
The Age of Flexibility 
 
The economy is shrinking disastrously … so why is unemployment not soaring? 
 
It seems a strange thing to say, but we’re not doing too badly. 
 
The economic crisis has been with us now for nearly five years. In April the Office of 
National Statistics confirmed we are back in recession. The latest figures on 
manufacturing output are gruesome. Watching the Eurozone governments struggle to 
come to terms with Greek, Irish and now Spanish and Italian default is like a nightmare 
from Kafka.  
 
Alistair Darling may have been right in his premonition that this would be the worst 
down turn since the Great Depression, but it doesn’t really feel like it. Part of the 
explanation is that incomes in 2008 were more than three times higher those in 1930, so 
many more of us could afford to take a bit of a hit. 
 
The problem with recessions, though, is that their effects are usually uneven. Output may 
fall by only a few percentage points, but the impact is disastrous for the minority who 
lose their livelihoods.  
 
What’s very striking about the current downturn in Britain, though, is that so far the pain 
has been spread fairly evenly. One way of looking at this is through the performance of 
the labour market. To the surprise of economists, unemployment has not risen by nearly 
as much as the fall in output would have suggested. 
 
At the low point of the recession, UK output was down 7.2%, and with the anaemic 
recovery since then our economy is still 4.3% smaller than before – or 15% below what it 
would have been if trend growth had continued. But employment only fell by 2.4% at its 
worst, and is just 1% below peak today. 
 



Output and employment loss since 2008
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As the economist Professor David Bell puts it, “the labour market has performed as well 
as can be expected given the huge shock to output. Unemployment is well below what we 
saw in the recession of the 1980’s, even though the fall in output has been longer and 
larger.” 
 
In Scotland the picture is somewhat different, but with similar trends. Here, the recession 
has been less severe, but employment fell more than the UK average, and has recovered 
more slowly.  
 
But now unemployment has fallen for three months in a row in Scotland, and in June the 
number of people out of work across the UK fell for the second successive month, by 
51,000. 
 
The recovery in the jobs market has been led by the private sector. In the last two years 
843,000 jobs have been created by business across the UK, double the public sector job 
losses caused by government budget cuts. 
 
A recent report by John Maclaren for the Centre for Public Policy for the Regions 
suggested that we might be in for a prolonged period of low growth – not just because of 
the struggle to cope with the debt overhang, but as other long term trends take hold, such 
as a slowdown in productivity growth. 
 
If that is the case then we must look for improved economic performance elsewhere, and 
a more effective labour market is a good start. 
 
What explains this phenomenon? According to Professor Brian Ashcroft, of the Fraser of 
Allander Institute, there are a number of trends that might be making a difference. There 
has been a big shift from full time to temporary work, some of it involuntary, but some 
that fits with changing lifestyle tastes, particularly among older workers who want more 
time to pursue other interests. 



 
At the same time companies have managed to negotiate lower pay settlements on the 
back of more flexible employment legislation introduced in the 1980’s and 90’s. Better 
labour relations have also helped, whether this is a result of weaker unions (particularly 
in the private sector) or better management. 
 
In effect, then, the drop in output has resulted in slightly lower pay across the board, 
rather than mass redundancy. The economic pain is being shared. 
 
Contrast this with the situation in other parts of Europe. The credit crunch was 
particularly severe in countries like Ireland and Spain that had enjoyed a big property 
boom in the preceding years. In Spain property prices have fallen by 23% from their 
peak, resulting in heavy job losses in the construction industry and in those regions where 
the boom was concentrated.  
 
Compounding the problem is that Spanish employment legislation has created a two-tier 
labour market. Compensation for redundancy increases markedly with length of job 
tenure, which means that long term, older employees are expensive to shed. So 
unemployment has soared among the most vulnerable who have little or no employment 
rights. Youth unemployment in Spain is now more than 50%.  
 
So far, back home we are avoiding the social and economic catastrophe of mass 
unemployment. Jonathan Tweedie is a Divisional Director at fund managers Brewin 
Dolphin, which employs eighty people in Edinburgh. For him the key to the good news 
on jobs was the private sector’s rapid adjustment to the credit crunch in 2008.  
  

“UK plc is generally speaking in a healthier state now due to the early actions that were 
taken. Companies cut costs effectively as the recession stuck, and yes, this meant that 
some jobs were lost at that stage. But now they’re leaner and able to take on new 
people as business opportunities arise. That explains the recent rise in private sector 
employment.” 
  

Tweedie also points to changing lifestyles which explain some of the flexibility in the 
labour market. “Compared to previous recessions, many more households are double 
income now. With both parents working the effect of one cutting their hours or pay, or 
even becoming self employed, has less of a detrimental effect than when there was just 
one breadwinner.  There’s therefore slightly less pressure to cling onto full time jobs, 
which means the work can be spread around.” 

  

Brewin Dolphin is a growing company in a growing market, and expects to recruit 
more investment managers over the next few years. But like other successful firms it 
has to build flexibility into its workforce to keep costs under control. One example is 
using bonuses as an element of pay packages. The bonus system has acquired notoriety 
in the City with chief executives and other high flyers collecting massive sums 
apparently irrespective of performance. But many companies pay bonuses at every 
level of the pay scale, and this makes it much easier to freeze or even reduce salary 
costs when times are hard without the need to lay people off.   



  
Another method is to recruit new staff on short term contracts of six months to a year, 
giving greater flexibility in resources and managing staff expectations at the outset, 
rather than having to lay someone off from a permanent contract.  
 
With all these trends – part time work, flexible payments, short term contracts – what we 
are seeing is a transfer of risk from employer to employee. This makes life less secure for 
the worker, but more likely that companies will take people on in the first place. 
 
Another feature of this is the growth of contracting – where firms do not employ people 
at all, but simply contract with self-employed workers to fulfil specific jobs as and when 
they need them. A record 4.17 million people are now self-employed in the UK, up by 
84,000 in the last quarter, and some of this increase is explained by the shift from 
employed to contracted labour. 
 
The advantages to firms of such arrangements are clear – they can adjust the size of their 
workforce much more easily to fit the order book, and do not have to pay some of the 
costs associated with employing people, such as insurance and holiday pay. 
 
Spencer Pitman owns Magenta, a small construction business in the Borders 
specialising in house conversions. Over the last four years the size of his business has 
grown and shrunk several times in response to fluctuating demand, with anything 
between three and twenty men on his books. 

  
“Trading conditions have been very tough in recent years,” he says. “When we do find 
work, clients are very cost conscious. In particular the VAT hike to 20% seems to have 
made an impact, with clients fed up with having to pay that amount on top. Meanwhile 
material costs have gone up considerably, so margins are tight.” 
  
Pitman has tried to stay loyal to a core group of employees, sometimes taking on loss-
making work so that he can keep them on. But in fallow periods he has had to let 
people go, and the costs of doing so come at a time when the business is already 
struggling. 
  
But what really changed his view on employment was holiday pay. “The mental tipping 
point for me was when statutory holiday entitlement rose from 20 to 24 days in 2007, 
and then again to 28 days in 2009. That basically meant an extra two weeks a year of 
paying people and getting nothing in return. I can’t afford that. The holiday increase, on 
top of redundancy costs, means that I’ll be very reluctant to employ people directly in 
the future, even in an upturn.” 
  
The irony is that moving to more flexible workforce arrangements makes Magenta able 
to bid for more work. “I’ll consider jobs now that were too small or bitty for me in the 
past,” explains Pitman. “I know that I can take people on just for a short period, 
whereas you’d never employ someone new on the basis of a months work. So with 
contracting I’ll probably end up providing more work in the long run.”  



 
The performance of the labour market bodes well for eventual economic recovery. There 
is a prospect that Britain could emerge stronger from the recession – less reliant on debt, 
consumer spending, and the pubic sector, and more productive, with essential skills and 
experience retained in a workforce ready to respond to any upturn. 
 
But problems do remain. If the recession has been relatively kind to older and more 
skilled workers, youth unemployment, at 22%, while nowhere near Spanish or Greek 
levels, is damagingly high. As David Bell warns, the evidence from the last two 
recessions shows that people who experience long term joblessness early in their careers 
can suffer lifelong effects in terms of employability and health.  
 
What is worse is that rates of youth unemployment began to creep up in 2004 – while 
Britain was still enjoying the boom of the Blair years. This suggests that the problem is 
not purely cyclical and will not be cured by economic recovery alone. Instead the 
government needs to ensure that young people get their chance in the jobs market. 
 
It is clear that Britain stands at a fork in the way. If the euro crisis subsides, and growth 
resumes later in the year, the economy has shown that is capable of generating new 
private sector jobs to more than compensate for government cuts. With welfare reforms 
taking root we could be just in time to save a new generation from the blight of 
joblessness and the social deprivation it brings with it. 
 
But we are not out of the woods yet. If the eurozone crisis deepens, and recession returns 
with a vengeance, the damage to our economy and society could be lasting. Brain 
Ashcroft’s Fraser of Allander Institute has estimated that 144,000 jobs would be lost in 
Scotland amidst the turmoil of euro disintegration, and 50,000 even if just Greece left the 
single currency. That would blow the recent modest gains in unemployment out of the 
water. 


