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The drive to make labour markets more efficient by making them more flexible and responsive to market signals remains a central tenet of public policy in North America and in many other parts of  the world partly because it remains a central element of the policy advice dispensed by the World Bank and the IMF around the world.  In essence, the case for flexible labour markets is rooted in neo-classical theory’s belief in competitive markets as rational and efficient allocative mechanisms.  However, here as elsewhere, the validity of the claim that increased competition will yield significant - welfare and efficiency gains - remains fiercely contested.

The paper will briefly review the theoretical underpinnings of the resulting debate to show why and how the theory of the second best effectively ensures that the general case for labour market flexibility cannot be based on neoclassical theory according to which the removal of some market imperfections from a world with many such imperfections, has an indeterminate impact on efficiency and welfare.  Accordingly the case for such reforms must be based on the empirical evidence and this turns out to be remarkably ambiguous and far too weak to support a general case for flexible labour markets.  Indeed, even when the impact of greater flexibility is relatively narrowly defined, it has often been difficult to identify clear net benefits, and in many cases it has been impossible.  The unavoidable conclusion is that the case for such flexibility must be made on a case by case basis, and must be derived from a better understanding of the circumstances most likely to determine its costs and benefits.

However, since labour constitutes the material foundation of most people’s lives, the terms on which it is sold, and the conditions under which it is performed, the impact a fundamental shift in those parameters cannot reasonably be assessed by looking narrowly at trends in ages, unemployment or productivity.  While these outcomes are important they fall far short of telling the whole story of “social costs and benefits.”  And in this exploratory paper we propose to identify the other issues that would need to be seriously considered before reaching an “on balance” conclusion regarding the true “net social costs and benefits” of more flexible labour markets.  Among other things, this would include an examination of their potential impact on: stress and depression, linked to insecurity and stress at work; the stability of families and communities, linked to the potential conflicts between work and family responsibilities; social tension and alienation, linked to a possible decline in career based employment opportunities; infrastructure costs linked to uncertainties associated with increased mobility; skill dilution and impairment of cumulative learning, linked to increased casualisation and mobility; declining birth rates, linked to increased insecurity.

Although it is clear that it will not be easy to establish a clear link between these wider problems and increasing labour market flexibility, and although this paper will not even attempt to quantify many of those relationships, it should be equally clear that such links do exist, and that there is no rational basis on which to exclude them from a discussion of flexible labour markets.  While the fact that they are difficult to quantify is a good reason to be cautious in drawing conclusions, it is not a reason to assume that hey are not significant.

The paper will conclude by suggesting that if these issues were to be seriously integrated into the discussion, the case for more structured and stable labour markets would be immeasurably strengthened with far reaching policy implications in other areas like finance and trade.

