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This ILO Sector has the responsbility for asssting and advising ILO constituents
in analysing nationa and globa employment and labour market developments in
order to elaborate and negotiate policies and programmes for employment
promotion and human resources development. The Employment Sector
encourages them to invest more in training and human resources devel opment for
enhanced employability; to implement specid employment promotion
programmes in Stuations of high unemployment, particularly in the ontext of
different types of crisis; to promote the creation of quality jobs in enterprises,
upgrade the informal sector and promote gender promotion in employment.



Preface

This paper is part of a series of papers that have been prepared for the research
programme AAdjustment of labour markets to business cycle and structural change: labour
market flexibility, security and labour market policies) by the labour market policy team (LMPT)
of the ILO=s Employment Strategy department.

Labour market policies have many functions: one of their main functions is to contribute
to the smooth matching of supply and demand. It deals with supply side problems, such as skills
mismatches, as well as temporary demand inadequacies dealt with through job creation schemes.
More generdly, it should contribute to the functioning of the labour market by providing firms
with adjustment possibilities whilst providing income and employability security to individuals.

The present paper discusses a framework for labour market policies to permit such
adjustment in security. It presents a concept for a fictitious computer programme which provides
those who have to deal with large scale redundancies with a whole array of possible labour
market measures which limit their impact on the workers concerned.

Whilst the computer programme is fictitious, the labour market programmes which are
presented and discussed are real: they have been tested in many developed countries and have
also been used in trangition countries. For the purpose of this paper, the whole array of existing
measures for prevention of lay-offs, and for internal and externa workforce adjustments are
briefly discussed. Whilst such an extensive range of measures does not exist in any individua
country, a sort of ideal-type of adjustment framework emerges, if we add up al the different
measures which exist in different devel oped countries.

As ingtitutional contexts differ between countries, it seems difficult to imagine that a
particular country could apply al of the measures in a comprehensive adjustment oriented
framework. However, the paper might give useful hints to personnel managers and union
representatives concerning the way in which redundancies could be handled, irrespective of the
ingtitutional context in which their firm is placed.

It illustrates also the concrete measures that can be used to implement ILO Convention
158 and Recommendation 166 on termination of employment.

Rashid Amjad
Director ai.
Employment Strategy Department
Employment Sector
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1. Introduction

As a response to business cycle and structura change, companies restructure and such
restructuring usudly has negative effects on employment. Business-cycle downturns are of a
temporary nature but of unpredictable length, so there are chances of return to the status ex-ante.
Structurd change affects the labour market permanently. Change might be of a continuous nature
(e.0. the forces of globdization, congtant technological and organizational change) or come as a
sudden externd shock (financid crids, collgpse of markets, war, or atechnologicd “revolution” in
processes or products). However, thereis no certainty of such areturn; even business cyclesmight
affect jobs permanently. In addition, it is hard to disentangle the effects of business-cycle downturns
and dtructura change, asthe former may trigger the later.

Therearebascdly three sets of strategiesto cope with the changes affecting |labour markets.
A first sep is to prevent negative effects for the labour force, a second is to adjust the workforce
interndly and the third sep isto adjudt it externdly. Whilein the redity of workforce adjusment all
threefactorsare usad smultaneoudy, dbeit in different doses, one should distinguish them andlytically
in order to have a clear picture of the different measures that should be taken. Prevention, interna
and externa adjustments are usudly used in a sort of hierarchica order: prevention should come
before “cure’, and internal solutions should come before externd ones.

The causes of worker displacement are al soimportant in regard to the responses adopted to
counter its adverse effects. If workers are displaced because of a business-cycle downturn, the
duration of displacement isimportant: if workers are reabsorbed quickly once the recovery comes
then alink with their employer should be maintained during their temporary displacement. Severd
inditutiona features of employment sysemswill then comeinto play: lay-off systems and/or short-
termworking provisions or counter-cyclica training measures. They can contributeto keeping | abour
available for a new take-off of economic activity. Not having labour available when the economy
entersinto an upturn might have severe consequences, migudgements on the natureand tempordity
of the crigswill therefore affect economic efficiency quite drametically.

I 1abour is digplaced permanently as aconsequence of structura change, then another series
of messures is required. While it might be advisable not to bresk the employment link with the
company or public adminigration immediately and to usethe organizationd and financid capacitiesof
the firms and adminigrations (and even measures such as short-time work and training) for
outplacement activities, the main destination of redundant labour is the externa labour market.
Therefore the measures needed to accompany structura change should target placement on externa
labour markets.

Thefollowing linesded mainly with those workers displaced by structural change, assuming
that jobs have disgppeared permanently and that those displaced haveto find jobs elsewherein the
economy. Again, “devising appropriate responses ... to large- scaleworker diplacement dependsnot
only on the nature of the criss but aso on countries regulatory, legidative and judicid framework
and the nature of management-Iabour relationships’ (Evans-Klock et al., 1999, Foreword).



2. Institutional background of worker displacement

Put in a smplified picture, companies (and public adminigtration as an employer) make
people redundant on various grounds (globdization, etc.) and the ingtitutions in which they are
imbedded are crucid to the waysin which such redundancies are handled. While we are aware that
thereisno such amplicity in theredity of economic life, wewill kegp theargument hereinitssmplest
form® in order to make our point clear.

What follows should be seen asa sort of checklist or manua on measuresto be taken when
the need for redundanciesemerges. Inaway it islikethe menu list onyour computer, which tellsyou
what to do in order to implement an action. “Redundancies’ isthe name of the programme and once
you open it you will find the items “prevention”, “internd adjusments’ and “externd adjusments’.
Click ontheseand you will find an array of measuresto betaken in each of the broader categories. If
you click on the * specific measures’ icon you will then find a generd description of the measuresto
be taken. However, the icon for “implementation of measures’ isnot available, becausethisisyour
task.

As dated above, the ingtitutiond context (country, region) in which you are placed is
important, because it decidesthe availability of measures. For example, you will most probably only
choose early retirement or any other adjusment measure to dleviate the socid impact of
redundancies, if such measures are part of the company culture or if public sysems of early
retirement exist.

Thereforethe proposed “manua” isat the sametimeamplistic and idedligtic asit sartsfrom
the assumptionsthat al possble measures are available, while we know that redity isbounded and
that many countries lack such measures. However, the demongtrations of what could be done —
based on strategies and measures available in a fully functioning labour market of indudridized
countries — might aso be an incentive for ingtitution-building. Besdesthe“idedistic” presentation of
measures, wewill dso provideinformation on possible negative effects based on eva uation research.
This exercise is based on former ILO and non-ILO research on redundancies and adjustment
measures in an internationa perspective, to which the author has dso contributed (Evans-Klock,
Kely, Richards, Vargha, 1999; Modey, 1994; Bosch, 1990; Auer, 1991; Auer and Speckesser,
1998).

Wedtart by placing oursavesin the perspective of ahuman resource manager of acompany,
or a public adminigration, with knowledge on the availability of public programmes which can
accompany workforce adjustment. Proceeding in this manner puts us in the ream of the bigger
companies and mass redundancies. In smal firms, redundancy procedures and measuresare usudly
different, but there is no reason smdler firms might not also use some of the measures proposed.

Yin economics, in thefinal analysis, everything islinked with everything. Especially nowadaysinthe
supply side approach, thereis a suspicion that “vicious circles” exist, in which the remedy is the cause of the
sickness. Consider accompanying measures such as early retirement: while they fulfil their task in providing
flexibility for firms and administrations and (income) security for those made redundant, they imply heavy costs
for social security administrations. Public finance requirements might therefore crowd out the private initiative
leading to job creation. And, because of such expensive measures, non-wage labour costs have to be high or
even increased, which again impacts negatively on employment. Thus, at the end of the day the remedy
(accompanying measures) might be the reason for the sickness called redundancy. However, such reasoning,
which links the micro and macro dimensions of workforce adjustment, is not at the core of this article, which
stresses the micro side of adjustment. While this article does not concur with such arguments, they should be
borne in mind (see Conclusions).



However, aso trade union representatives need to know about these measuresin order to
giving advice to their members. In generd, workforce redundancies are an important area for the
socid dialogue. For example, the European Commission hasjust announced apackageto reducethe
socid impact of mgor job cuts. As this corresponds quite narrowly with the argument developed
here, we have put the Commisson proposal in the Annex of this paper.

Wedo not ded herewith thelega and conventiona side of redundancies. Someinformation
iscontained in Evans-Klock, et d. (1999) and amagor ILO publication dedswith thistopic in depth
(“Termination of Employment Digest”, ILO, 2000).

The procedures necessitated by redundancy, such as the delays observed for motification to
individuas and authorities, the amounts of severance to be paid according to years of service etc.,
which vary across countries, are presumed to be known and followed accordingly.

Employment protection regulation, however, has severd implicationsfor redundancy policies
Research has found that countries with rather grict dismissa regulation also have highly developed
accompanying measures. In part this coincideswith theimportance of Asocid plansi which prescribe
measuresto betaken in case of massdismissa. Thereaso seemstobe sometrade-off betweenthe
regtrictions on workforce flexibility (free hire and fire) and these measures: they provide for the
adjusment flexibility that firms might otherwise lack (Auer and Speckesser, 1998; Modley, 1994,
Bertola, Boeri and Cazes, 2000/1). But other trade- offsare possible. For example, easy accessto
and high “generogty” of unemployment benefits might under certain circumstances be seen as a
trade-off with loose dismissal protection. Inthissort of trade- off, low employment protection a the
company level seemsto accompany high flexibility, owing to asirongly developed protection at the
societal level. (Buti, Pench, Sestito, 1998; Auer, 2000).

3. Prevention, internal and external adjustment to structural change

What if your workforce is threstened with redundancy?

Managers of private firms and public adminigtrations have some choice when faced with
redundancies. A first choice should aready have been made, before redundanciesoccur: thechoice
for prevention. But even when redundancies have to occur, various options remain.

Obvioudy, product cyclescan be atered in order to maintain the workforce. Production on
stock, production of aternative/additional goods and servicesare dso apossbility. For example, in
the 19770s in Sweden, subsidies for stockpiling and government orders were used to prevent or
retard redundancies and, in Audtrig, the then large nationalized sector served as an employment
buffer. However, in times of privatizaion (lean government and tight budgets as well as lean
production which requires no or low stocks), these practices go out of fashion.

The question of employment service involvement in redundancy management, which might
influence the choices available, can be crucid for firmsand workers, in order to haveinformation on
accompanying messures and to proceed with socidly cushioned dismissals. Public/private
interactions of thissort are criticd for dlowing effective and equitable management of redundancies.

Here we concentrate not on the production process side of redundancy or employment
savice involvement, but on labour market policy and the traning implications of worker
displacement. The main focus is on redundancies and accompanying policiesin the larger private
sector companies. Both smdl firms and the public sector have other options.



4. Prevention of lay-offs

Returning to our computer programme anaogy, if you click on the “prevention” button of your
redundancy programme, the following menu items will gppear on your imaginary screen:

Advance warning

Training and human resource deve opment
Employability

Work-organization changes

Preventive workforce management

If you click on internd adjustment, the following menu gppears.

Traning

Leave schemes
Working-time changes
Work organization changes
Short-time work

(Temporary lay-offs)
And if you click on externad adjustment, what appearsis.

Attrition

Dismissa

Redundancy payments

- voluntary

- involuntary

Converson training
Temporary wage-cost subsidies
Mokility aids

Enterprise creation
Intermediary organizations
Repatriation grants

We now describe the above optionsin order to give acomprehensive picture of the choices
avaladle.

5. Prevention is better than cure

Whilethisiseadly sad, it ismore difficult to do. Prevention requiresthe capacity to actively
manageinternd |abour marketsand agood predictability base, at least for the more continuousforms
of structura change (such astechnologica change and the impact of globalization). Sudden shocks
are more unpredictable and therefore less easy to handle with personal management tolls. Even so,
preparation (e.g. Smulation of possble event scenarios and management reactions) reduces
uncertainty and offers better possibilities when the event actudly occurs.



Preventionisstrongly linked to reducing the uncertaintieswhich generateinsecurity. Possble
preventive actionsinclude:

6. Install advance warning systems

Prospect your markets regularly, observe your competitors, and anticipate the impact of
regulations on employment. We are referring here to legaly enforced or collectively bargained
advance natification procedures, which act on an incentive for company action. However, the
methods proposed here go further than what islegdly required. They represent afirg-line preventive
action for companies and should be an ongoing exercise in preventive interna labour market
management (seebdow). If mgor changes are expected, such advance warning systems shouldaso
be capable of analysing possible impacts and designing appropriate response options.

7. Anticipate changesin technology and work organization and
invest in human resour ces and training

While no 100% guarantee againgt redundancies, this measure helps to create a more
functiondly flexible workforce. A multi-skilled workforce responds better to changesin production
and is easer to trander interndly. The provison of flexible skills introduces more employment
gability than a narrow focus on specidized skills. Thelatter might well disappear or obsolesce with
the production/service it was able to produce and provide. The same holds true for work
organization: if necessary, awork organization based on flexible teams might more easily be changed
than atraditiond, hierarchically organized workforce,

Employability isaprominent topic today and abeit a somewhat vaguely defined concept, it
has entered the realm of policy (for example, through the Guidelines of the European Employment
Strategy). The bascideaisthat individuas should enjoy employability throughout their working life.
Inthat light, it might also be seen asasort of generd prevention tool: by investing in employability the
workforce will be able to carry out their jobs effectively, while a the same time acquiring skillsto
empower thar mohility. Thisimplies that their training is a the same time specific and generd. In
human capita theory, companies usudly see no incentiveto invest in generd training, a public good
for which training grants are often available.

But why should firms not invest in such generd training, which permits the individuas to
move on in the labour market? One reason is that well-trained individuas are a genera asset for
firmsand that generd skillsare said to beimportant for firm productivity, for example, in knowledge-
intengve sectors. In the case of shocksthat necessitate redundancies, voluntary quitson the basis of
employability might beauseful instrument to manage redundanciesin an effective and equitable way
(seeAttrition below). Thegansof aninvestment in employability within apreventive interna labour
market strategy might only be redlized later.

Thisdl adds up to what some big French companies have called “ Gestion Prévisonndle de
l-Emploi”. Such firms have designed packages which include the forecagting (previson) of training
needs, the setting up of training courses to matching needs and, also, possibilities of “ outplacement”
for redundant labour. Some of these firms have aso established cooperation with the employment
Services.

Although preventive workforce management will not in itsdf prevent redundancies, it can
introduce more certainty in internd labour markets and cushion the impact for companies and their
workforce. It dso makes (human resource) managers aware that companies are embedded in an



indtitutiona context and inducesthem to take advantage of public policy measureswhich helpthemin
managing their internd labour markets. Such measures are available for internd and externd
adjustment of the workforce to structura change.

8. Internal adjustment

The menu

Traning

Leave schemes
Working-time changes
Work organization changes
Short-time work

Temporary lay-offs

Sk wdhPE

Training as amethod of interna adjustment

We do not mean the regular training activities that companies provide for their workers as
part of the ongoing production process. Here we refer only to training that is expresdy linked to
periods of workforce redundancies. Thiskind of training istriggered off when redundanciesloom. It
might be financed only by firms but usualy there is some kind of public/privete financing mix.

Training is used as the “active functiond equivalent’ of  “passve’ measures such as
temporary lay-offs or short-time work.

The generd ideaiisto invest in the skill of your workforce during idle periods when they do
not need to be taken out of productive work. Once things return to normd, the kills of the
workforce are enhanced, broadened or updated and the workforce hasbecomemore productive. In
OECD countries, public programmes for supporting such redundancy-avoiding training exigt in
Denmark, Germany and Sweden, for example. The scarce evauation of programmesindicatesthat
thiskind of training has been beneficia for the workforce, but results are affected by the degree of
uncertainty surrounding even business-cycle downturns.(See aso below, the specia case of short-
timework and training).

2 When the functions of two or more policiesfulfil the same goal, they are functionally equivalent. In our
example, both short-time work and training fulfil the same goal of preventing dismissals. However, training isan
“active’ equivalent, because besidesfulfilling its preventative goal it also enhances the skills of the individual,
while short-time work is only passively providing income replacement for the hours not worked. Not working is
actually acondition for individuals (and firms) to draw short-time working benefits (see later, Short-time work).



Leave schemes

Training and parentd |eave schemes have been used in Denmark, for example. Whilether objective
is not overtly to cope with redundancies, they can contribute at least temporarily to maintaining

workforcelevesin firmswhile providing workerswith skills (e.g. inthe case of training-leaves). Such
leave schemesusudly provideincome support Smilar to unemployment benefitsand includearight of

return to the workplace. While training-leaves for the employed might cause bottlenecks when the
economy is booming (in which case a job rotation model could be applied, i.e. workers on leave
being temporarily replaced by unemployed workers) leave-schemes might be used in downturnsto
cope with the problem of temporary redundancy. However, the unpredictability of business dumps
and business upturnsis a considerable barrier to this policy.

Working-time changes

Theseare apowerful instrument to cope with both temporary and permanent redundancies.
The generd ideaisto reduce the number of hoursworked rather than the number of workers. There
are many different ways in which this can be achieved. A first measure would be to redtrict the
number of overtime hours worked. A second step is to reduce working time. Again, the waysin
which thiscan be done vary subgtantialy, depending upon theingitutional context inwhich decisons
are made.

By way of example a generd policy of working-time reduction is perceived in many
countries as one means of coping with redundancies linked to structura change. As technologica
progress advances, less and less labour input isneeded; reducing labour input by reducing working
time is one way to cope with the problem on the macro level. The micro impacts (meaning the
impactsat company level) will largely depend on how such policiesareimplemented and under what
conditions ae the number of hours reduced, the wage compensation granted and the flexibility
possbilities given. However, generd working-time policies do not respond to specific company
redundancy needs.

Specific company needs for internal adjustment have been addressed in many company
bargaining arrangements. In fact company “employment pacts’ which foresee departure from the
usud lega or conventiond practice when redundancies|oom, are now fairly frequent inindudtriaized
countries. In cases of labour market problems companies can engage in concession bargaining and,
for example, reduce working timewithout granting (full) wage compensation. A casein point for such
concession bargaining is the working-time reduction for saving jobs at the German auto compary
Volkswagen, where hours of workers were reduced to 28.8 hours spread over a 4-day working
week with only partial wage compensation in order to save about 30,000 jobs, or 30 per cent of the
German labour force of VW. The agreement has already been renewed threetimesand, according to
evauation, seems to have worked. The VW company is one of many examples of concession
bargaining involving working-time reductions to avoid redundancies.

In other cases, working-time reductionsfor alowing work-sharing and for avoiding redundanciesare
subsidized, asin the so-called “ solidarity contracts’ in France and Italy.

Changes in work organization

How can changesinwork organization hel p to avoid redundancies? On agenerd leve, work
organization must adapt to structurd change in order to deliver quality products and services
efficiently. In turn, this can make companies more competitive and consequently more resistant.
However, even the most advanced system of work organization cannot avoid redundancies once



markets shrink. This happened to advanced systems of work organization at several VOLV O plants,
which were closed because of overcapacity on the world automobile market (Sandberg, 1995).

This question can therefore not be answered on such a generd level hut only more
specificaly. Work organization isstrongly linked to working-time changesand it isin this context thet
work organization matters for redundancies. For example, reduction of individua working time
nowadays is often accompanied by the extension of equipment running time or shop/adminigtration
opening hours (Bosch, 1990; Bosch and Lehndorff, 1993). To have both shorter individua hours
and longer opening hours, new systems of work organization need to be introduced. For example,
shift work and part-timework haveto be extended. Inthisareaalot of imagination isneeded, butin
many industries and services flexible work organization has dready been introduced.

Short-time work

An important indrument for internad adjusment which implies public/private financid
arrangements are short-time work schemes. These schemes grant compensation for hours not
worked, while the employment relaionship ismaintained. They areasgnificant redundancy-avadng
mechanism. For example, during the first years of reunification in Germany, this insrument was
vigoroudy applied to cope with a generd redundancy Stuation. In 1991 around 2million workers
were on short time, sometimeswith no hoursof work at dl. (Auer et d., 1992) Italy also hasashort-
time work alowance, the cassa integrazione, under which (et this insrument’s zenith) around
400,000 workers received compensation for partia or total reduction of their working time (Tronti,
1994). In France such temporary schemes were at times extended to cover longer periods (e.g. in
the framework of the so-called “five yearslaw”) of up to ayear (Modey, 1998). A specid kind of
ghort-time work is short time due to technical problems, such as stoppages caused by fire, for
example.

While short-time work is efficient in Stuations of temporary redundancies, the problem is
precisdly the difficulty in digtinguishing temporary from permanent redundancies or structura from
business-cycle changes. Although the duration of schemes has been extended in time and thus
addressed the problem of prolonged periods of redundancy, the problem of permanent redundancies
is not cgpably solved by short-timework. Why? Because these are mainly passive measureswhich
are financing hours not worked and they oblige recipients not to work while drawing benefits.

Such schemes have been accused of delaying necessary adjustments in the [abour market
and of postponing solutions. In the wake of criticism, there have been attempts to “activate’ such
measures, for example by dlowing them to be combined with training. Available evidence on these
measures is scant. They appear to make sense in Stuations where a take-up of activitiesisto be
expected in the near future and where future skill needs are known and can be addressed through
adequate training. In East Germany the problems of adjustment seem to have been too formidable;
there was too much uncertainty on the future ownership of companies, their product or service
segment and future markets and, accordingly, their training needs. In such cases measures for
externd adjustment (see below) may have been the better aternative.

Temporary lay-offs

Asafunctiona equivadent to short-time work, temporary lay-off sygemsmight be of some
vaue for avoiding permanent redundancies. Temporary lay-off aso entails public/private financing,
but people on lay-off, instead of working reduced hours, do not work a dl whilelaid off. They are of
course no real functiona equivalent because, as opposed to short-time work, the contractua link
withthe dismissing firmsisweeker. Thisisthe casewhen thereisno legd or conventiond right to be



recalled after a given period of time. Many temporary lay-offs turn out to be permanent. Thereis
aso moreincentive for workers on temporary lay-off to changejobs, so that the problem of attrition
can become important.

Onthe postive side, lay-off systems seem to haveintroduced certain employment stability in
certain sectors of the economy, for examplethosewith large seasond fluctuations. In some countries
between 30 and 40 per cent of the unemployed return to the dismissing employer, which showsthe
capacity to dabilizethe employment relationship, evenif thismeansa partition of wage costs between
the (smdl) companies and the unemployment protection system. In some of the lay- off systems, an
experience rating (the more you use the system, the more you pay) has been introduced.

In sum, thereis a series of options which can be used in the case of pending redundancies
and which might avoid worker displacement. As mentioned previoudy, the difficulties here are
uncertainties on the nature of the cause of economic problems and thus the expectations of their
duration. Inthered world, these options are very much influenced by the type of inditutions and the
measures available when redundancies loom.

Despite these difficulties, it sill seems preferable initidly to use the first options of prevention and
interna adjustment, before other measures of externa adjustment are taken.

9. External adjustment

7. Attrition

8. Dismissa

0. Redundancy payments
10. - voluntary

11. - involuntary

12. Converson training

13.  Temporary wage-cost subsidies

14.  Mobility aids

15. Repatriation grants

16. Enterprise cregtion Intermediary organizations
17. Intermediary organizations.

It might sometimes seem to human resource managersthat indeed forthright dismisssarea
clear solution to the redundancy problem. Usudly unemployment benefitsexist to cushion the socid
impact of dismissalsand labour exchange and labour market policy will later on help thosedismissed
to get new jobs. Certainly in parts of the labour market thisis aform of redundancy management.
And intheflexiblelabour market environment of today, which has seen the deregulation of dismissal
protection legidation, dismissals have become a more frequently used option.

However, on theinternd labour markets of large companiesin the industridized countries,
graightforward dismissas are ftill sldom used. Thisis dueto the enforcement of socid plan, which
oblige firms to design aternatives to dismissas. Such dterndives (e.g. early retirement) are often
publicly financed or a least co-financed. However, companies themsaves have interestsin some
gability in their labour markets and exit management contributes to that stability. Such firms are
usualy aware of the socia impact of mass|ay- offsand the destructive effect of themere possibility of
dismissals on worker=s morde and moativation that they prefer aternative ways of workforce
reduction. As the public authorities are dso aware of the disruptive impact of mass dismissals on
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communities and the economy, public policies in a typicd industria country frequently support
dternativesto dismissds. Severd possihilities exist for redundancy management:

Attrition

While dtrition is not an active redundancy measure per se, voluntary quits from the [abour
force may diminish the redundancy problem considerably: not replacing voluntary quitsis one of the
less costly means of adjustment. The downsideisthat you cannot influencethelevel and structure of
departures according to age and sKills, for example. Experience has shown that often the most
motivated and skilled workers exit when redundancy Stuationsloom. So, in efficiency terms, attrition
isonly asub-optima and partid solution.

Dismissal: Ealy retirement and invdidity pensons

Thesetwo measures (for masslay-offs, epecidly thefirst) arethe most widely used among
al adjusment measures to avoid the negative socid consequences of redundancy and worker
displacement. Paradoxically, these age-rel ated measures have made the most protected part of the
workforce, those with long tenure, into the main target for redundancies. The trade- off between
dismissd protection and accompanying messures can be most clearly seen here. Early exitsviathese
measures have resulted in sometimes very low employment ratesfor theworkforce aged between 55
and 64 years and to increasing costs for state and/or social security budgets.

Consensus between workers and their organizations and between employersand the State
has been disrupted and the schemes have been made | ess attractive for workersand more expensive
for employers. There is dso an attempt to introduce gradua retirement options such as part-time
pensions.

Despite such atempts, whenever mass lay-offs occur, early retirement is till a preferred
option for exit in many European countries. It provides the kind of stability that interna labour
markets need, because it acts like a flexibility buffer and is part of arangements which provide
“lifetime employment”.

Redundancy payments

Oneway to increasethe attractiveness of leaving isto givefinancia incentivesto workerson
the condition that they quit voluntarily. Such “golden handshekes’ are used in most industridized
countries. In the United Kingdom, they are the preferred way of coping with redundancy and the
only legd provisonfor financia compensation for massdismissas. Smilarly in other countries, forms
of saverance pay do exist. However, firmsusudly voluntarily offer better financid compensationthan
thoselegdly provided for. The amount of redundancy payments depends on length of service. They
can be quite codtly to firms and in comparative terms are in fact the most costly of al redundancy
measuresfor firms(only inthe United Kingdom arethey relatively low, Auer, 1998). Their problems
arisewiththiskind of payment: athough such payments could be used to restructure labour markets
intermsof age and sKill, they are frequently offered to white-collar workers only, and often to those
with the best job-finding chances, so that a problem of equity occurs. Inthe United Kingdom, where
the equity problem is less widespread, another problems occurs: it has been shown that workers
exiting with redundancy payments have amore than proportiond chanceto find themsdvesin long-
term unemployment later (White, 1983). This is probably the case in other countries as well,
especidly if redundancy (severance) payments are low.

Today it is dso common for redundancy payments to be deducted from unemployment
benefits, thus losng much of their atraction for workers.
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Conversion training

Conversion training for the externd labour market has gained some importance in France,
where these schemes -are part of minimum socid plan requirements. They aso exist in most other
European countriesaswel and are, for example, part of the policy instruments used by “employment
companies’ in Audria and Germany (see below, Intermediary organizations). The rationde of
conversionttraining measuresisto provide training for workers made redundant in order to enable
them to take up jobs dsawhere in the economy. Such training can condst in short-term update
training or in long-term adaptation to new professons. Evauation results have shown that their
effectiveness depends on the business cycle and decreases when redundancies increase, but the
overdl impact of such messuresis pogtive.

Temporary wage-cost subsidies

For alimited period, these compensate for theincome losses of displaced workerswilling to
take up lower paid jobs. They have been used in France, but are dso available in some other
countries. Their take-up hasremained limited but they could be an interesting instrument, asthey link
the ams of the European Employment Strategy (increase jobs in low paid sectors by subsidizing
wages) with the problem of redundancy. Wedl-designed (e.g. phase them out, when wagesincrease)
they could gtill be an instrument to consider for cushioning the impact of worker displacemen.

Mobility aids

Mohbility grants have been used substantialy for alowing redlocation of displaced workers.
They have been part of thetraditiona Swedish labour market policy, which in generd was desgned
for accompanying structura change. The rationae for mobility grantsisto alow workers to move
geographically from areas of redundancy to areaswith |abour demand. They compensate for higher
cogts due to relocation.

Repatriation grants

A specid kind of mobility grant is the provison of repatriation aids for digplaced foreign
workers. Their rationae isto alow foreign workers to move to their country of origin and provide
themwith meanseither to set up on their own or to start salaried work. Usualy such grantsconsist of
alump-sum payment, travel expenses and the possibility to recoup pension fund money earlier than
statutory provisons would foresee.
Take-up has usudly fdlen short of expectations and there is amost no information available on the
success of foreign workersonce back in their home countriesto find dternativesto jobslost in host
countries. Take-up rate is here dso afunction of the generogity of the grants offered.

Enterprise creation

Thisis one of the more promising areas of redundancy measures and some companies (e.g.
British Sted and the French sted mills Usinor-Sacilor) have in the past been fairly successful in
dimulating enterprise creation in aress hit by structural change or severe business downturns (see
Evans-Klock, 1999).
Also inthisareait seemsthat “intermediary organizations’ have contributed to the successin setting
up new small enterprises. The rationae here is to simulate workers made redundant to set up on
their own. Meansfor simulating small busnesses are the provision of venture capita (or information



onitssources) and advice aswell asthe provison of business premises, often therefurbished sites of
closed plants and offices. Subsidies have also been provided.

Intermediary organizations

As separate entities such intermediary organizations have taken over the task of placing
workers made redundant into new jobs. Different organizationa forms exist for these intermediary
firms they can be specific units of (large) companies, specific smaler private companies,
public/private companies or associations. The staffing industry (temporary work agencies) dso takes
agrowing share of this business. The public employment service is ancther player in thisfied.

Thetask of theseintermediariesisusudly to bundledl serviceswhich exist for workersmade
redundant (advice and information, job placement, training and other labour market policy measures)
and propose them to their clients. These clients sometimes have contractua relationships with the
intermediary organization. Such intermediaries have the advantage that the company which made
workers redundant does not have to ded with “outplacement” and the clear function of the
intermediaries and their cgpacity of bundling measures can make them effective in deding with
displaced workers. Some of these have indeed been effective (e.g. British Sted Indudtries, the Stahl-
or Arbatsstiftungen in Austria and some of the Beschéftigungsgesdlschaften in Germany) (Evans-
Klock, 1999; Bosch, 1990; Auer, 1991). However, the danger isthat firmsare no longer activein
redundancy prevention, nor in redundancy management, once such intermediariesexist. And indeed,
there are companies, such asfor example Teliain Sweden, which have succeeded by the creation of
their own “redundancy unit” to avoid redundancies or to successfully outplace a large number of
workers made redundant.

10. Conclusions

Thelatter example of intermediary organizations shows most clearly that arange of options
are available and that it makes sense to bundle these services (e.g. to create “one-stop shops’ for
workersand firms). A redundancy sStuation callsfor adifferentiated and individuaized approachto a
collective problem. It dso requires an organizationd focus point. It isultimately the range of options
available and their combinations and targeting which can make redundancy measures efficient.

TheAtypical industrid country, inwhich dl themeasureslisted above are available, does not
exist. No country has such arange of measures available, but in many countriesasdection of these
measures are avallable and some countries offer afuller range of choicesthan others. Theavailability
of these measuresisnot unrelated to empl oyment protection legidation and, very often, tight dismissd
protection accompanies awider range of choices. Theadjusment flexibility logt through tighter
dismissal regulation is somewhat traded off for a better socid protection, especidly for the older
workforce (a main target for redundancies, despite being the most protected group because of
seniority rules).

In terms of our analogy to the computer programme offering a menu choice on possible
actions of prevention and internd and externa adjustments, sometimes your menu list will be rather
short, depending on the indtitutional context in which you are placed. Sometimes you have no
“prevention” button and sometimes your “interna adjustment” menu congigts of only afew actions.
In most indudtridized countries, preference is usudly given to externd adjustment which is
overwhelmingly geared towards the cushioned exit of older workers. This
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specific policy, which was at the centre of adjustment policies, has been increasingly criticized as
being codtly to public budgets. High benefit-dependency rates (less and less actives haveto finance
moreand moreinactives) leed to clamsthat |ow employment-to- popul ation rates for older workers
(which have been found as one of the reasonsfor low overal employment ratesin Europe) should be
increased. Demographic ageing is putting even more pressure on policy makersto refrain from early
retirement.

Thus, the menu choice of “early retirement” might disgppear from your redundancy
programme soon. Alternatives, which are not sraightforward dismissals, need to be found, in order
to hinder the development of poverty pockets for older workers who have been made redundant.

This paper has given asuccinct overview of the programmesthat can be used to mitigate the
impact of mass lay-offs on workers. A more thorough guideto worker displacement will be shortly
published by the Infocus Programme on Skills, Knowledge and Development of the Employment
Sector (Hansen, forthcoming).



