Commentary

Nigel Lawson

It seemsto me that there are two key facts which we need to bear in
mind about high unemployment because they are central to any
analysis of possible remedies. Oneisthe striking difference between
theexperienceof the United Statesand theexperience of the European
Community (EC)—the great trend rise of unemployment in the Euro-
pean Community, which has not occurred in the United States at all.
And theother isthefact that this trend rise occurred quite awhile ago,
basically from 1974 t0 1984, and asfar as | can recall, wascompletely
unpredicted. Over the past ten years, if you roughly.cyclically adjust,
there isno discernibletrend rise at all'in unemployment from 1984 to
1994, whether you look at the European Community or the Organiza-
tionfor Economic Cooperation and Devel opment (OECD) asawhole.
That is no cause for complacency because the level istoo high, but it
is still something which we need to takeinto account, | believe.

| think Professor Lindbeck is correct in stating that the rate of
start-up of new businesses isan important consideration in preventing
high unemployment, certainly in the United Kingdom and even more
sointhe United States. It isinteresting to note the difference between
the high start-up rate in the United States and the lower start-up rate
in Europe. Onereason for thisisacultural difference, which isoneof
the hardest thingstotackleof al. In most of Europe, it's certainly true
of the United Kingdom, if someone starts up a business and it fails,
there is a social stigma that makes it very, very difficult for them a
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second time. In the United States, that is much less true. That cultural
difference, | think, has played quite alarge part in the better record in
the United States than in Europe in business start-ups.

| think privatization in the United Kingdom has undoubtedly added
to the flexibility of the labor market in quite a significant sector of
industry. Thisis true whether you look in terms of hiring and firing
policies of employers or whether you look in terms of the behavior of
thetrade unionleaders. Youdon't catch that in studieslooking at what
happened before privatization and what happened after privatization
because a lot of the change took place once companies had been
identified for privatization, and they were preparing themselves for
privatization— preparing themselves for the cold, hard world of the
private sector. Those academics that have looked before privatization
and after privatization and have come up with no significant increase
in flexibility of labor markets are thus looking at the wrong thing.
Precisely how much effect this has had on the natural rate of unem-
ployment | wouldn't dare to answer.

The high rate of economic growth in the United Kingdom inthelate
1980s was something neither predicted nor intended. The economy
behaved in a different way from what everybody was forecasting or
intending—and indeed from what the statistics at that time showed. |
make that point becauseit does|ead me to conclude that the ability of
governments to fine tune is rather less than is implied in part of
Professor Bean's prescription.

If | wereto have the temerity to sum up thismorning's proceedings,
it would be in a very tentative way. But | think that there is a clear
consensus to which Paul Krugman alluded in his paper. Theconsensus
isthat the unemployment problem which wefacegenerally, and which
Europe perhaps faces in particular, is overwhelmingly a supply-side
and structural phenomenon rather than a problem with demand defi-
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ciency or Keynesian unemployment. Supply-sideand structural reme-
diesare, therefore, required to reduce unemployment. There has been
some reluctance, which | regret, to spell out these remedies because
someof them are uncomfortable— almostby definition, or if they had
not been uncomfortable, they would have been introduced long ago.
The reluctanceto spell out these painful structural remediesisregret-
tablein part becausel don't know where politicians and policymakers
are going to get their guidance from if these things aren't spelled out
clearly. Certainly this consensus which is here today among the
economists is not yet a consensus among policymakers, politicians,
and opinion-formers outside the economics profession. So perhaps a
little more injudiciousness is required.



