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Does the UK
still have a
flexible labour
market?
Alistair Tebbit, Head of EU and
Employment Policy at the IoD, examines
the flexibility of the UK labour market.

Politicians and media 
commentators often talk 
of the UK’s flexible labour
market, but we seldom 
question if it still exists or
if labour market flexibility 
has been eroded over the
past decade.

Over the last 11 years 
there have been 54 major 
regulatory initiatives in the
employment field, 19 of 
which implemented EU 
Directives and obligations. 

Only one specific 
measure of labour market
deregulation can be 
identified.

Research shows that UK 
labour market flexibility 
increased significantly 
between 1992 and 2000 
(with most of the gains 
being made between 1992
and 1996), but since then
there has been no more 
improvement.

While flexibility appears to
have been preserved, this
has been due to a surge in
labour supply – with high 
levels of immigration. 
Without this boost, UK 
flexibility would have 
declined significantly.

A new IoD measure shows
that the UK cannot claim 
to have the most flexible 
labour market in the EU.

SNAPSHOT

1 Boosting Jobs and Incomes – Policy Lessons from Reassessing the OECD Jobs Strategy, OECD (2006), http://www.oecd.org/dataoecd/47/53/36889821.pdf 
2 House of Commons, 22 March 2006.

any commentators would say that the UK has a

flexible labour market and that the Government has

made great efforts to ensure its maintenance. As

Secretary of State for Work and Pensions, James Purnell, said

recently, “We [the UK] have a strong, flexible labour market that

is one of the best in the G7.”

Flexible labour markets are an essential requirement for any

country that wants to enjoy long-term economic success. The

OECD argues that strict employment legislation will “hamper

labour mobility, reduce the dynamic efficiency of the economy

and restrain job creation.”1

The UK Government appears to share the OECD’s view. As

Gordon Brown has noted, “Employers rightly tell us that their

greatest long-term need is a skilled, flexible labour force.”2

Of course, the desirability of a flexible labour market has long

been obvious to employers. The ability to hire staff easily and

employ them on a basis that fits around the needs of a business is

an essential part of commercial success, as is the ability to let

people go when the going gets tough. 

An ageing population and increasing global competition make

it essential that the UK becomes more competitive. To achieve

that objective it is vital that labour markets are kept free of over-

regulation. If new rigidities are added by onerous regulation,

competitiveness is likely to be undermined.

But to what extent has labour market flexibility been eroded

over the past decade, when law-making in the employment field,

either by national government or at EU level, has seemed to many

to be relentless? In order to explore the Government’s claim that it

has maintained flexibility in the labour market, this article looks at

some of the evidence and generates an IoD measure of labour market

flexibility – based on published data from the Government. 

The findings are revealing and suggest very strongly that

M
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flexibility in this crucial part of the economy has been reduced in

recent years. In light of this, the article suggests a series of

changes to policy that, in the IoD’s view, would help to restore

some of the flexibility that has been lost.

NEW EMPLOYMENT REGULATION
SINCE 1997

The scale of legislative output since Labour came to power in May

1997 has been remarkable. The list in Table 1 below shows just the

most significant new employment regulations:  

Major employment regulations introduced since 1997

1. National minimum wage – a UK law

2. Working time (mostly EU laws – restrictions on hours of work, night work, rest breaks, plus more annual leave
entitlements)

3. Maternity pay (a UK law – extended from six to nine months with an extension to 12 months planned by the
Government – these extensions naturally encourage more mothers to take more leave)

4. Parental leave (an EU law – 13 weeks for each child under five, with the EU looking to extend leave period and
make paid)

5. Paternity leave (a UK law – two weeks paid is now allowed, but the Government is planning to extend this to
26 weeks)

6. Part-time workers and fixed-term workers (EU laws – the cost of employing these types of workers has
gone up because they now have the right to the pay, holidays, training, parental leave and maternity pay received
by equivalent permanent full-timers)

7. Sex discrimination regulations (EU laws – for example, the burden of proof has been reversed, with the
burden now on employers to show that they have not discriminated against an employee)

8. Age discrimination regulations (EU laws – these, for example, make an imposed retirement age below 65
illegal unless it can be objectively justified)

9. Employee involvement increased (EU and UK laws – European Works Councils introduced new obligations on
employers to provide information to, and consult with, employees, particularly when businesses are sold)

10. Employment of foreign workers (UK laws – new requirements on employers to be licensed to sponsor and
bring migrants to the UK under a points-based system)

TABLE 1

Two more detailed lists can be found at the end of this article.

Appendix 1 sets out the most important employment regulations

introduced at the initiative of the Government. Appendix 2 lists

regulations introduced by the Government to implement EU

employment laws. These lists reveal that in the last 11 years there

have been 54 major regulatory initiatives from the UK

Government in the employment field, 19 of which were brought

forward to implement EU Directives and obligations. 

In terms of labour market deregulation, the only specific

measure that can be pointed to is the Deregulation (Deduction

from Pay of Union Subscriptions) Order 1998. 

It is clear that in terms of regulation or deregulation the

traffic has been one way only.
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HAS LABOUR MARKET FLEXIBILITY
BEEN MAINTAINED?

Given the scale of legislative activity in the employment field over

the last 11 years, at both UK and EU level, it would be surprising

if new constraints on the labour market had not been imposed.

But the sheer quantity of new employment law is not in itself

proof that flexibility has been reduced. It is possible that some

regulations have had little or no negative impact on flexibility. Indeed

the Government argues that some measures, notably in relation to

creating the right to request flexible working for certain groups, have

actually enhanced business and labour market performance. 

According to Cabinet Minister John Hutton, “The right to

request flexible working not only helps millions of parents juggle

work and family life, but can also benefit business by improving

staff retention and productivity”.3

Consequently, it would be useful if we could analyse whether the

cumulative increase in regulation over the duration of the current

Government has impacted on overall flexibility. If there were evidence

of a decline in overall flexibility, there would be a strong argument that

the extensive legislative activity we have seen is responsible for it.

As it happens, the Government’s Department of Business,

Enterprise and Regulatory Reform (BERR) has recently carried

out just such an analysis. BERR has developed a measure called

the Indicator of Labour Market Adaptability (ILMA).4

The ILMA draws together a range of data, drawn predominantly

from the UK Labour Force Survey (LFS), in order to produce a

series of numerical indicators that are then aggregated to produce

an overall indicator of labour market adaptability. The longstanding

nature of the LFS allows a retrospective series to be produced

covering the period 1992 to 2005.

The results of the ILMA are intriguing (see Graph 1). They suggest

that labour market flexibility in the UK increased significantly between

1992 and 2000, with most of the gains being made between 1992 and

1996, but that since 2000 there have been no more improvements.
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3 BERR Press Release, 6 November 2007
4 Developing an Index of Labour Market Adaptability for the UK, BERR (November 2007)
http://www.berr.gov.uk/files/file42223.pdf
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At first sight this seems to suggest that the employment laws that

have been implemented in the UK since 1997 have not had a

negative impact on flexibility, and that the Government is entitled

to claim that it has preserved the UK’s flexible labour market.

Is that the end of the debate? ‘No’ is the short answer. If we

examine the indicators that feed into the headline figures of the

ILMA, a much more complex picture emerges.

A key ILMA indicator relates to ‘flexibility in the supply of

labour’. The compilers of the ILMA define this type of flexibility

as the degree to which employers have ready access to labour.

Clearly, if there is a large supply of labour that has the right set of

skills, this adds to the flexibility of the labour market.

It is striking, therefore, how flexibility in the supply of labour

as an indicator in its own right shows a steady and uninterrupted

rise over the whole period covered by the survey (see Graph 2). 
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What explains this rise? The increase is very likely to result from

rising levels of immigration into the UK over the period. This

assumption is almost certainly confirmed by the huge increase we see

in the indicator post-2004, when we know there was a major influx of

migrants from the new EU member states.

This poses an interesting question. Given the dramatic increase in

the flexibility in the supply of labour in recent years, why does aggregate

flexibility remain approximately the same from 2000 onwards? 

The answer is not hard to find: at the same time as flexibility in

the labour supply has been increasing, particularly from 2004, other

indicators feeding into the headline ILMA figures have been

declining. The overall effect is that as improvements to flexibility

have been made in one area of the labour market they have been

cancelled out by the creation of new rigidities in other areas.

So how have new rigidities in the labour market been created?

According to the BERR study, the following indicators feeding into

the ILMA all show a decline in flexibility:
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Working time flexibility (ie. the extent to which

employers are free to adjust the hours of their workers)

has been declining since 2000 (see Graph 3).

Flexible employment (ie. the extent to which employers

can take on workers without necessarily committing to a

permanent long-term employment relationship) has

been declining since 1998 (see Graph 4).

Pay flexibility (ie. the degree to which real wages

respond to changes in labour market conditions) has

been declining since 2000 (see Graph 5).
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How are we to explain the increasing rigidity in these three

indicators? All three indicators have probably been influenced by

regulation introduced over the last 10 years.

0

Pay Flexibility (a sub-category of the ILMA)

GRAPH 5  
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Since 1997, new regulations in the following related areas have

been added at UK and EU level:

Working Time Regulations implementing the Working

Time Directive.

Fixed Term Workers Directive (giving new dismissal

protections), new UK requirements relating to unfair

dismissal, and the introduction of complex dispute

resolution regulations that discourage employers from

taking steps to dismiss poor performing employees.

National minimum wage. 

So what can we conclude from the Government’s ILMA? From

1992 to 2000, flexibility in the labour market increased with the

biggest gains taking place between 1992 and 1996. From 2000

until 2005, where the survey ends, flexibility remained static.

But while flexibility overall appears to have been preserved, this has

been due to a boost in the labour supply, with high levels of immigration

from central and eastern Europe since 2004 playing a key part.

This expansion in the labour supply has offset some of the

new rigidities that have been imposed on the labour market over

the last 10 years, probably as a result of employment regulations

generated at UK and EU levels.

The Government has therefore been very lucky. It predicted

that the net flow of migrants from the EU states that joined in

2004 would be no more than 13,000 between 2004 and 2010, but

according to a report by the Institute of Public Policy Research

(IPPR) 1,000,000 workers have come to the UK since 2004.5 Had

5 http://www.homeoffice.gov.uk/rds/pdfs2/rdsolr2503.pdf; Floodgates or turnstiles? Post-EU enlargement migration flows to (and from) the UK, IPPR (April 2008)
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the Government’s modest prediction been right, the regulatory

constraints added since 1997 would have had a sharp impact by now.

The Government might not be so lucky in the future. The

IPPR report suggests that immigration from the new EU states is

in rapid decline, and that half of those migrants who have come

since 2004 have already returned to their country of origin.

Unless these workers are replenished from other sources, or the

burden of labour regulation introduced since 1997 is lifted, it is likely

that the UK labour market performance will become noticeably less

competitive as the negative constraints of over-regulation take effect.

THE MOST FLEXIBLE LABOUR 
MARKET IN EUROPE? 

A related question is whether the UK still has the most flexible

labour market in Europe as the Government claims.

One issue that the ILMA does not help us with is

understanding how the UK compares to other EU member states.

As well as saying that they have preserved labour market

flexibility, Government ministers argue that the UK is leading the

way in the EU. In a recent speech, Gordon Brown claimed that

the UK has “the most flexible labour market in Europe”.6

This is a bold assertion and touches on the issue of the UK’s

competitiveness relative to other countries. If the UK has the

most flexible labour market in Europe it should, in that respect at

least, be a better place do business than other member states.

Among other benefits, a highly flexible labour market is likely to

be factor in attracting foreign direct investment. So how does the

UK fare when compared to other EU member states?

Studies into labour market flexibility that make comparisons

between countries have been carried out by the OECD and the

World Bank.7 These try to provide an indication of flexibility by

analysing employment protection legislation by country. This is

quite a crude way of making comparisons, however, as account is

taken of neither the degree to which enforcement of legislation

varies from country to country, nor of the extent to which some

countries permit legislation to be set to one side by collective or

workplace agreements reached by employers and trade unions. 

Arguably, a much more effective way of measuring flexibility is

to look at actual work patterns. For instance, evidence that

reveals the degree to which employees work a range of different

hours on different days, rather than being locked into a

conventional working week, is likely to be more illustrative of

relative flexibility than an assessment of the strictness of working

hours legislation. 

Using evidence drawn from a recent survey of working

patterns in Europe carried out by the European Foundation for

the Improvement of Living and Working Conditions

(EUROFOUND), the IoD has carried out its own analysis of

labour market flexibility.8

6 Speech to CBI Scotland, 18 September 2008.
7 "Employment Protection regulation and Labour Market Performance“, OECD Employment Outlook, 2004; Doing Business 2009, World Bank,
http://www.doingbusiness.org/ 
8 http://www.eurofound.europa.eu/ewco/surveys/ewcs2005/index.htm 

Flexible labour markets.tn.qxd  26/1/09  12:46  Page 8



30 | Big Picture

Our conclusion is that any claim that the UK still has the most

flexible labour market in Europe is not justified. 

According to the IoD Index of Labour Market Flexibility, set

out below, the UK is behind countries like Denmark and Ireland

and now has only a little more flexibility than the EU average.

This is less surprising than it seems. While the UK has been actively

engaged in adding to its stock of employment law, other countries

have been trying to reform their labour markets: Denmark

introduced a raft of labour reforms in the 1990s; Germany launched

the reform programme ‘Agenda 2010’ under Chancellor Gerhard

Schroeder’s government; and now France’s Nicolas Sarkozy is

challenging the traditional 35 hour working week.

Under these circumstances, it is hardly surprising that the big

gap that once existed between the UK and most of the largest EU

member states is closing.

UPCOMING EMPLOYMENT LAW

Despite increasing evidence that (a) labour market flexibility is

under pressure from the existing regulatory framework, and (b)

the UK no longer has the most flexible labour market in Europe,

the Government continues to propose new employment

regulations. 

In addition, a number of significant employment laws are in

the process of being introduced at EU level. These are likely to

reduce flexibility further when they come into force.  

IoD Index of Labour Market Flexibility

Denmark

Ireland

United Kingdom

Sweden

Latvia

Poland

Belgium

Germany

Italy

Spain

France

EU (27 states)

35.78

43.23

38.98

25.68

32.98

31.77

24.22

26.93

27.48

36.51

28.16

31.24

35

30.67

31.27

31.53

32.76

35.07

30.69

29.15

35.49

25.78

25.39

31.26

60.87

47.75

48.22

54.73

42.03

40.63

47.95

43.83

35.52

30.4

38.75

41.97

43.88 

40.55

39.58

38.02

35.92

35.82

34.29

33.3

32.83

30.9

30.77

34.82

TABLE 2

COUNTRY Hiring and Firing
Flexibility
Average

Working Hours
Flexibility
Average

Internal Task
Flexibility
Average 

Overall Index
of Labour
Flexibility

Source: IoD 
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Upcoming employment proposals at UK level

Firm Government commitments:

Extension of the Right to Request Flexible Working

Creation of the Right to Request Time Off for Training

Payment Period for Statutory Maternity Pay to rise

from 9 to 12 months

Paid Paternity Leave to be extended from 2 weeks to 6 months

An additional week’s pay for Statutory Redundancy

compensation

Other Government employment law plans being considered:

Collective bargaining to be extended to cover pensions 

The creation of a legal entitlement to workplace training

for employees lacking a first full level 2 qualification (ie.

GCSE grades A to C, BTECs and NVQs) 

Upcoming employment proposals at EU level

Measures coming into force in the near future:

Temporary Agency Workers Directive

Revised Working Time Directive

Pregnant Workers Directive

Parental Leave Directive

Revised European Works Council Directive

WHAT SHOULD THE GOVERNMENT DO?

We need a culture change in Government.

The Government pays lip service to labour market flexibility,

but has gradually reduced flexibility through its own policies. By

bringing in so much employment law, ministers need to realise

that they are undermining the UK’s competitiveness and

ultimately their own strategy to boost employment levels.

Regulatory reform of the labour law framework is the key. It is

a mistake to rely on migrant labour as a key source of flexibility.

Migrant labour can dry up. The Government, therefore, needs to:

Scrap all proposals to extend UK employment law.

Resist all current EU employment proposals, even those 

that do not change or extend UK law – if UK law is

increasingly underpinned by EU law it will become harder 

to adapt and deregulate the UK’s employment law

framework when necessary.

Produce a deregulatory programme that makes hiring

and firing easier.

Ensure that the minimum wage cannot be increased at 

a rate that exceeds inflation.
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