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Foreword
The Irish Labour Market Review is prepared and published by FÁS as a contribution to understanding and debate about
Irish labour market developments and issues. The Review was first published in 2002 and has been published annually
since. It has addressed a range of issues including the labour market participation of disadvantaged groups, up-skilling
of the employed, older workers, immigration, gender pay gaps and incentives to work. This year’s Review presents an
overall assessment of labour market developments in Ireland (Chapter 1), looks at policy responses to the rapid rise in
the Live Register in Chapter 2, considers training policy in Chapter 3 and contains a special article on young persons who
are not in employment, education or training in Chapter 4.

The Review is published at a time of severe economic difficulties worldwide and in Ireland. These have implications for
employment, unemployment and the public finances. Labour market policy and programmes need to respond to the new
circumstances and the aim of the Review is to discuss possible responses. Resources are limited and the challenge is to
balance short and longer term objectives, the needs of different groups and economic and social priorities. 

The Review has been prepared by the Planning and Research Department of FÁS. Specifically, Brian McCormick was the
lead author of Chapters 1 & 2, and Roger Fox was the author of Chapters 3 & 4.
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Executive Summary
In 2008, the Irish economy went into a recession after a 12-year period when the annual GNP growth rate averaged 7%.
The causes of this abrupt downturn, including the slump in the property market, the banking crisis and unfavourable
exchange rates, have been well documented. The reversal in economic fortunes has occurred in tandem with the Irish
labour market entering a new phase of rising unemployment after over a decade of unprecedented job creation. There
has been a striking similarity in economic and employment trends over the recent 2004-2008 period. This is indicative
of the fact that labour-intensive sectors (i.e. services and construction) have been the main growth sectors since 2004.
As employment declines in these labour-intensive sectors it is having a pronounced negative multiplier effect on the
economy as a whole, as the feedback through the reduction in employees earnings is greater than in the capital-intensive
manufacturing sector. These second round effects are, in turn, further weakening labour demand. 

Given the close link between employment and economic growth in recent years it was inevitable that a significant
economic downturn would bring the most recent employment boom to an end. However, the speed at which this has
happened has been faster than many had expected. By Quarter 3 2008 employment was down by 1.2% (-25,000) year-
on-year, the first time year-on-year employment growth was negative since 1991. The increase in the numbers signing
on to the Live Register has been unprecedented, increasing by 121,000 or 71% during 2008. As a result, the seasonally-
adjusted unemployment rate rose from 4.7% in December 2007 to 8.3% in December 2008. Another important aspect
of recent trends has been the sharp rise in part-time employment. While overall employment has been falling, the
numbers in part-time employment has risen noticeably over the last two years (up 43% or 46,000). 

The construction sector has seen the largest number of job losses, although the deterioration in economic conditions
(most notably the current financial crisis) has also impacted the services sector, especially the retail sector, as employers
experience cash flow problems and consumers reduce their spending. The rise of the euro vis-à-vis sterling has also
affected job prospects in both the retail and manufacturing sectors. 

Given the slowdown, it is not surprising that the number of vacancies notified to FÁS showed a significant 
year-on-year fall (-32%) in 20081, with declines recorded across all occupations. While up-to-date earnings data 
is not available, anecdotal evidence would suggest that earnings growth has begun to respond to the changed 
labour market environment.

Despite the reversal in employment trends, the labour force has continued to grow (up 1.2% annually in Q3 2008),
albeit at a slower rate. The main reason for the slowdown has been the fall in net-inward migration. Migration accounted
for 40% of labour force growth in Q3 2008 compared to 80% in Q2 2008, whilst the number of PPS numbers issued
to EU10-nationals in 2008 was down 40% on 2007, with the number of work permits issued to non-EU nationals down
by a similar proportion (42%).

Looking ahead, it is becoming increasingly clear that the economic downturn will be more pronounced than had
previously been expected, with little or no prospect of a recovery before 2011. The outlook for the labour market is,
unfortunately, equally pessimistic. In previous Reviews (2006 and 2007) we expressed concern that the labour market
was vulnerable to economic shocks arising from either the property market and/or the currency markets. These fears have
been realised. Given the nature of the economic downturn, it is now inevitable that employment will fall significantly in
2009, with the only uncertainty being the extent of the job losses.

1. The data on FÁS vacancies can be affected by variations in our market share and should not be taken as a definitive guide to overall vacancy trends.
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2. Albeit at 9%, which is lower than their more recent 2009 forecast.

We expect labour force flows to adjust to the changing economic reality, with inward migration falling while emigration
gathers pace. As a result, we believe that emigration will exceed immigration. Labour force participation is also likely to
fall in the face of fewer job opportunities.

Notwithstanding this anticipated labour supply response, the speed at which the unemployment rate rose in 2008 is likely
to continue out to the end of 2009. There must also be some concern that a negative feedback dynamic will perpetuate
into 2010 as consumption and Exchequer receipts take a hit from rising unemployment, leading to a concomitant fall in
services employment. Hence, in the absence of a significant recovery in the world economy in the second half of 2009,
it seems increasingly likely that further declines in employment and increases in unemployment will occur in 2010.

Beyond 2010, the outlook will largely depend on the speed with which the Irish economy can recover from the current
recession. Interestingly, the ESRI modelled the effects of a pronounced credit shock on their macroeconomic forecasts in
their Medium-Term Review published in May 2008. Their model predicted that this would result in the unemployment
rate peaking in 20102 after which time it would begin to fall as economic growth resumed. The rapid economic recovery
envisaged under such a scenario was predicated on the assumptions that international interest rates and domestic wage
rates would both be flexible downwards. Whether or not these assumptions materialise fully remains uncertain, although
there have been signs on both fronts that this has already begun to happen. Yet, even if both money markets and labour
markets do prove to be flexible, it remains to be seen whether they will provide sufficient leverage to return the Irish
economy back to strong growth so quickly. What does seem certain is that when the labour market does eventually
recover, the vast majority of the new job opportunities will be in the services sector. However, any such recovery is now
unlikely to occur before 2011 at the earliest. In summary, the overall context for this year’s Review is one of contraction
and uncertainty.

CHAPTER 2: LABOUR MARKET POLICY
In the long run, aggregate employment and unemployment levels will be determined by the functioning of the labour
market, as well as by wider macroeconomic conditions and policies. Indeed, during the current downturn focus needs
to be kept on this, regardless of short-term measures to boost employment and reduce unemployment. However, the
immediate challenge facing the labour market is the rapid rise in unemployment. It must be recognised that the number
of jobseekers is expected to significantly exceed the number of job openings in the short to medium term. Given this,
the question arises as to what extent interventions can and should be made to boost job creation, recognising that fiscal
policy levers are becoming increasingly constrained. To this end, Chapter 2 looks at possible short-term responses to the
downturn as well as wider structural reforms to the labour market, while Chapter 3 considers possible training options
including up-skilling the workforce that will continue to reap benefits once the current downturn has passed. 

Activation

In recent years, activation measures have represented the primary approach used by the State to help the unemployed
back into employment. The OECD, in their recent review of activation policies in Ireland, argue that such an approach
has been largely effective and that greater resources should be devoted to activation measures. However, consideration
should be given to assessing whether or not an increased emphasis on activation might lead to large deadweight effects
in the context of rising unemployment. To help combat this, the possibility of using profiling to provide different levels
of service, at different durations, to different sets of clients would seem to have merit as it would target interventions to
those most in need (accepting that predictions based on profiling are far from perfect). Furthermore, if the priority goal
is to reduce the numbers on the Live Register, there may be a case for giving priority to Live Registrants in the activation
process, even though there is merit in the activation of other groups.
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Personal Re-Employment Accounts (PRAs) 

Another approach to activation is the use of Personal Re-employment Accounts (PRAs), which are currently being piloted
in the USA. PRAs are designed to help recipients of unemployment benefit who have a high probability of not gaining
employment to gain skills and find work. The PRAs combine two strategies – individually-managed training accounts and
bonuses for re-employment. One of the main features of the PRA scheme is its flexibility and breadth which empower
the recipients with a range of choices. One choice involved in the scheme is whether to take all or most of the lump sum
on re-employment rather than use the fund to purchase services. Those who use the PRA funds to purchase services can
choose to spend the money on conventional training or ‘supportive services’ that include childcare, transportation costs
and clothing for interviews. While there has only been a partial evaluation of the scheme to date, the preliminary findings
of a study covering the 2005-2007 period were largely positive. The findings would suggest that an examination of the
appropriateness of such a scheme in the Irish context may be merited.

Work Experience / Internship Schemes

A wider general policy question is whether more emphasis should be placed on training or job placement as a means of
activation. For the hard to place, it may well be that in the context of weak labour demand the best approach is to focus
on training and education. However, in the case of the more employable group it would seem to make more sense to
concentrate on job placement over training. There has been a move in this direction in recent years in several countries,
most notably Australia and, more recently, the UK, to place greater emphasis on getting people into work rather than
training them for employment, with the training component coming, if at all, once a person is in a job. This ‘Work First’
approach is based on the philosophy that what most unemployed people really want is a job rather than training. 

Many of those who are likely to made redundant will be highly-skilled, motivated, have good recent work histories and
will, therefore, need very little direct intervention in terms of training or job-seeking skills. Their main obstacle will be
sourcing employment opportunities. Hence, a complement to the Work First approach might be to either establish an
internship programme or an enhanced Work Placement programme in order to help place unemployed persons into
real jobs on a temporary or trial basis. One possible option for such an internship programme would be to make it
available to Jobseeker Allowance/Jobseeker Benefit recipients, who would maintain their social welfare entitlements
(and perhaps receive an additional top-up allowance) in lieu of the employer paying them a wage. The main target group
for such a scheme would be those who are in need of work experience rather than formal training. We suggest that the
possibility of introducing such a scheme should be examined (taking account of past experiences of such schemes to avoid
deadweight and abuse). 

Temporary Employment Programmes

It must be recognised, however, that the opportunities for work experience programmes are also likely to be limited in
the current environment. Hence, the establishment of some form of temporary public sector jobs scheme may be
necessary. That is not to say we recommend an expansion of Community Employment. However, as unemployment
reaches very high levels in the next year or two there will again be a case for creating temporary employment for those
who are out of work, especially job-ready workers (including professionals). Participation in such a scheme would largely
be voluntary but may become compulsory in the case of some long-term Live Registrants. The focus of any such scheme
would need to be on projects of public value and would need to be of limited duration to avoid on-going public financial
commitments. Again, a critical consideration in assessing the viability of such a scheme would be determining its net cost
to the Exchequer.

Social Welfare and Work Incentives

In the context of rising unemployment it will also be important to ensure that the social welfare system does not create
any financial disincentives to the take up of employment. Probably the best indicators of financial disincentives in the
social welfare system are replacement rates (the ratio of income out of work to earnings in work). Replacement rates have
risen in recent years and it is likely that in the short-term replacement rates will rise even further given that some future
job opportunities are likely to pay less than they have in recent years as a result of the contraction in labour demand.
Anecdotally, the loss of social welfare entitlements continue to be cited by FÁS Employment Service Officers as a
significant barrier to re-entry in employment.



D I R I S H  L A B O U R  M A R K E T  R E V I E W  2 0 0 8 J

page 6

More generally, the ratio of officially unemployed in Ireland (based on the ILO definition) relative to the numbers who are
signing on to the Live Register is low (at 60%-65%). According to the OECD, regulations disqualifying claimants from JB/JA
are relatively mild – e.g. in respect of voluntary quits, refusal to take-up jobs, participation in active labour market
programmes or job search during a training course. The OECD also highlights that sanction rates are low for those who fail
to meet the eligibility requirements. Given the context of rising unemployment, higher replacement rates and a high ratio
of Live Registrants to the numbers officially unemployed, there may be merit in reviewing eligibility conditions/sanctions for
those seeking Jobseekers Benefit/Allowances, to complement the greater focus on activation of those who genuinely want
to get back into the workforce. This could include an increased emphasis on availability for work assessments. It should be
stressed, however, that given a situation of rising unemployment, the overriding emphasis of activation policy should be on
job placement and training rather than increased sanctions and tightening eligibility conditions.

Stimulating the Labour Market

Aside from temporary job programmes, job opportunities for the ‘job ready’ on the Live Register may partly depend on
some form of financial incentive for either employers or employees, over and above the fall in wage rates that is likely
to occur in the face of rising unemployment. The question remains, however, whether such stimuli would be efficient
and affordable given current budget constraints. We outline of some of the policy options available along with their
perceived merits and potential drawbacks.

The current Employers PRSI Exemption Scheme is primarily designed to get the long-term unemployed into employment.
Under the PRSI Scheme, when an employer hires an eligible worker they do not have to pay the employers’ PRSI
contributions for the first two years of their employment. One option, given the need to stimulate labour demand for
the more recently unemployed, would be to make the scheme more generalised to include those who have been
unemployed for a shorter duration (e.g. six months). Admittedly, such a proposal could initially involve a significant cost
and its success would depend on whether or not there would be a ‘payback’ to the exchequer through second round
effects arising from a reduction in the numbers signing on the Live Register and an increase in the numbers paying
income tax. 

It may also be necessary to recognise that, in some cases, the best way to save jobs during a recession could involve
policies that encourage part-time work on the basis that some work is better than no work at all. This has been the
approach that has recently been adopted by the Dutch government. They introduced an exceptional short-time working
scheme in 2008 which allows companies experiencing sharp downturns in sales revenues to reduce their output, to
receive an unemployment benefit payment for a proportion of the workforce, while at the same time keeping the affected
employees on their payroll. The merits of introducing a similar scheme in Ireland are worth examining. 

Another option to be assessed is the introduction of a wage insurance scheme. Such a scheme is designed to reduce the
amount of time spent by redundant workers on the dole by incentivising the early take up of jobs that pay less than their
previous employment. While wage insurance schemes vary from country to country, they all essentially involve a top-up
being paid to a redundant worker who takes up a lower paid job. They aim to speed re-entry into employment and
thereby reduce ‘stickiness’ in the labour market while redundant workers take time to re-adjust their wage/career
expectations to the reality of weaker labour demand. As with other subsidies, the main downside of such a scheme is
the degree of deadweight as it would also be available to those who would have taken a job anyway. It would be
important, therefore, to establish whether or not the savings gained from speeding up entry to the labour market
exceeded the potential deadweight associated with such a scheme. 

Migration Policy

Given the current labour market slowdown, the ability of the Irish labour market to absorb inflows from abroad is 
being tested as evidenced by the rapid rise in the number of non-Irish nationals (especially EU10-nationals) signing on
the Live Register.

However, the scope for directly influencing Irish-EU migratory flows are limited given that workers from the EU25 have
full rights to come to, and remain in, the Irish labour market. It therefore seems prudent to consider whether or not the
social welfare system has a role to play in indirectly influencing EU10 migration patterns, given the large differential
between social welfare rates in Ireland and Central Europe. In particular, it will be important to ensure that the Irish
social welfare system does not become a pull factor for migration at a time when unemployment is rising in many EU
countries, especially since not all EU15 Member States granted EU10 migrants full access to their labour markets.
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Migration flows from outside the EU25 are, on the other hand, much easier to regulate. In the first instance, migrants
from Romania and Bulgaria have yet to be granted access to our labour market on the same grounds as migrants from
other EU countries. Given the slowdown in the labour market, we believe that the status quo in this regard should be
maintained for the foreseeable future. Outside the EU, economic migration is regulated primarily through the Work
Permit/Green Card system. Only under exceptional circumstances should vacancies be considered an adequate reason
for Work Permits to be issued. While Work Permits have been issued for workers filling labour shortages from abroad,
skill shortages that are filled from abroad are more likely to involve the Green Card system. Despite the economic
slowdown, according to the National Skills Bulletin 2008, there are still skill shortages in some occupations at the higher
end of the skill scale (although in most cases the extent of these shortages is less severe than in previous years). However,
the range of high skill shortages, especially in the construction sector, has narrowed as a result of the downturn. Hence,
the list of eligible occupations may need to be kept under review in the context of the looser labour market.

While immigration has been the primary, and virtually the only, focus of migration policy over the last ten years, it must
be expected that emigration will rise significantly in the context of the slacker labour market. In particular, construction
workers who have been laid off due to the housing slump are likely to seek work abroad. In this context, FÁS should
continue to help those who are made redundant in the construction sector to find work abroad as well as providing
information more generally on international opportunities.

CHAPTER 3: TRAINING

Training the Unemployed 

For some made redundant during the downturn, retraining will be important. This is especially true for workers who have
been let go from declining sectors (most notably construction and some manufacturing sectors), to help them find
employment in sectors that are likely to grow when the economy picks up. Many persons in the low/medium-risk group
are more likely to benefit from short and flexible training programmes. Hence, FÁS will be providing a new range of
certified, short, flexible, modular programmes designed to up-skill redundant workers so that they can enhance their
prospects of securing employment. 

In the past, FÁS ran the Job Training Scheme (JTS) which involved unemployed persons being placed in companies and
trained by the company. Under the current circumstances where obtaining employment is increasingly difficult, there may
be merit in reinvigorating such a scheme as it could provide an opportunity for Live Registrants to get ‘a foot in the
workplace’ while at the same time receive training. 

There will also be a need to help employees who want to start their own business, given the lack of recruitment
opportunities available. 

Training Construction Workers

The single largest source of increase in unemployment has been the rapid and severe deterioration in construction activity.
In response to this specific issue, FÁS has developed a comprehensive action plan which is designed to provide and
support employment opportunities for construction workers and to facilitate redundant apprentices in the completion
of their training.

In addition to enhancing the job prospects of unemployed construction workers, FÁS is also taking measures to facilitate
redundant apprentices in their efforts to complete their apprenticeship. Specifically, FÁS is exploring ways of substituting
for the ‘on-the-job’ training which the apprentice has lost on becoming redundant. Currently, FÁS is implementing a
rotation system whereby an employer provides work experience for a redundant apprentice while his/her own apprentices
are on the off-the-job component of their training. 
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Up-skilling the Workforce

While the focus of policy-makers is understandably very much on the immediate outlook, there is a continued to need
to address Ireland’s longer-term skills requirements. The National Skills Strategy set out a vision for meeting these
requirements up to 2020. Recent studies show that there has been an increase in training over recent years and that Irish
companies, overall, spend a relatively large amount on training courses compared to those in other EU countries.
However, most training is concentrated on well-educated and younger employees to the exclusion of lower-qualified or
older employees. Finding ways to increase training for these groups is essential if Ireland’s Skills Strategy targets are to
be achieved.

The Review summarises a number of recent FÁS programmes to promote training of low-skilled employees. Two pilot
Paid Learning Leave initiatives in Sligo and Wicklow did not achieve a good level of take-up. This was due to a number
of reasons including the particular conditions of the pilots. FÁS will now reflect on these issues to see if further pilots
would be beneficial. The Workplace Basic Education Fund, which supports literacy development in the workplace, has
been evaluated as successful in reaching a significant number of employees needing to improve their literacy/numeracy
capabilities. This initiative will be continued with a number of modifications suggested by the evaluation. FÁS has also
initiated an Individual Learning Options pilot and has agreed to support the union learning advocate approach. The
Review does not recommend any new initiatives – rather the many existing initiatives should be continued and evaluated
carefully to see which merit continuation and/or modification.

The Review argues that Government intervention should be focused on ‘market failures’ such as the under-investment
in the training of low-skilled employees noted above. Currently, public financial subsidies are provided to reduce the
costs of training to companies in various circumstances. However, it will be important, especially in the current tight
budget climate, to avoid deadweight by funding activities for those who would be willing to pay for training anyway.
Limited-duration promotion of company training activity, coupled with specific support in the areas of market failure
identified above, would seem to provide the appropriate policy approach for public intervention.

CHAPTER 4: NEETS
This chapter considers the group of Young Persons Not in Employment, Education or Training (NEETs). The concept of
NEETs has received growing interest from policy-makers in recent years in a number of countries, especially the UK, and
in the OECD. The overall number and percentage of NEETs in Ireland has been relatively modest as measured by the
proportion of young people in this situation. However, as unemployed rose since 2007, so the percentage of NEETS rose
to nearly 10%. If we consider only persons who have left the education system, we find that 25-30% of young persons
are NEET, that 43% were NEET at some point in the five years after leaving full-time education and that 11% were
continually NEET over that period.

Most concern may be felt for the sub-group of young persons with below Leaving Certificate qualifications. Over forty
percent of this group were NEETs in 2008 according to the Irish data reported here. There is a danger that these persons
will continue to remain marginally-attached to the labour force for much of their lifetime and hence face social exclusion.

As unemployment rises in Ireland, young disadvantaged persons are likely to be among those most affected. Programmes
such as Youthreach aim to address the needs of this group, but there is perhaps a need for a re-consideration of the extent
to which this programme is currently ‘picking-up’ all those who should benefit from it. There is a need for a systematic
approach whereby schools notify the relevant authorities when pupils leave early, and procedures are in place to contact
and refer such persons to suitable provision such as Youthreach. Indeed, such provision should be guaranteed to persons
with no educational qualifications. Attainment of education and training qualifications, whether they be the Leaving
Certificate or other Level 4/5 qualifications, should be a core objective of Youthreach provision.

In respect of unemployed NEETs, there is a need to ensure that successful activation takes place. Where inactivity is due
to child-care, Government policies towards child-care and, at a later stage, training and further education may help
poorly-educated parents to enter the paid workforce when their children have become old enough to no longer need
full-time parental care.




