore generally towards group
control, systens control and responsibility for conmplex human and
capital resource configurations. Thus, the society of the future is
likely to require individuals with a pronounced capacity not only for
achi evenent, but also -- and equally -- for co-operation.

The young generation nust not be discouraged. We nust ensure that those
who conmprise the future of our society receive the necessary
opportunities to deploy and enploy their notivation for activity and
achi evenent .

7. A sunmary of central theses

a. Authentic personal action and achievenent are marks of

individuality, indispensable parts of personal |I|ife, core
characteristics.
b. There is a creative principle of achievenent. Authentic

achi evenment is decisive for self-assessnment. It confers neaning
and genuine internal gratification.

c. The formal achievenent principle is certainly not outdated,
neani ngless or fruitless, as nmany a social critic thought.
Creative achievenent wll have an inportant educational
function if there is strong identification.

d. Self-nmotivated achievenent should be distinguished from
secondary notivation. Only self-notivated activity is creative,
productive or recreative.

e. It is inperative to foster and multiply the opportunities for
personal activity and achievenent in all realns of society.

f. Any form of creative achievement and active involvenent which
is easily accessible for youngsters should be devel oped and
acknowl edged as being of great educat i onal and soci al
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i mportance. This is true for all fornms of creative activities.
g. The plurality of "natural" experiences and forns of actions can
and should find their expression in leisure-time programres for
chil dren and adol escents.
h. Opportunities for creative personal activities and achi evenents

should be fostered nmore than they have been  hitherto

(particularly in European schools), but also outside the schoo
curriculum Schools have to avoid an exaggerated channelling of
the official routine, of organised egalitarianism fornal
adapt ati on and standardi zati on, secondary notivation and fornal
control

i. Despite necessary specialisation, the aim is not to produce

speci al i sed narrow ni nded "disciplinary idiots" (Fachidioten).
j. Conmpetition is but one vehicle, one nedium anong others.
I ndividualistic conpetition is necessary and inmportant, but it
is not everything. It has to be supplenented by group-oriented
forms of achievenent, by teamwork and co-operation
k. Educational institutions have to cultivate a plurality of
options pernmitting very different degrees of involvenent.
I. Hgh achievenents should be assessed as a creative expression

of the personality. Extraordinary achievenents are never the

result of drill and conpul sion.
m Authentic achi evenent is and remmins an expression of
i ndi vi dual freedom of acti on.
n. Creative self-devel opnment can only be based on personal action
wor ks or achi evenents

0. Achievenment is not a nere natural phenonenron, but at the sane

time a psychophysi cal , soci ocul tural and intell ectua
acconpl i shnment .

p. W are in need of a new positive "culture" of achievenment and a

humani sed creative achi everment principle.
g. A positive culture of achievenment is anenable to and in need of
nore just assessnent of achievenents.
r. Achievenent is nore inportant than conpetition.
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1. Introduction

Is social cohesion in CECD Menber countries a problem and if so, why?
Underlying this seemingly straightforward question are at |east two
categories of problens. First of all, there is clearly a deepening
societal split between those who are able to cope with and take
advantage of the changes in their environnent, and those who are not --
whi ch (obviously) creates social cohesion problens. On the other hand,
t hroughout society and even on a worldwi de level, there is the rather
puzzling coexistence of two opposing trends: one towards big, uniform
structures and another towards increasing differentiation on all
| evels, from regional to individual, and even inside the individual
mnd. While nmany consider this a problem there are in fact others who
regard it as part of the solution.

It is useful, therefore, to describe the kind of phenonena that are
i nvol ved before asking what m ght be done about them

2. The main trends

In selecting the main devel opnents to be considered here, the enphasis
is on a long-term perspective and those changes which are likely to
remai n inportant during the next ten or twenty years.

2.1 Aturbulent world

The world began to be "globalised" even before 1989. However, the
collapse of the Soviet Enpire was the final breakthrough towards
gl obal i sation, since the bipolar power structure that had shaped not
only the industrial world but the Third Wrld as well was suddenly
transformed into a unipolar one. The globe was becom ng the relevant
strategic space and market for sales, resources and investors. The
existing financial, information and conmmunications networks were
precursors of this devel opnent. One could even perceive the beginnings
of a kind of world nanagenent, based on an informal network of top
econom ¢ and political |eaders developing a common understanding of
gl obal problens and rules. At the sanme time there was a further |eap
towards a kind of global culture, characterised by rules of human
rights, market econony and denocracy, and by the mass products of
Western nedia and industry. It could be said that European culture, in
its sinmplified Anerican version, had finally conquered the world. The
end of history?
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Quite the contrary. Gobalisation is only one aspect of several

fundanmental trends that have been greatly accelerated by the breakdown
of the Soviet Enpire. It has itself shifted attention to other
conflicts which had been masked by the cold war: the w dening gap
between the rich mnority and the poor majority of the world and
i ncreasing conmpetition for the use of Iimted global resources have put

the North-South conflict into a new perspective, thus creating new
structures of conflict. Wth respect to OECD Menber countries, the
inmplications of inporting these tensions wll constitute one of the
nmai n probl ens of social cohesion.

In addition, globalisation accentuates what has been <called the
continuation of world war by economc neans. Wth increasing
accessibility to markets for buyers, vendors and investors, the
conpetition between world regions and countries as industrial |ocations
has becone fiercer than ever. The ensuing restructuring at
nm croeconom c | evel has been intensified by the fact that the worl dwi de
honogeni sation of production and marketing nodes is extending the area
of conpetition from the Wstern world to |owwage regions. As a
consequence, an increasing nunber of jobs are shifting from hi gh-wage
regions to eastern Europe, South East Asia, the Far East and Latin
Aneri ca.

This tendency will gain nmomentum once nmanagers of small and nedium
sized conpanies begin to think in global dinensions. It will affect all
the categories of |abour of non-academic character. Currently the
unskill ed and sem -skilled wor ker s are af fect ed nost , but

qualifications in eastern Europe are already high in nany sectors and
they are rising quickly in a good nunber of devel oping countries. Thus,
an increasing share of highly qualified jobs in OECD countries will be
affected, as denonstrated by the exanple of software devel opnent in
India. The consequences are unenploynent, fear, |oss of perspectives,
protectioni st tendenci es and a weakening of the trade unions, which can
lead to radicalisation in the defence of particular workers’ interests
in some industries, or to a search for innovations in social
partnership, collective bargaining and the shaping of |abour market
rules (as can be seen in the case of Vol kswagen, one which the CEO of
ABB- Eur ope, M. Koerber, conpared to the fall of the Berlin Wall).

Thus gl obalisation has a profound, lasting and increasing inmpact on

social cohesion in OECD countries. It wll remain one of the nmain
reasons for growing structural wunenploynent and subsequent soci al
di sruptions. At the sane time, it will increase the pressure for social

and technical innovation.

Par adoxi cal ly, globalisation is also strengthening regionalisation. In
releasing the chains that |ocked countries and regions into the
di scipline of their respective Eastern or Wstern canps, it took away
the bl anket that had covered so many national and regional feelings and
aspirations of identity. Wuether regionalisation is breaking up
exi sting national structures or reviving past ones is nmostly a question

of definition and specific historical background, as illustrated by the
fornmer Czechoslovakia and Yugoslavia, the Baltic states, the forner
nenbers of the Soviet Union -- and the civil wars raging in sone of

these countri es.

Regi onal i sati on, developing in parallel wth globalisation, is also
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strongly felt in OECD Menber countries. Today, the Europe of regions is

already vital, nmnultifaceted and increasingly calling into question
traditional national borders. It is probably safe to say that the
European Union will never become a federal state in the traditional

sense, but rather a complex, dynamc network of national, regional and
| ocal bodies developing a multitude of pragmatically selective
hori zontal and vertical relations. |Is regionalisation, as a whole,
endangering social cohesion? Answering this question requires a closer
ook at its different aspects:

1. Regionalisation worldwide is creating a growing nunber of
potential conflicts. At the sanme tine, weapons of all Kkinds
(with new forms ranging from network disruption to plutonium
becone nmore and nore easily and cheaply available and
efficient. In addition, globalisation increases the efficiency
not only of global corporations but also of Mfia netwrks and
groups notivated by cultural and/or social frustrations to keep
conflicts going. Thus our world, while having overcone the
i medi ate danger of blowing itself up in a nuclear war, has
become a nmuch nore dangerous place at the regional |evel.

This is creating a threat to social cohesion in OECD countries,
since worldw de regional struggles and their consequences are
inmported into CECD countries, as are the victins of econonic
disparities: immgrants from troubled regions, often from far-
away cultures, and sonetinmes extrem sts, organised crimnals,
drug dealers, terrorists and sinply people wthout any real
subsi stence or work qualifications. In an environnent already
characterised by fear of social decline, jealousy and budgetary
restrictions limting the capacity of social networks, this can
easily lead to xenophobia, political radicalisation, social
unrest and crimnalisation of the poor.

2. However, there is a bright side to the picture. Increasing
know edge about other cultures and the problens of other
groups, as well as changes in organisational behaviour to be

described later, contributes to lowering thresholds and
increasing the capacity for intercultural dialogue wthin OECD
countries -- i.e. between different regions and social groups -

- and on a global |level, where such dialogue is beconming a
necessary and extrenely hel pful approach to solving political
and econom c problenms. In this perspective, regionalisation my
indeed be a threat to social cohesion, but at the sane time it
shows how t he probl em m ght be overcone.

3. In western Europe and the United States, regionalisation has
not been unl eashed by the end of Soviet totalitarianismand is
only partially associated with worldw de turbulence. In fact,
it is the obvious answer to a nunber of necessities and
desires, and is greatly facilitated by a nunber of new
possibilities.

Wth respect to the necessities, the transport- and energy-
intensive pattern of global and continental division of |abour
may not be sustainable in the long run or even economical in
the short run, if the real costs to society are taken into
account. Thus there will be a shift to nore regional and | ocal
circuits, eventually supported by drastically rising energy and
transport costs. At the same tinme, the increasing conplexity of
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problens and the speed of change will entail shifting decision
levels as far down as possible, in both politics and the
corporation. Gowing pressures towards flexibility in the
| abour narket are also better handled in regional and |ocal
f ranewor ks.

As for desires, increasing conplexity and the speed of change
in our perceived reality, rising consciousness of ecol ogical
problens and the change from purely quantitative notions of
econom ¢ success to nore quality orientations have shifted
i ndividual priorities: nore people prefer conditions where work
and private lives are closely linked in a social netwrk of
personal contacts, one close to their cultural roots, in
surroundi ngs they can influence, with good quality air, water,
| andscape and housi ng.

Wth the ubiquity of interactive conputer networks, the advent
of multinmedia units replacing the car as the key technol ogy
shaping structures and habits, and the new organisational
network pattern of small, decentralised, 1oosely coupled,
aut ononous units, people will have the possibility to organise
t hensel ves according to their needs and desires.

The coming years will alnbst certainly see the creation of what nmay be
called the "new polis", snmall, relatively autononobus conmunities
nmanaged in a denocratic way by their citizens, devel opi ng spontaneously
rather than through central planning. This may prove the ultimte
answer to problens of social cohesion: snmall comunities as |ocations
of small organisations working wthin international networks and
offering jobs very nuch tailor-made to people living in the
nei ghbour hood and devel oping, for their part, tailor-mde networks of
citizenship and social responsibility.

2.2 The flood of options

In nbst COECD countries, the average citizen has experienced an
expl osion of options during his or her lifetime. Since the Second Wrld
War, purchasing power has steadily increased -- as has |eisure tineg,
especially as a percentage of lifetinmne; Il evels of education,
professional qualifications and general information; and the choice of
goods and services, professional activities, holidays, papers, TV
pr ogr anmes, filme and other entertai nnent, etc. Mor eover, t he
general i sed acceptance of prescriptions for behaviour issued by
conventions, churches, teachers, etc. has collapsed under the nultitude
of possibilities at hand.

The speed of change has exploded as well. The very fact that we
assimlate a continuously growi ng number of units of information per
unit of time is perceived as accelerating change in external reality.
In addition, the exponential increase in our know edge base is
accelerating the obsolesence of existing know edge. Both factors,
together with the growing intensity of worldwide conpetition,
progressively raise the pressure to adapt our structures and behaviour
to quickening change, which in turn further quickens the change to
whi ch societies have to adapt.
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Mor eover, growi ng conplexity and the higher speed of change increase
synchronisation problens in society and organisations, thus reducing
our degrees of freedomin tinme and hence the nunber of options that can
be sel ected.

O course, information and conmunication technologies (IT) help in
coping with these problenms -- but only after having largely created
them since the explosion of options, particularly over the |ast
quarter-century, has been due essentially to the effects of IT on
| abour productivity and on nedia production. Additionally, in helping
people do nobre in less tine, and thereby inspiring them to put a
premum on tinme, |IT is further accelerating change and further
extending the dictatorship societies have accorded their tine
managenent systens.

Thus there can hardly be any doubt that the technical and economc
devel opment of this last half-century, which was thought to open an
avenue towards human enancipation by creating a greater degree of
i ndividual freedom in shaping one’s own |life, has created a problem
the flood of options has turned into an increasing conpulsion to
sel ect.

But is this problem endangering social cohesion in OECD countries, and
if so, how? The answer may be found in looking at the selection
strategies society enpl oys:

1. There is a pattern identified notably in fundamentalists. Their
poi nt of departure is an absolute, fixed inmage of reality and
set of values which serve as their perception filter. These are
not anenable to exanmi nation, since they are self-evident and
beyond doubt. Elements that do not fit are either warded off or
attributed to the "evil" world of the enemy. On the basis of
this definition, fundamentalism is not confined to religious
and fascist connotations, but includes nmany petty bourgeois,
technocrats, and political believers of various |eanings who
nay have developed their own fundamental i st sel ection
strategies. A broad assessnent of opinion polls and cluster
anal yses suggests that in npst OECD countries, as many as 20-30
per cent of the population fit this pattern. The strategy is
very efficient as a nmeans of orientation and of attaining
short-term security in a turbulent environnent. However, it
also creates increasing problens for the fundanentalists
thensel ves and the surroundi ng society.

Since the inflow of information is continuously rising and
changing, the shielding effort nust also be stepped up, thus
cutting the fundanmentalist off from a growing nunber of
potential realities which may be relevant. As a consequence,
fundanent al i st groups not only becone (by necessity)
increasingly radicalised and less and |ess capable of
comuni cating with their social environnment, but they also fail
to develop the qualifications needed to cope with changing life
conditions. This attitude is a danger to social cohesion, not
only because it leads to escalating conflicts with the outside

world -- including other fundanentalist groups -- but also
because the inability to cope produces unenploynment, poverty,
famly and health problens. Fundanentalists are easily
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mani pul at ed and seduced by demagogues, gurus, crimnal |eaders,
drug dealers, etc. Once their shield beconmes ineffective and
they discover they have been misled, the resultant instability
and frustration nmay create additional social tensions and
probl ens.

A totally di fferent sel ection strat egy is t hat of
individualism Individualists try to develop their nopdel of
reality, behaviour, values and priorities according to their
experience, in a lifelong dialogue with the outside world as
they perceive it. In N klas Luhmann’s sense of "neaning of
life" or "neaningful ness", they are "nmeaning-orientated"
(sinnorientiert): their criterion in selecting from severa

options is what corresponds best to their self-description

I ndi vi dual i sm according to this definition, is highly
efficient as a selection strategy that is well adapted to the
person and his or her environment in the short run; in using
incoming information to develop further the image of reality
and the notions of reasonable behaviour, values and priorities,
it is also sufficiently flexible to cope with a changi ng worl d.

I's individualism then, not a problem for social cohesion? Mny
conservative observers think it is; they are convinced that a
society without generally valid and accepted values and rules
will fragnent and cease to exist. Furthernore, they believe
that society needs sone kind of authority in order to preserve
and proliferate this set of values and rul es.

Wiile it is certainly very useful to have a generally accepted
set of values and rules as well as the appropriate institutions
to uphold and diffuse them -- such as, for instance, a |egal
system -- it can be fatal to a society or an organisation to
|l ose the capacity to adapt to a changing environnent. Yet if a
society were to try to adapt itself to an increasingly conplex
and qui ckly changing environment |argely by means of centrally

determined rules, it wuld soon suffocate from its own
conplexity. Thus, in order to be capable of acting while being
wel|l adapted to a conplex environnent, it is essential to

define only what has to be defined, and to do this at as low a
| evel as possible.

In individualism while each person remains well adapted to his
or her quickly changing environment and is hence able to cope
with it, this does not inply any lack of co-ordination

I ndividuals developing in simlar surroundings wll devel op
simlar inmages of reality and sets of rules. In the course of
cultural history, societies have devel oped |anguages and other
conventions that help them if not to understand each other

then at least to develop relatively efficient hypotheses about
what the others might have neant. In the course of biologica

evol ution, humankind has developed sone conmon ground of
under standi ng, organs of perception and instinct with their
triggering mnechanisns. Thus, there may not be a need for
addi tional central authorities inposing rules apart from those
general ly accept ed by t he i ndi vidual s concer ned. An
i ndividualist society may develop a highly flexible set of
rules, differentiated in the sense that at the nobst general
level there may be agreenent on rules |ike tolerance, enpathy



(c) OECD

etc., while a famly or a corporate division mght wi sh to be

much nore specific; and it will keep the process open in the
sense that any set of rules can be developed further in the
di al ogue between those concerned. In this sense, as wth

regi onal i sation, individualisation does not produce a problem
of cohesion; rather, it offers the solution in that it produces
the necessary degree of cohesion without endangering the basic
level of differentiation and flexibility required in a conplex
and dynami ¢ environnent.

There is a third selection strategy, the behaviour of
"connected nultimnds". At first one may doubt whether this
should be considered a selection strategy at all, since it
| ooks like a mixture of indifference and arbitrariness on the
one hand, and conpression of conplex events, lifestyles and
scenarios into bits and bytes of the shortest duration on the
other. Putting a whole biography into one videoclip, zapping
from one world to another in seconds, watching several novies
at the same tine, junping from Wall Street to Baghwan wi thout
the slightest hesitation -- everything seens to be of equal
validity and equal value (in German, gleich-gultig, gleich-
wertig) in its own context. This attitude seens to prevail
anmong those of the younger generation who do not belong to the
frustrated class that tends towards fundanmentalism

It is tenpting to say that the difficulty in finding an
orientation in the nmdst of the flood of options can be
overconme sinply by abandoning the idea of orientation and
letting oneself drift with the flood. However, this is |ooking
at a new attitude from the perspective of traditional
i ndividualism which itself asks for a clear and coherent set
of values and rules. In fact, this perspective is deternined by
an imge of man which begins to evaporate in the psychol ogy of
multimnd (Robert Ornstein, Kenneth J. Gergen). The Freudian
notion of an ego nore or less rationally controlling the
hi erarchy of needs and the exchange with one’ s environnent,
possi bly supervised by a superrational "self" (according to
Jung), is replaced by a dynamc network of minds with their own
triggers, modes of functioning, values and images of reality.
No one nmind dominates the gane; during the interactions of
different minds with each other and with the outside world, the
focus of attention noves fromone nind to another.

Qobviously, this inmage of the mnd resenbles a pattern already
encountered in relation to future organisations: the self-
devel oping network of interrelations between snall autononobus
units. Therefore, nmultimnds are particularly well adapted to a
conpl ex, rapid-change environnment. It could also be said that
they have overcone the limtations traditional individualism
i nposed on the use of brain potential by suppressing, as far as
possi ble, any notion that was inconpatible with traditional
rationality. Thus, they dispose of nmuch |larger perception
filters and provide nmuch quicker, nore inmmediate nodes of
informati on processing w thout overloading the system because
they concentrate on a limted sector of reality at any given
noment, and develop extrenmely high speeds in adapting to
fluctuations in the environnent.



Wth respect to social cohesion, the sanme principle that
applied to individualists applies here: connected nultimnds
are a tremendous problem in the eyes of those who believe that
in order to mmintain cohesion, there mnmust be a well-defined,
generally accepted set of values and rules. |If society is
considered as a self-organising network of interrelations anobng
largely autononous units, nultimnds are not a problem but a
sol ution.

4, O course, the ~categories nentioned so far are largely
simplified nmental nodels which, in this pure form are hardly
to be found in real society. It is inpossible to know the
percentage of individualists and multinminds in OECD countries,
since polls do not ask the question, and cluster anal yses show
precisely that: clusters of behaviour or attitudes. A fair
estimate would be that about 10 to 20 per cent of the urban
popul ation of Europe and North America roughly correspond to
one of these two nodels, and that individualists are nore
frequent anmong those over 40, whil e mul ti m nds are
predom nantly represented anobng those under 30. The rest are
just enulators, fluctuating sonewhere between several paths of
sel f-devel opnent. It may be said that the biggest danger wth
regard to social cohesion is that in their fluctuations they
may feel that they are losing their orientation or that they
are failing to cope wth professional requirenents, and
consequently drift towards fundanmental i sm

2.3 Denographic trends and the future of the famly

The two fundanmental denographic trends in CECD Menber countries are
wel | known: generally shrinking populations -- birthrates far below the
stabilization level of 2.1. -- and a rapidly rising percentage of ol der
people, partly a consequence of low birthrates and partly due to a
standard of living that enables nore people to grow old. A third wll
probably play an increasingly significant role in the future
i mm gration, especially from nonmenber countries, which even now is
partially offsetting the two indigenous trends.

Denographic trends are both cause and consequence of societal and
econom ¢ changes, and they have an inmportant bearing on social
cohesi on.

First of all, with regard to births, industrialising countries usually
go through a fundanental change from a "wasteful" to a "thrifty"
popul ation node (Mackenroth), i.e. from a conbination of high birth

rates and high nortality to one of low birth rates and low nortality

Apart from the nedical innovation factor, this is essentially due to
the fact that children, econonically speaking, turn from an asset into
a liability. Consequently, they conpete with "other" goods and services
that limted purchasing power can provide. In addition to accentuating
this conpetition, the flood of options has induced a grow ng nunber of
worren to join the workforce in order to enlarge their purchasing power
and take advantage of the increasing opportunities of professional and,
hence, personal fulfilnent offered by nodern civilisation. This is an
addi tional dimension of the conpetition between births and other
opportunities: it produces a fundanental conflict between raising
children and other activities in the fenale biography.
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There are many striking exanples of this type of interaction:

- the breakdown of birth rates in Catholic countries such as
Italy and, even nore so later on, Spain, once the practical
emanci pati on of wonmen had been set in notion by an increasing
| abour demand due to dynam c economni ¢ devel oprent;

- the truly dramatic "birth strike" in eastern Gernmany that set
in after 1990, once public services that had dealt quite
efficiently with the <conflict between nursing needs and
not her s’ pr of essi onal activities wer e abandoned, and
pr of essi onal perspectives becane increasingly sonbre;

- the Swedi sh case: the years since 1980 have seen clearly rising
birthrates, apparently because wonen feel that social systens
are coping sufficiently with the conflict between children and
pr of essi on.

At this point, it is already possible to identify one problem that
denographic trends pose for social cohesion. The fact that ever fewer
active people have to support nore and nore retired persons produces an
increasing strain on social systens and, hence, on solidarity between
age groups. Moreover, that phenonenon is only one of several factors;
the unenpl oyed, an increasing share of immgrants, and other groups are
adding to a rising share of the population being supported by a
shrinking mnority.

It is useful to recall why solidarity between the professionally active
mnority and the rest of the population has becone a problem of such
i mportance. Before the Industrial Revolution, the three-generation
famly had been the centre of subsistence in alnmost every respect.
Afterwards, it gradually lost this function and virtually vanished -- a
devel opment accelerated by the greater nmobility of the young and,
recently, even of older people. W leave our hones for the sake of
prof essional opportunities and, as senior citizens, for pleasanter
surroundings. Inmmigration is another dinmension of mobility. Both kinds
tend to disrupt the small fanmily and nei ghbourhood networks of mutual
solidarity, and hence increase the demands for anonynous public systens
to replace them Once these systens (unsatisfactory as they may be)
break down under stress, there is nothing left. In addition, the
notivation to prevent the systens from breaking down is fading away,
because the burden of the shrinking minority that supports them is
growi ng, and because increasingly that mnority fails to understand why
it should support people it hardly knows, nany of them coming from
other continents in order to participate in the country' s wealth.

It is clear that the process of social erosion (i.e. of traditional
famly ties) did not stop with the three-generation fanmly. Today, even
the "classic" two-generation famly consisting of the parents and their
one-to-three children is out. To take the exanple of Swtzerland,
already in 1980 singles represented 29 per cent of all households;
another 30 per cent were two-person households, many of which were

single mothers living with their child; 35 per cent of the Swss
popul ation lived in one- or two-person households, and in urban
aggl onerati ons the percentage was much higher. If the tine dinension is
added -- less and |less people living together are nmarried, and of the
marri ages one-third will end in divorce, the majority of these at the
request of the wonen -- then clearly it is no exaggeration to speak of
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an erosion of the fanily.

Behind that erosion lies a process of nmutual reinforcement wth
i ndividualisation. On the one hand, the flood of options and the
evaporation of fixed rules and life nopdels are renoving the pressure
towards marriage and staying together just by noral obligation. On the
ot her hand, the children that have been raised by their nother -- or,
in some cases, their father -- alone or living with several partners,
possibly with brothers and sisters fromdifferent parents, renoved from
the wider famly of aunts, uncles and cousins, are heavily programed
towards individualism and agai nst any stereotypes of famly or of nale
and fermale roles. They are often on their own and have to becone
"aut ononous" earlier, which may help to develop adult patterns but may
also create additional orientation troubles. At the same tine, the
matrinonial line is becomng nore inportant, as are "female patterns”
in attitudes, behaviour and val ues.

What are the problens that the erosion of traditional families creates
for social cohesion? The strain on the system caused by the changi ng
age structure has already been nentioned. Additional stress is produced
by the risk single parents face of slipping into the class of the new
poor. Even well educated nothers tend to be the first to be fired once
the nunber of jobs is reduced, because they are not -- or are thought
not to be -- able to invest all their energy in their jobs. 1In
addition, the percentage of single nmothers wth |ess-than-average
prof essional experience is particularly high due to the unsolved
conflict between child-raising and professional activities. Thus

unenpl oynent is particularly high in this group.

In addition, the nunber of households and of square netres per
i nhabitant has constantly risen during the past decades, due to the
proliferation of single and two-person households and the increase in
purchasing power. Especially in urban agglonmerations, this places a
continuous strain on the housing supply and causes apartnent prices to
skyrocket, even in lowprice neighbourhoods. This is affecting
precisely those young nmothers -- and parents -- who have to nobve to
urban centres in order to earn their living. It is only one of severa
exanpl es explaining why especially in the case of young urban nothers
and parents, the incone threshold that represents poverty is high and
still rising, and shows hardly any downward flexibility. Thus the
danger of sliding into poverty is becom ng nore w despread.

This kind of problem will become nore wi despread over the generations
since children of poor households wll, on average, receive |less
education, live in |ess prosperous neighbourhoods and sonetines get
i nvolved in networks of crime, drugs and prostitution. Later on, they
will tend to be unenployed because they lack qualifications, and
di sori ented because they |lack education. They risk becoming "atons" in
the lonely crowd who are particularly vulnerable to all kinds of

fundanent al i sm

Here again, however, the picture is not conpletely bleak. The new poor
will remain a mnority. It is already clear that the average |evel of
educati on and professional skill of women is rising. At the sane tine,
the trend towards nore flexible |labour arrangenents has been
accel erated by the recent recession, and will be supported further by
future organisation patterns, invidualisation of lifestyles and the
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increasing weight of fenale attitudes in organisations and private
life. In addition, the trends nentioned earlier that point toward the
"new polis" wll produce a wave of "teleworking", partly at honme and
partly in offices and factories close to hone.

In this context it is evident that the erosion of the traditional
famly is not necessarily leading to a fragnenting of society. On the
contrary, it is caused by and is leading to an individualisation of
famly life in general. There will be nore ways of living together --
several parents sharing the education of their children, working partly
at home, partly part-tine outside and partly not at all, developing
some snall enterprise together, co-operating in a neighbourhood
network, devel oping new social services, etc. In the framework of a
tailor-made constellation of famly, nei ghbour hood, friendship,
prof essional and public networks, services and systenms, an increasing
nunber of wonen will find the conbination suiting their capacities and
desires; as the Swedish exanple seens to indicate, this could even
stabilize population trends.

Thus, at the famly level, it is (again) not individualisation as such
that is the problem individualisation could in fact prove to be part
of the solution in the long run. The danger, once nore, is the w dening
gap between a mmjority which is able to cope, and an increasing
mnority which is not.

This leads us to a final word concerning immgrants, and especially
those who left their countries to escape political pressure or absolute
poverty, since the others, such as professionals nmigrating within the
OCECD region, do not, in general, pose a particular problem It is
obvi ous that the deprived immigrants add to the problens nentioned so
far. Their cultural and professional background often does not provide
themwith the kind of education and skills they would need to orientate
themselves in this new, conmplex and turbulent environment and find a
job, let alone develop a professional career. In addition, they are
usually either Kkept in ghettos wthout many opportunities to get
acquainted with their new environnent, or established in nei ghbourhoods
dom nated by the new poor, the unenployed, the disoriented, the |ower-
class fundanentalists -- i.e. by those who regard them as conpetitors
and enemes, who are open to racist and xenophobic tendencies and
wi t hout the kind of communicative conpetence necessary to engage in an
intercultural dialogue of nutual |earning. Mreover, very often the
imigrants have already delivered thenselves into the hands of
organised crine in order to reach their country of destination. As a
consequence of ongoing cultural, human and econom c deprivation, they
becone easy victins of further crimnal activity. There is reason to
believe that this trend, with its clear potential for disrupting social
cohesion, is only just beginning.

2.4 The twilight of the dinosaurs

As was pointed out earlier, the collapse of the Soviet Empire was only
the nost obvious failure of an organisational pattern that the Wst too

had foll owed, nanely of huge, centrally planned, hi er ar chi cal
mechanisms in public administrations, armes, churches and private
conpanies. Until recently, in fact, the internal workings of conpanies

bore no resenbl ance whatsoever to the "invisible hand" of the narket

(c) OECD



econony. This fact was not surprising since it was an immediate
consequence of the scientific paradigm 1i.e. the concept of reality
that had prevailed during several centuries of industrialisation: a
Newt onian world controlled by an independent and hence sovereign
Cartesian mind. As in science, this paradigm has been extrenely
successful as an organisational nodel in the Wstern econony. And, as
with every successful paradigm it has transcended its own lints and
becone the victim of its own success. There are several dinensions to
this in the present econom c situation:

a. Huge nechani sti c systens produce their own, partia
rationality: the econony has tended to "externalise" the costs
these systems inpose on their environment and on future
generations. Such externalities are not only ecological. The
nechanistic pattern also tends to repress the fact that the
human bei ngs who depend on it are not "sovereign" but, as Karl
Marx put it, "alienated". Since the very success of these
organi sation nmachines created a flood of options and, hence,
i ncreasi ngly independent individualists, they produced a type
of worker, consumer and citizen to whom the pattern was no
| onger acceptable. Legitimation becane a problem

The sane is true in politics: its partial rationality tends to
externalise those problens to which political institutions,
especially highly structured government organisations, are ill-
adapted. This is particularly the case with long-term probl ens

that override the conpetences of specific services. Since -- as
was denonstrated by Mancur O son in The Rise and Decline of
Nations -- there is a law of increasing specialisation in
politics and public administration, real problens are

increasingly ignored by the political structures, thus creating
a problemof legitimtion, of ungovernability and of anarchy.

Ext ernal i sati on of environmental costs and of problens to which

political structures are ill-adapted affects the fundamental
consensus necessary to preserve the "societal contract"”
(contrat social); in addition, the nounting burden of unsolved
problenms is a source of growing structural budgetary troubles
and social problens -- the resolution of which nmay increasingly

i nvol ve recourse to crimnal organisations and even terrorism
Furthernore, the scope for dealing with social conflicts nerely
by distributing growth is shrinking, |eaving every group to a
fierce defence of its vested interests.

b. A second dinension is that our highly structured organisation
machi nes, by virtue of their success, created the increasingly
conmpl ex environnent described above. Since, in order to keep in
contact with its environnent, an organisation nust develop the
same degree of conplexity, a complexity race enmerged which was
inevitably lost nost dramatically by the least efficient
organi sation, nanmely the Soviet Enpire. The centrally planned
economes of the Wst, the big corporations, were helped by
informati on technol ogy, and by the external narket; however, in
the end, they grew either too conplex to nmaintain their
capacity to decide and act, or they lost touch with their
environment -- or, nostly, both. Since this coincided wth
pratically all the other problenms nentioned in this paper, nany
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of these big corporations had to lay off tens of thousands of
enpl oyees, and this process is far from reaching its end. At
the same tinme, however, an appropriate counter-trend devel oped
from these difficulties, namely a new organisational pattern,
of which ABB is an exanple. This will be treated in nore detail
in Section IlI.

Mechani stic organisations call for precisely defined functions
and parts and, hence, precisely defined jobs; the nore precise
the definitions, however, the nore weasily people can be
substituted by machines or by other people. Since information
technology is doubling its perfornance every eighteen nonths

there is a continuing race between people and technol ogy -- one
increasingly lost by nore qualified people. They are squeezed
out of the labour narket, |eaving behind a rising percentage of
"nondescri babl e" j obs (entrepreneurial, creative

comuni cative, etc.) which are conplenentary to technol ogy and
hence not subject to the man-machine race. At the sane tine,
the shift nakes the organisation less and |ess nechanistic.
G obalisation conpounds this devel opnent, since well-defined
jobs are easily transferable to countries with lower salaries
(while largely autonatised plants, where a conplenentary
rel ation bet ween | abour and t echnol ogy prevails, are
increasingly "repatriated").

The overall result is that nore and nore people, and even
highly qualified people in well-defined jobs in OECD countries,
are laid off -- many of them permanently. They are ill-prepared

for those jobs which are in increasing denmand, because they
define thensel ves instead of being defined fromthe outside.

2.5 Summary and concl usion: the "two-thirds-society"”

In summarising the problens at hand, it is possible to say the
fol | owi ng:
a. Gobalisation -- by lowering the tolerance threshold wth
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respect to economic disparities, by facilitating the globa
nobility of capital, people, and even crime, by multiplying the
potential of regional conflicts, and by highlighting the limts
of global ecology -- creates a tendency to inport the North-
South conflict into the OECD countries (Tiernondialisation) and
to make it a negative-sum gane for them since they are
i mporting the problens while exporting the job opportunities.

This is aggravating the already existing gap within the CECD
between a shrinking mejority able to cope wth the new
challenges of individualisation in jobs, lifestyles and
comunities, and an increasing mnority lacking the skills and
conpetences to orientate themselves in the flood of options and
informati on, to assune nondescribable jobs, or to defend their
interests in a pluralist society. Apart from the obvious
downward nobility at the margins of the nmjority, there are
virtuous and vicious circles which ensure that the two groups
increasingly drift apart and close thenselves off, i.e
bui I di ng ghettos.
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The mpjority will tend to live in the countryside -- in the new

polis -- governing thenselves in snall towns and villages but
probably also in the privileged nei ghbourhoods and historical
centres of wurban aggl onerations. The poor mnority will have to

withdraw to the declining areas of urban centres with
deteriorating public services, where security and health are

i ncreasingly af fected by crine, street fighting and
deprivati on; hence, they will eventually be faced wth
di m ni shing average |ife expectancy. The only bridges between
the ghettos of the rich and those of the poor will be vice and

the servants, the latter being available at [ow prices.

One of the wvicious «circles relates to the increasing
i nadequaci es of social systens. They are under strain from the
sheer weight of these problens, which puts greater pressure on
the better-off to finance the poverty ghettos. Since the
better-off are convinced it is possible to neet the challenges
provi ded one is prepared to take one’'s life in hand, and since
they regard the poverty ghettos as a desperate world of people

wi t hout any hope or will to devel op thenselves, solidarity will
fade away. The circle thus forned involves problens and the
lack of funds available in quantitative terms; it will also be

i mpossible to invest in the qualitative restructuring of social
systens necessary to change them from desperate redistribution
nmachi nes to probl em sol ving servi ces.

Clearly, this developnent represents an increasing threat to
governability in OECD countries. National states are being
under m ned by gl obal i sati on, conti nent al bl ocks and
regi onal i sation; meanwhi | e, the better-off are governing
thensel ves in increasingly autononous communities, and the poor
are frequently under the threat of being governed by organised
crime. In order to save a vestige of legitimcy within the
framework of dimnishing financial neans, governnents wl]l
desperately try to regulate the growing problenms of internal
and external security and disorder -- thus adding regulation
conflicts to the increasing load of wunsolved problenms. This
could well set in nmotion another vicious spiral involving a
police state, political radicalisation and anarchy.

Behind every one of these problens stands the fact that the
patterns of everyday reality, problemsolving and organisation
that have been so successful during several centuries of
industrialisation have reached and transcended the limits of
their validity; the nore societies try to do nore of the sane,
the nmore self-evident this becomes. However, it is also true
that the main trends currently observed are thenselves already
producing new patterns which may point to new solutions: it
would seem that the better-off majority in OECD countries is
devel opi ng a new paradi gm that deserves close attention. On the

ot her side of the fence are those who are unable to cope -- not
only the poor, but also the traditional political, econom c and
cul tural | eaders who still consi der society and its

organi sations to be a mechanism over which it is essential to
have control. Fear of losing that control blinds them to the
fact that what they should (and ultimately will) lose is not



control but the illusion of control.

In conclusion, it could be said that Ralf Dahrendorf found an adequate
termto describe the problem when he identified a trend towards a "two-
thirds society”, a (shrinking) majority nore or less able to cope wth
and take advantage of future developnents, and a (growing) mnority
vegetating without nuch of a prospect. This neans facing a new kind of
class society, wth tw separate cultures increasingly closing
t hensel ves of f from each other.

The only positive features of this society may be that its pyramd is
upsi de-down, and that its better-off nmjority may develop patterns
whi ch could show, in the long run, a way out of the difficulties.

3. Reinventing social cohesion

In the process of identifying the trends that constitute threats to
social cohesion in OECD Menber countries, there energed glinpses of
built-in potential solutions; it is on these that the second part of
the paper will concentrate.

3.1 A new paradi gm

It has been shown that the traditional problemsolving pattern is no
| onger adequate to deal with the reality it has produced. No |onger can
the world, society and organisations be considered machi nes capable of
bei ng redesigned and restructured from the top down once they create
problens; no longer are well-defined problens handl ed by well-defined
sol utions decided by system heads and inplemented in a well-defined way
by a well-defined organisation, all the while supervised by well-
defined controlling nmechani sns.

If the traditional concepts are no |onger adequate, what is? Instead of
nmechani sns, the world, society and its organisations have to be
considered as living organisns that are developing in a continuous
exchange with their environment. This pattern reflects an ongoing
| earning process that gives deeper neaning to the banal w sdom that
life is learning. W will have to live as learning citizens in a
| ear ning society.

The typical organisational pattern formng in today's dynamc and
increasingly conplex world is one of snmall, self-developing units
| oosely linked in networks of dynamic interrelations. This pattern can
be seen developing in corporations like ABB, in the nmarketing and
| ogi stics networks created by numerous small family enterprises in the
Italian textile and |eather industry, and in the "new polis" -- but it
is also formng in the brains of the connected multimnds. It is the
way out of the dilemma between conplexity and the capacity to decide

and to act, the illness of late industrialisation’s dinosaurs. It
generalises a pattern which saved capitalism from the fate of
comuni sm  co-ordination by exchange of information instead of

decisions at the top, a nmethod denponstrated for many centuries by the
so-cal | ed mar ket mechani sm

Introducing this pattern into traditional organisation machines is not
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an easy task. It presupposes a fundanental change on the part of
deci sion-nmakers, in both politics and corporations. They need to becone
catalysts and partners in the dialogue that keeps self-organisation
noving -- and, as pointed out already, they need to lose the illusion
of being in control. For the labour force, consuners, and citizens, the
pattern inplies a new attitude of responsibility towards one’s own life
vis-a-vis the response one's own acts produce in one's environment.

A paradigm change is a consequence of the old paradi gm having reached
its limts. That paradigm nonetheless remains valid within its linmts,
rather |ike Newtonian physics. Thus, wherever there are big nunbers of
simlar, well-defined tasks and problems to be solved in advance
(either because they always occur in the sane way or because there will
not be enough time to find a solution once they occur), the mechanistic
organi sation pattern retains its superiority. However, the increasing
diversity and volatility of the environnent are reducing the nunber of
i nstances where this still applies, as is the diffusion of the new
pattern.

Thus, while it would be irrational to renounce the trenmendous
advantages of the traditional organisation pattern, the dynanmcs of the
future will develop from other sources. Those CECD countries quickest
to learn how to becone |earning societies and how to set in notion the
dynam cs of self-developnent will be the first to find nore adequate
econon ¢ devel opnent patterns and a new level of international
conpetitivity.

There are not nany concrete nmeasures that can be taken in order to
pronmote sel f-devel opment, because it results from a cultural process
rather than from a well-defined strategy. For this very reason, it is
important to point out the key role such dynamics can play in coping
with the problens affecting social cohesion in our societies, since
cultural processes are both a consequence and a cause of what people
say and of the ideas reflected in their acts.

3.2 Denocracy and subsidiarity

Anywhere citizens participate in shaping their environnent, there is an
obvi ous correlation between denocracy and subsidiarity -- the latter
referring to the principle that decisions should be taken at the | owest
possible level (in state and private organisations) and that public
authorities should assume only those tasks which cannot be perfornmed by
private organisations. As the decision-nmaking |evel lowers and nore is
left to unofficial bodies, the citizens concerned have nore of an
opportunity to participate.

As becanme clear in the discussion of new organisational patterns,
i ndi vidualisation and regionalisation, there is a powerful trend
towards geographical and functional decentralisation in public and
private institutions -- and consequently, a shifting of responsibility
and conpetences to snall teanms and comunities of people in personal
contact (even with respect to global virtual comunities). This trend
is supported by the diffusion of multinedia and interactive networks as
the key technol ogy co-shaping society.

The overall diagnosis so far seens to indicate that this trend should
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be supported wherever possible: strengthening regional and comunal
autonony and networking between regions and comunities, deregulation,
privatisation, public services financed by user charges rather than
taxation, shifting entrepreneurial autonony to small profit centres in
corporations, transformng staff services into small enterprises and
trade unions or i ndustri al associations into nmenber services,
establishing small office, production or sales teans close to their
hones and/or their «clients, <creating virtual organisations where
teleworking plays an increasing role -- these are all elements of
answers to the question of how to devel op new structures and processes
able to cope with the new dynam cs and conpl exity of our environnent.

The "new handicrafts" are a good illustration of specific patterns
particularly well adapted to future needs and possibilities. Handicraft
is the traditional way of developing a product (or a service) through
i ndi vidual dialogue with the client; new inplies fresh opportunities
for doing this with the help of nodern technol ogy, especially flexible
automation, CAD and interactive telecommunication. There is already a
progressive diffusion of this pattern in consuner (and particularly
i nvest ment) goods and servi ces.

The inplications are that small teans take care of small groups of
clients they often know personally; that there is no longer a
separation between sales and product devel opnent; that the inportance
of central or external services delivering those conplenents that are
not part of the core conpetences of the teamis rising; and that each
link in the value-adding chain will see dialogue shaping the tailor-
nmade quality of the next steps.

It is easy to inagine that in this pattern (which could be enployed in
public services as well), the degree of individual participation rises
in parallel with the ensuing degree of differentiation -- and that this
kind of activity is highly suitable for the majority of future OECD
countries, while the mnority would have to learn to cope with these
patterns, whether on the supply or demand side.

Finally, comng back to subsidiarity, it should not be forgotten that
the legitimcy problem of public authorities and its consequences are
partly due to the belief that the welfare state has the duty and the
neans to take care of all the problens that are caused by the |ack of
soci al cohesion, and that endanger that cohesion further. Redefining
what can and should be done by state authorities and what must be |eft
to the responsibility of the individual citizen, of small networks, of
NGOs and of the private econony can in itself be hel pful.

This is not to say that deregulation and decentralisation are

sufficient answers to all the legitimacy problems of political
institutions. Those institutions must be preserved, which is to say
kept from degenerating into sole defenders of small particular
interests seeking short-term equilibria in zero-sum ganes instead of
devel oping overall 1long-term concepts or visions around which they

could unite notivated citizens. The way to do that is not clear.
Perhaps the answer is to organi se denpcratic dial ogues about a range of
desirabl e future scenarios for nations, continents, or regions, or even
for a comunity. As long as the traditional political system does not
find a way, there should be no surprise that problens are taken care of
by other parts of society in a sonetinmes nore, sonetinmes |ess hel pful
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way.

3.3 Denmterialisation and the gl obal econony

Mass unenploynent in Menber countries has knocked concerns about world
ecol ogy and the ability to sustain economic growh fromthe top of the
agenda. However, unenploynment needs to return to the top position,
because it is crucial to social cohesion.

First, inasmuch as growth renmains a neans of creating jobs, it must be
sustainable -- otherwise, by definition, it will not last. Secondly,
because this inplies shifting priorities from |abour productivity to
natural resources productivity, essentially by changing price signals,
it could nmean nore jobs with less growh. Thirdly, since part of the
problem is inmporting global disparities, OECD countries have a vital
interest in enlarging the carrying capacity of the global ecology for
further economic developnent in the Third Wrld. Finally, it is in the
OCECD countries’ vital interest to nurture a form of devel opnment co-
operation that would help stop the waste of resources in devel oping
countries as well, and that aims at an international division of |abour
pernmitting Menber countries to concentrate on those jobs that, in the
framework of a gl obalised econony, can support their high salaries.

The good news in this context is that a nunber of trends described so
far already point in the direction of a progressive "dematerialisation"
of the econommy, in several respects; noreover, since long-term
interests and trends point the same way, it should be easy for themto
gain the support of politicians, trade unions and industrialists. At
the sane tine, however, defenders of the status quo stand united
agai nst dematerialisation. Therefore, it nmay be wuseful to search
actively for realistic visions which denpnstrate that there are ways
out of what now anpunt to zero-sum ganes.

Denmaterialisation neans, first of all, a quantum leap in the
productivity of natural resources and of routinised |abour through
information processing, i.e. the developnent of nore "intelligent”

materials, procedures, structures and products. Wiile this devel opnent
is already well wunder way, helped especially by today's infornmation,
materials and bioengi neering technol ogies, the necessary quantum |eap
is still far off -- especially in energy productivity -- since price
rel ations are nowhere near producing sufficient incentives to this end.

However, dematerialisation is probably only one necessary condition for
sustainability, but not in itself sufficient. There nust also be a
"cul turisation" of the econony:

a. Consumers, workers and citizens nust thenselves know what they
want instead of servicing an economy whose growth is the
principal aim |In today’'s Menber countries, for an increasing
part of the population, the quality of life is not enhanced
simply by being able to buy nore of the sane, but by devel oping
additional neans to shape one’s life and environnment according
to personal aspirations. The real questions are "how' and
"what" instead of "how nmuch" -- and these are cultural
questions, by definition. As a consequence, in goods and
services, variety and differentiation are no |onger sufficient
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or profitable. What are increasingly in demand are tail or-nmade
products, at |least partly developed in an individual dialogue
with the client. This is where the new handicraft cones into
the picture. Adding value is becomng less a result of
producing nore than of responding to specific needs and
desires. This new attitude is developing not only with respect
to products, but also in relation to working conditions. Wrk
must nmake sense, be neani ngful, contribute to personal
devel opment, be fun, produce worthwhile social contacts, etc.
In addition, the inpact of new technologies and investnment
projects on the social and natural environments has to be
positive for those participating and affected, if such
technologies and projects are not developed 1in ongoing
di al ogue, they are not acceptable and hence not capable of
sur vi vi ng.

The trend towards flexible, loosely knit networks of dynamc
rel ati ons bet ween smal |, sel f - devel opi ng units nmeans
"cultivating" work in the sense that the art of communicating,
of designing social networks, buildings, products and nmessages,
of innovating, of creating, of conceptualising -- all these are
becoming the core activity all along the value-adding chain.
This is especially true at the chain's end, where goods and
services increasingly help consumers shape and reinvent their
lives.

In this perspective, the <cultural sector -- traditionally
speaking, the arts, science, education -- becones a ngjor
growm h industry. Its products account for an increasing portion
of the consuner’s budget, and it produces the key production

neans of t he future: | anguages, medi a, know edge,
qualifications, lifestyles, design, means of interpreting and
eval uati ng t he cont enpor ary envi ronnent, under st andi ng

different cultures, etc.

The | ess mechani stic and nore sel f-organi sing our organisations
becone, the nore inportant their culture beconmes -- the word
here refers to a comopbn code which contains the self-
description of the organisation in the mnds of the people
concerned and which acts as the central instrunent of co-
ordi nati on. In order to remain attuned to a turbulent
environment, the culture of an organisation nust be the subject
of ongoi ng di al ogue in the network.

Gven the inportance of an international division of |abour
based on the conparative advantages (today one would say "core
conpetences") of different regions -- and given further that
the problem of underdevel opnent is, in nost cases, due not to
the lack of natural resources and capital but to political
constellations and advice that inpede validation of |ocal

natural and cultural resources -- intercultural dialogue wll
become the nmain instrunent of a rational division of |[abour,
permitting both sides, in a process of mutual I|earning and

project developnent, to discover and concentrate on their
particular strengths. This is true in North-South relations and
even nmore so in the East-Wst configuration, since eastern
Europe is in many respects a very highly devel oped area where



co-operation synergies can be trenendous provided they are not
stifled by protectionist atavism

Thus, the final point in this section on denmterialisation nust be to
underline free trade in goods and services: any protectionist or
autarkic reflex inpedes that concentration on core conpetences which is
at the root of an efficient -- i.e. increasingly resources-saving --
worl d econony, and also at the root of today' s powerful restructuring
novenent in private industry.

3.4 Rethinking science and educati on

The energing new pattern of society and the econony necessitates
fundanmental changes in science and, far nore inportantly, educational
policy. Astonishingly, although the new paradigm was first discovered
by scientists, the sciences have been nuch slower to adapt their
"culture" and organisation to that paradigm than the private econony.
Wthout going into detail, the mmin changes in science policy that are
overdue in the light of the trends and necessities described so far
are:

- to transcend t he conpartnentalisation of scientific
di sci pli nes;

- to devel op questions and answers in dialogue with the users, in
politics, the econony, the cultural sector and el sewhere;

- to give nore attention to social innovations, as conpared to
natural sciences and technol ogy, than in the past.

Educational reform is, however, nuch nore inportant to society than
scientific reform Looking at the changes analysed above, it is
probably the single nost inmportant field of action, since we are
entering the age of the lifelong | earning society.

In these circunstances, an education system should do the foll ow ng:

a. There needs to be a profound shift in the content of |earning -
- away from the know edge itens usually taught, to the general
capacity to learn, to a conbination of orientation know edge
and speci al knowl edge developed in individual proj ects,
together with personal and social conpetences, noncognitive
di nensi ons of |earning, and | earning by doing.

b. This profoundly reshaped |earning package should, in principle,
be available to everyone, since the only way out of the two-
thirds-society is a population able to cope wth an
i ncreasingly conplex and dynam c environment. This neans that a
special effort will be necessary in the poor neighbourhoods and
with respect to those with |ow educational |evels and those
from distant cultures. Experiments with interactive nmedia have
proved that it is possible to notivate young people practically
wi t hout any school education to engage in |learning projects and
a self-developing process that can help nmake them nore
emanci pated citizens. Unenpl oyed people can also benefit from
such efforts. There is a need to develop practical, project-
orientated and entertaining | earning schenes.
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c. Learning -- in every respect -- is becoming a lifelong process,
and it has to be organised as such. Exams and initial
professional training are beconming, at best, sem-finished
products. The famliar progression of |earning-professional
life-retirement is becoming a thing of the past. The lifelong
| earning process will have to continue into old age, and will
deal equally wth personal developnent, professional skills,
soci al conpetence and | ei sure.

d. Learning will not be limted to teaching situations. Self-
teaching with the help of different know edge sources and
nmedi a, TV schools and universities, consulting and counselling,

learning in project t eans, etc. will conpl enent nor e
traditional schemes, and learning will go hand in hand wth
pl easure, ent ert ai nnent , living experience and even --
literally as well as figuratively -- the realisation of one's

own Vi si ons.

e. This multitude of fornms and contexts calls for a multitude of
institutions: state and private schools, wuniversities, nedia,
consulting businesses, per sonal devel opnent and project
nmanagers, etc. wll need to be conbined, in a framework of
transparency and conpetition.

It is probably unrealistic to inmagine that the |leap towards a | earning
society could be initiated on the basis of one courageous decision by

m ni sters of education acting in unison. However, it wll be inportant
t hat a whole networking fabric of politicians, managers and
professionals in education develop this kind of awareness through
experi nmenting, observi ng, exchangi ng experiences and shari ng
i nnovations, systens and skills in order to make -- if not leaps --

then at |east noves in the right direction.

3.5 How to make the | abour market work

The core problem with respect to the two-thirds-society is to avoid
lasting unenployment and narginalisation of the unenployed and
unenpl oyable. The attenpt to do so by an overall reduction of |abour
costs is socially and economically irrational; there are many cases
where those costs are nmerited and sustainable in a conpetitive world
market, and the seemingly contradictory struggles to earn higher
salaries and to finance nore effective social systens are in fact an
i mportant source of innovation and hence of achieving better use of
scarce resources.

The real difficulty in tackling the problemis the rigid supply pattern
produced by laws and collective bargaining, which stuffs salary
structures, working hours and other conditions into a tight corset; the
results are rarely those of a healthily functioni ng market.

The historical reasons for this have increasingly |lost their rel evance:
- In today’'s organisations, a rising percentage of enployees are
capabl e of knowi ng what they want and what their opportunities

are, and of negotiating on a level equal with that of their
enpl oyers.
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- Both sides have a growing interest in negotiating highly
i ndividualised agreements as to where to work (at hone, in
decentralised offices, at the headquarters, on the road), when
to work (hours a week or a day, in what rhythm with respect to
peak hours of sales or nachine capacity wutilisation, what
season, what tine in life), and under what kind of contract

(pay per hour, lunmp sum percentage of profits, as a
subcontrator, etc.).
- Those who still need the protection of trade unions are in fact

nostly people with inadequate education and skills, and thus
constitute the mpjority of the unenployed. Hence, they are not
only not protected, but kept out of the market by the salaries
and other rules protecting those workers who "possess" a job
and keep the threshold high for others trying to enter the
mar ket .

- The same is true for nany established rules, including those
purportedly protecting fenmal e workers.

It is an acknow edged principle, developed in the discussion about
ecol ogy, that markets only operate in the general interest if, anobng
other things, the actors are obliged to assune the consequences of
their acts. Currently, trade unions heavily influence the |abour supply
structure, while the results are borne by conpanies and the |abour
force.

Thus, a profound review of the function of trade unions would seem
appropriate. The result could be that they act as service organisations
hel ping their nmenbers to develop the skills and know how they need as
equal partners in the negotiation with enployers, and watching that new
fornms of abuse of their "clients" by enployers, which could well
develop in a framework of "new flexibility", are avoided -- by law, if
necessary. They could equally play an inmportant role in the devel opnent
of new networks enabling the Ilabour force to acquire adequate
professional skills during lifelong learning as well as during the
adj ustnment process, one in which virtually everyone wll increasingly
be invol ved.

The building of a highly differentiated, flexible network of Iifelong
devel opnent is, of course, a central pillar in such a strategy |eading
towards an ideally functioning | abour market.

Even if doubts remain over its political feasibility, this strategy nay
be approached step by step once the vision is established. One
extrenely inportant conbined step would be to restrict collective
bargaining to jobs not vyet fully individualised; to differentiate
agreenents according to |abour productivity in individual industries
or, preferably, enterprises; and to limt those agreenents to questions
regarding the share of the productivity gains that should (after naking
al l owances for changes in the terms of trade) be attributed to the
enpl oyees, leaving to individual negotiations the form such gains
shoul d take (pay, reduced working hours, capital shares, etc.).

Elimnating rigidities on the supply side will necessitate not only a
change in the role of trade unions, but also a review of the |egal
framework. Restrictions of all kinds, especially on working hours,
holidays, etc. wll need to be re-examned; only those genuinely
necessary for health and security reasons shoul d be retained.
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Certainly, there are rigidities on the demand side as well. However,
with the exception of public admnistrations and legally protected
professions -- areas which should be radically reviewed for their
flexibility potential -- these reside mainly in a certain |aziness or
lack of inmagination on the part of enployers. Here, the nmmin action
woul d be an overall strategy of radical deregulation and elinnation of

all inpedinments to conpetition, a necessary conplement of flexible
| abour narkets. Conpetition wll also increasingly elimnate those
enmpl oyers still living in a world without contenporary administration

software and claimng that flexible working conditions are sinply too
conplicated to nmanage

A strategy of deregulation and arranging greater flexibility alone
would, in fact, elimnate some of the problens of social cohesion
identified above. It nmust be stressed that with regard to socia
cohesion, the effects of inproving market efficiency are not negative
but positive, since such inprovenent:

1. increases overall productivity and purchasing power;
2. opens a broader range of opportunities, even for less-qualified
peopl €;

3. elimnates protectionist thresholds to narket entry.

This is particularly true if the strategy is conbined with educationa
reform that allows increasing nunbers of people to enter the | abour
mar ket as aut onomous suppli ers.

There is no claimthat the actions discussed so far would elimnate al
ki nds of social disruption. If, in addition, there is no reason to
believe there wll be a huge, OECD-wi de nmovenent towards the new
frontiers of a comng cultural age, it nust be concluded that the two-
thirds-society will be around for decades to cone. Adequate forms of
social solidarity will therefore be needed. The welfare state is here
to stay, but profound reshaping is called for if it is to tackle the
probl ems at hand.

3.6 Perspectives for the marginalised
How shoul d social security and service systens be organi sed in order:

1. to permt a decent life for those ill-equipped to cope with the
probl ens of our conplex civilisation

2. to do the utnbst to integrate or reintegrate the highest
possi bl e nunber of people in difficulty;

3. not tointerfere with the functioning of the |abour nmarket;

4. to support the aimof maximum flexibility in everyone' s options
to shape his or her life?

The answer has to be sought in a conbination of features

1. It is necessary to elimnate the digitalisation of our social
systenms, i.e. the fact that one is either active or not
(unenpl oyed, retired, handi capped, etc.) -- at | east
officially.

2. Everyone should be entitled to mninmal support that guarantees
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basi c subsi stence while not elimnating the notivation to work.
Integration is not just a question of financial support but
al so one of social and educational services.

Transfer paynents for social reasons should be separated from
i nsurance and pension schenes for the better-off.

The consequences are self-evident:

1.

There must be a basic network of financial social security,
following MIlton Friedman’s concept of negative inconme tax. At
zero incone, people would get a mninmm | evel of support which
woul d be reduced progressively in accordance with earnings,
reaching zero at a low but decent inconme |evel, and be financed
by the progressive positive taxes to be payed from there on.

This schene should, in principle, replace all other social
security paynments. It would elinmnate the digitalisation
nenti oned above, maintain the inpetus to earn nore, and support
the flexibility of working arrangenents throughout life. It

woul d be especially worthwhile for nothers or fathers assum ng
prof essional and parental responsibilities at the sane tinme. O
course, replacing existing systems with this scheme wll be
extrenely difficult. However, it could be done gradually;
establishing a nmix between unenpl oyment benefits and part-tine
salaries could be a first step.

The demand for social security paynents to nmaintain the
standard of living a person has reached in the course of his or
her biography should be satisfied by additional insurance
schenes financed by those taking advantage of them either
individually or collectively, this could be organised on a
private and conpetitive basis.

The financial schenes nust be conbined with social services
hel ping the needy and the unenployed to cope with their daily
lives, to reshape their qualifications and, if possible, to
ook for a job, even if this amunts to occasional part-tine
work. It could be useful to create a financial incentive to
participate in reorientation schenes, i ke t he
Beschéafti gungsgesel | schaften in Germany. These reintegration
services should be developed wth the best knowhow and
i magi nation available in order to maintain high Ilevels of
notivati on.

Since there will be tremendous demand for all Kkinds of social
services, governments night think of introducing a general
public service duty during periods of unenpl oynent.

3.7 Technol ogy hel ps

Technology is a core factor in all the social innovations mentioned in
thi s paper:
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Interactive telecommunication networks and nmultinedia are a
condition for new, decentralised and flexible organisation
patterns in the econony, in politics, in culture and in
housi ng.

The conbination of interactive teleconmunication, CAD and
flexible automation is a central pillar in the new tail or-made
shapi ng of products, services and worki ng conditions.



- I nformati on, bioengineering, materials and process optimsation
technol ogies are essential to the nore "intelligent" and hence
dematerialising materials, structures, processes and products
of the econony.

- Accumul ating the results of these applications and del egating
the routine to automati on enables OECD countries to concentrate
on their core conpetences and to preserve, if not increase,
their standard of living in global conpetition.

VWhat, then, is the role of governnment in technology? In line with the
principle of subsidiarity, on a European if not global level, it should
be:

- to devel op a vision of future technol ogical infrastructures;

- accordingly, to serve as catalyst in developing the necessary
gl obal standards (for exanple, HDTV);

- to realise a basic communication highway, which is to say a

global integrated services digital network (I1SDN), wthout
interfering in |ocal and conpany extensions;
- to develop, in the dialogue with suppliers and users, the

necessary standards and rules for  horizontal val ue-added
servi ces, possibly even on a user-pays basis;

- to pronote, in the framework of nm xed private-public
organi sations and especially on a local level, experinents and
pilot projects leading to technology applications which may
prove to be socially useful w thout being profitable, at |east
in the short run;

- to ensure that the transition fromthe information age to the
cultural age and the realm of public services undergoing that
transition wll indeed be governed by the principles of
subsidiarity, the free market and personal autonony, and that
apart fromthe case of public services, conpetition will not be
overruled by private or public nonopolies.

3.8 Sunmmary and concl usi on: redefining governnent

A recurring theme throughout this paper is that governnent does not
play the central role either in creating problems or in solving them
nevertheless, it is an inportant actor whose task in dealing with them
may be sunmarised as foll ows.

One difficulty is the increasing discrepancy between the alleged and
actual problemsolving capacity of governnents. The answer is a
reconceptual i sation of governnental tasks, from the perspective of
subsidiarity: what are the essential duties of governnent and what nmay
constitute addi ti onal core conpet ences justifying addi ti onal
activities?

This kind of reconceptualisation must include subsidiarity in the
geogr aphical sense as well. Wile many problens call for a shift of co-
operation or even state sovereignty to continental and global |evels,
an increasing nunber of them could be dealt with nore efficiently and
denocratically on a regional or local |evel.

Reconceptual i sation of governnment has an imediate bearing on social
cohesion since, as has been shown, the main factor behind social
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di sruption is the inability (of individuals as well as private and
public organisations) to cope with accelerating change and diversity.
Deregul ation and flexibilisation are Kkey notions here. However,
organi sation of government itself along the energing patterns, and of
new nodes of participatory decision-making, are also part of the
redefini ng process.

More concretely, there are a range of governnent activities that would
help to overcone the otherw se inevitable devel opnent of a two-thirds-
society, the nost inportant of which are profound educational reform
and a rethinking of the welfare state.

The whol e set of governnent actions proposed throughout this paper nust
be viewed against a reality in which the nore governnment legitinacy is
questioned, the nore the united status-quo defenders |ock thenselves in
their fortress -- still solidly built from the bricks of small
particular interests -- and defy the rising flood of diversity. Thus,
the main task may be to unite those forces (both inside and outside
governnent) that consider turbulence and energing new patterns of
behavi our and organisation as an opportunity rather than as a threat,
and form a broad-based denocratic dialogue with the aim of devel oping
new vi sions and concepts of "Western" society following the fall of the
Soviet Empire -- an event which left us with the illusion that we would
not be forced to rethink our society.
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