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FLEXIBILITY AND COMPETITIVENESS1

Lena TSIPOURI, Assoc. Professor at the University of Athens

1. Introduction

The target of this paper is to study the issueabiolr flexibility with economic
considerations, and notably under the light of aondstraints put by the need to
maintain/increase competitiveness in a global cdnte

European countries, in particular the E.U membeatest are in a process of a
continuous introduction of new forms and more ftéitly into their labour market.
Based on certain success indicators of the US,ngakie labour market more flexible
has become a policy orthodoxy adopted by the OE@GB,EU open coordination
policy for employment and last but not least byiwidlal countries. Trying to
improve national performance in the Employment &ton Legislation (EPL)
benchmarking exercise is almost becoming an olmsessi

There is though a certain divergence appearindgpenliterature, which takes almost
the dimension of a disciplinary debate: psycholsgid sociologists on the one side
defend the need to respect industrial relationsamstire workers satisfaction, which
not only improve working conditions but in the lomgn, due precisely to the

satisfaction of the workforce, are expected to lamthetter economic performance.
Mainstream economists on the other hand believé ¢bat saving is the most

important component and thus increased flexibgitgomatically leads to improved

competitiveness.

So the question that raises for economists is, batwextent this correlation is
ubiquitous. One way to deal with it is to accem thS case as a best practice model
and try to introduce as much flexibility as possiidependently of context. Another
approach is to investigate to what extent labaexilflility needs (or does not need) to
respects economic structures and path dependeamcteslerive conclusions on the
impact of flexibility, which are not context indement. And then, immediately of
course the next question is to what extent doaslélaid to long-term competitiveness
at the firm level, at the regional level, at theio@al level. More explicitly: does
flexibility increase profitability? Always or undevhich conditions?

1 The report is based on research undertaken leyréisearch organisations, notably the Centre cdri€ial Studies of the
University of Athens (coordinator), the Greek Enypient Observatory, the Technical University of Befrinity College,

Dublin, The Research Institute of the Finish Ecopa@nd the Technical University of Zurich. The rasbaproject “Flexibility

for Competitiveness” was supported by the Europ€ammission, under the Key Action “Improving the ®eeconomic

Knowledge Base" of the 5th Framework Programme.



2. On definitions and methodological problems

Flexibility seems to be a good thing, seems to ha@ositive connotation and of
course functional flexibility in new work organizats, flexible organizations and so
on, ideologically trigger a positive reaction. Thehy doesn’t everybody do it? Partly
because of social resistance and partly becaisea itoncept that is by far relying on
a commonly agreed definition.

While there is little doubt that flexibility is aallmark of competitive advantage,
making sense of the debate on flexibility is himdeby the fact that flexibility is
conceptualized in different ways, it takes respetyi different forms and is related to
different outcomes. In the literature reviewed héexibility refers to

e forms of employment contracts (e.g. fixed-term cacits),

e forms of labor deployment (e.g. multi-tasking),

e forms of work organization and human resource mamegt (e.g. post-fordist

work organization, strategic human resource managém
e and market or institutional forms of social cooation at the national level.

Each form of flexibility, moreover, has been linkeddifferent kinds of outcomes —
for the firms that adopt it, the workers subjectedt and the economies where it
predominates. Thus when we review the claims ablwaitrole of flexibility, it is
imperative that we start by distinguishing betwdlea specific forms of flexibility
under consideration by each author, the actorsvfam the outcomes of flexibility
apply, as well as between the levels of analysisithundertaken.

Perhaps the most influential attempt to classifffedént types of flexibility is
Atkinson’s typology (Atkinson 1984). He distinguesh between “numerical” and
“functional” flexibility applied to the peripherabnd the core staff of a firm,
respectively. Numerical flexibility refers to the@m’s ability to vary the numbers
(“headcount”) of its peripheral workers according the variations in production
needs, through the use of temporary work contr&etsctional flexibility refers to the
firm’s ability to vary the content of labour inpuf&asks”) of its core workforce
according to the firm’s changing needs, throughube of multi-tasking, continuous
training, and team working. “Ideally” firms opt fosne or the other flexibility
strategy, while in the real world firms utilize botypes of flexibility, albeit in
different proportions.2

Atkinson’s typology has given impetus to a largelyof theoretical and empirical
research, and has been modified accordingly. Mafiuential and minimally
departing from Atkinson’s original typology is auiefold typology that replaces the
categories of “core” and “periphery” with the cateigs of “internal” and “external”
(dubbed as “FINE™: functional, internal, numericaxternal). Elaborating this
typology further, Goudswaard and de Nanteuil (Gaadsd and de Nanteuil, 2000)
arrive at another four-fold typology of flexibilitywhich replaces the categories of
numerical and functional flexibility with “quantti@e” and “qualitative” flexibility,
respectively. In this typology temporal flexibilitg a form of “internal-quantitative”
flexibility, while Atkinson’s “numerical flexibiliy” is a form of “external-
quantitative” flexibility. However, financial flekility is not included in this typology

2 For a good analysis of the Swedish labour maketg the functional-numerical distinction of
flexibility see Arvanitis et al.



or in Atkinson’s, but is rather appended as a gppdorm of flexibility (implicitly
likened to numerical or quantitative flexibility).

The debate on flexibility is likely to retain itsemtrality in political economy,
management studies, industrial sociology and laleconomics for some time as its
vicissitudes are intertwined with the continuingodi® on the optimal relationship
between capital, labour and public policy.

The different perspectives and different evaluaiarf flexibility notwithstanding,
there is a tacit consensus developing that thecehamiead is not between facilitating
internal (functional) or external (contract) fledty, but in finding the right balance
between the two types. Sitill, finding such balamedikely to be an elusive (if
worthwhile) endeavour. This is so not least becaiighe contradictory properties of
the two types of flexibility. The development ofcartain type of flexibility hinders
the development of another (path dependency). Tineuft of short-term strategies by
some erode the foundations for long-term stratebgesthers (Streek 1997). “A
restriction on ‘numerical flexibility is a precorniin for ‘functional flexibility”
(Wickham 2002)

The research was based on the analysis of countsfiles, case studies and

econometric evidence from five small European coesit with a differentiated
profile as far as flexibility is concerned:

Table 1: Major national characteristics relating flexibility and competitiveness

The Ireland Finland Greece Switzerland
Netherlands
Numerical Early Medium Medium Late Medium
flexibility introduction Introduction | Introduction | introduction | Introduction
High levels Medium level | Medium level| Low level Medium level
Unemployment | Low Strongly High Increasing Low
diminishing
Growth pattern | Close to EU| Spectacular Increasing Increasing Low
average
Production Competitive, | Inward Mix of big | Conventional| Mix of big ang
structure knowledge- investment and small small high tech
based dominated high tech indigenous
economy with indigenous companies,
increasing companies internationally
local linkages competitive
Labour Medium- Medium- High- Low- High-constant
productivity | deteriorating | improving improving constant
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The research methodology was divided into a liteeasurvey, country reports, case
studies and econometric evidence, each of whickriboited to our understanding as
follows:

Table 2: Relevance of each research package fdethéhemes of the study (in %)

Understanding | Wage Issues on | Issues on | Institutional
and measuring | flexibility numerical functional aspects
flexibility flexibility flexibility ~ and
complementarity
with NF
Literature 60 20 20 25
Country 30 20 20 25
reports
Case studies | 10 20 60 25
Econometric 40 25
evidence

3. The need to review flexibility under the angle of long-term competitiveness

The result of the study was that probably theretrbaesa difference between short-term and
long-term effects. When speaking about profitapidind competitiveness and it comes as no
wander that the literature is actually split intthespect. The fact that sometimes we measure
things that appear to be very contradictory withatviscompanies or policy makers do,
probably can be explained by the fact that shantteffects are very different from long-term
effects.

And the interesting thing then is to see what aeerhechanisms, that means, in which case
does flexibility increase profitability? In whictase does it contribute to national or regional
competitiveness? Which mechanisms support short-mofitability or short-term lack of
profitability and respectively long-term profitaibyl and competitiveness or long-term lack of
profitability and competitiveness?

The economic literature suggests that numericaitiity is not necessarily so bad. There are
cases where employees want to be numerically flexithey want to be part-time. There are
benefits in voluntary part-time. And there are sasbere functional flexibility may not be as
profitable as one ideally would think. Case stu@ied econometric analysis at a macro level
indicated positive correlation between functiodekibility and profitability in certain cases,
but not always. There is apparently no universathirit is not like the law of gravity.
External flexibility is sometimes positively reldtéo profitability and to productivity. Internal
flexibility though, functional and qualitative, weave indications that it is more likely to be
positively related but again, it is not like thevlaf gravity. If it was, we could impose it. The
estimates of the benefits for performance of flexiworkplace practices do not exist on an
economy of sector-wide basis. They are limitedn® ¢ompany level. This is something we
know. Companies who have done it well, they didipout of that.
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There are studies from the literature which focustloe performance impact of a single
flexible work practice rather than a set or systdnpractices. And there we have a danger
because if you find out that something works, gmecic case, teleworking in the software
industry, that does not mean that any kind of Béiy works for any kind of industry. And it

is difficult to take into account the length of Brmeeded to let organizational change take
root and bring measurable results. The one intéiorent would have made, if there was a
discussion with the last speaker is that this viemgortant psychological aspect which is
called “resistance to change” has to be takendatsideration somehow.

The results of the Flexcom project suggest thatnalie speak about flexibility, we tend to
look at a new orthodoxy, which like every orthodpxgan be very misleading. Using the
benchmarks for protection legislation (EPL) maydme of these sources of problem: there
are now benchmarks which tell you which country haexible labour market and which
country does not have one. And it is taken oftemniojtinational companies as an indicator to
whether they want to invest in this country or nibthas very — very serious economic
consequences. Taking the five countries studied gunsideration we see that there are
extreme differences within Europe and within thedpean member states ranging from 4%
of the labour force in Greece, up to 42% in thehddands. Finland and Ireland are rather
low, closer to Greece. Switzerland, which is n@&usopean Union member state, is closer to
the Netherlands. The Netherlands is the most flexdountry and Greece the less flexible
one. If using fixed-term the picture changes slighBut a further investigation suggests a
distortion because there is one single indicatowludt is a flexible labour market and this is
the informal sector. There is nothing more flexitnghe labour market than hiring and firing
people illegally, without paying social securityitiout declaring them to the tax authorities
and so on. Using this as a benchmark Greece sydddenbmes the second most flexible in
Europe. And this is the real world.

The econometric results suggest that in the skeom-iprofitability can increase but we did
have serious evidence that this, in the mediumotmgderm can lead to deteriorating
economic performance and reduced capacity to irteova

From the case studies, it was very clear thatlydtaiinstance, benefits very much from part-
time. The agricultural sector benefits very muabnfrfixed term. In some cases —in most
cases actually- in Europe, this counts also fotdieism sector.

4. Palicy conclusions

In terms of policy conclusions: if one tries to fe¢ formal rules to adopt legislation of a

general nature, then inevitably some sectors bieaefi some other sectors pay for the cost.
We have a negative externalization that is usuadly documented and most probably not
even measured.

The effort to increasing flexibility leads policyakers to adopt legislation for more formal
flexibility, more numerical flexibility, because ithis what is easier to regulate. Functional
flexibility can hardly be introduced by law. Butiaducing numerical flexibility one supports
retail, tourism and agriculture not necessarily rir@nufacturing sector, which is a sector that
needs a more long term, dedicated workforce.

So, flexibility should not be an orthodoxy, and slibnot be faced as a general case but it
should be studied on a case by case basis, retgpieg of flexibility and the structure of each
economy trying to become more flexible.
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Besides, labour market flexibility (as all institutal reforms) is not necessarily influenced by
the introduction of legislation. One may be introthg as many pieces of legislation as
possible, that does not mean that the market waltt. The Flexcom results suggest that the
number of formal legal acts passed in a countryrereat all related with its degree of
flexibility. Some acts were not used at all. Ifabour relations and informal rules that help
adopt or not what legislation enables.

And the final and most important conclusion, ist thparently there is a problem of a kind of
an innovation reservoir. There is strong macro- @cto-economic evidence that flexibility
may hamper long term productivity growth. When yiotroduce financial flexibility in the
long term companies will not invest in technologhely will not need labour saving
substitution because labour is cheap), innovatidh lve reduced and this will erode the
competitive advantage of companies regions andtdesn

If this applies to advanced countries, where walistl it, it risks to be even worse for
cohesion and accession countries, they have nedtion tradition or reservaoir.

So in a condenses way the conclusions are thabiliex needs to be introduced carefully and
effectively, taking into consideration how it affe¢he sectors, what the mechanisms are, how
the informal rules are going to react to this ligien. If not there is a risk of doing a lot more
harm than good.
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