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Editorial:
Back in work, but still out of pocket

Labour markets continue to heal from the recent crisis – but only slowly
Labour markets continue to recover from the Great Recession, albeit in a painfully

slow manner in many OECD countries. While progress has been made in reversing the

crisis-related increase in unemployment, little progress has been made in recouping the

lost ground on wages. Overall, three-quarters of OECD countries still face either a sizeable

unemployment gap – an unemployment rate that is 2 percentage points or more above the

pre-crisis level – or a sizeable wage gap – average wages at least 5% below the level they

would be at if they had continued the trend increase during 2000-07 – or both.

The slow progress in mending the labour market is largely the result of the global

economy being in a low-growth trap characterised by low investment, anaemic

productivity gains and weak job creation with stagnant wages. There is an urgent need to

make full use of all policy tools – macroeconomic and structural policies – at the

international and national level to bring back stronger and sustainable growth while

ensuring that its benefits are shared more widely. Employment policies can and should

play an important role in this endeavour. This edition of the OECD Employment Outlook helps

to define the nature of this challenge and identifies a number of policy actions that could

play an important role in helping to make the labour market more dynamic and inclusive,

even in the face of persistent economic headwinds.

OECD projections indicate that the jobs gap will close in 2017 in the OECD area,
nearly ten years after the crisis erupted

The end is in sight as regards cyclically depressed employment rates, at least for the

OECD area as a whole. The jobs recovery has been underway since the first quarter of 2010

when the OECD average employment rate reached its post-crisis trough with only 58.6% of

the population (ages 15-74 years) employed. This was 2.2 percentage points lower than the

employment rate in 2007, corresponding to 20.3 million missing jobs. Despite the slow and

uneven nature of the economic recovery, the jobs deficit had fallen to 5.6 million by the end

of 2015 and this edition of the Outlook reports that the OECD now projects that the jobs gap

will close completely during the course of 2017. While this is welcome news, the fact that

the Great Recession depressed employment for nearly ten years testifies to its severity and

the price workers have paid.

As is usually the case, averages tell only a part of the story. Some countries

experienced only a shallow or short recession and employment in these countries has long

since returned to, or climbed above, its pre-crisis level. Indeed, employment rates are now

more than 5 percentage points above their end-2007 levels in Chile, Germany, Hungary,

Israel and Turkey. At the other extreme, the jobs deficit is still large in Greece, Ireland and
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Spain (where the jobs gaps are currently 9, 7.9 and 8.5 percentage points and projected to

remain sizeable, even if smaller, through 2017). While it is encouraging that employment is

now rising quite rapidly in these hardest-hit countries, a full jobs recovery remains some

way off and there is a risk that it will not be achieved before a new recession arrives.

Participation in the labour market is increasing putting further pressure
on job creation

Despite the closing job gap in the OECD area, unemployment is projected to remain

moderately above its pre-crisis level in 2017 because more people want to work than ever

before. In particular, older workers are delaying their retirement, and more women wish to

be in paid employment. As a result, the average unemployment rate is projected to remain

modestly above its pre-recession level at the end of 2017. In effect, the goal posts have shifted

and governments should aim to raise the employment rate above its pre-crisis level so as to

accommodate the increased share of working-age persons who desire employment.

The crisis also adversely affected earnings and the resulting wage gap may be
difficult to close

As in past recessions, the Great Recession was associated with slower wage growth.

The surge in unemployment during the crisis was followed by falling wages in particularly

hard-hit countries such as Greece, Ireland, Japan, Portugal, Spain and the Baltic States, but

wages stagnated or barely grew almost everywhere. Real wage growth also slowed

following the crisis, although somewhat less so than nominal wage growth due to falling

price inflation. Comparing real wage growth during 2000-07 with that during 2008-15

suggests a sharp deceleration in some countries, including the Czech Republic, Estonia,

Latvia and the United Kingdom. By 2015, real hourly wages in these countries were more

than 25% below where they would have been if wage growth had continued at the rate

observed during 2000-07, and this wage gap exceeded 20% in Greece, Hungary and Ireland.

Whether workers can ever recuperate the potential wage gains lost since 2007 is

uncertain, especially if labour productivity growth remains weak. The prospects for

returning to vigorous wage gains is closely tied to whether the global economy manages to

move from the current low growth equilibrium characterised by low investment, subpar

productivity growth and historically weak international trade, which in turn calls for a

comprehensive policy response, including more ambitious use of fiscal policy and

additional structural reforms. Labour market policies will need to contribute to this

broader effort while also balancing the short-run need to complete the recover with the

longer-run imperative to support a return to stronger and more inclusive growth.

Structural weaknesses in labour market performance are becoming
more visible

As labour markets continue to heal from the impact of the Great Recession,

longer-term weaknesses in labour market performance become more visible, including

slow or non-existent wage gains in the lower and middle ranges of the earnings

distribution, and important differences in the labour market opportunities available to

different population groups. This issue of the Outlook provides insights into several of the

ways that governments can more effectively address structural issues, as they transition

from a period of intense focus on cushioning the adverse impacts of the crisis to an

increased focus on longer run issues.
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Making better use of workers’ skills would provide a boost to productivity
and wages

Skills policy can play an important role in boosting productivity and wages. In the past,

however, most of the attention has been on skills development through the expansion of

education and training programmes and improvements of the quality and timeliness of their

offerings. Chapter 2 of the Outlook shows that it is equally important to assure that workers

can make full use of their skills at work. Among equally educated and skilled workers, those

who make fuller use of their proficiencies on the job are more productive, earn higher wages

and have higher job satisfaction. Not all countries are equally successful at enabling workers

to use of their skills on the job. For example, Japanese workers have considerably better

literacy skills than their US counterparts, but use their reading skills significantly less at

work. Governments can and should enact policies that nudge employers towards better skill

use. Doing so would help to lower the risk of the overall economy becoming stuck in a

low-growth equilibrium, even as it improves the well-being of workers

Expanding opportunities for vulnerable groups
One of the encouraging recent labour market developments is that the number of

long-term unemployed finally started to fall in the past year, suggesting that this group is

beginning to share more of the benefits of the overall labour market recovery. However, it

is far too early to declare victory since the number of persons who have been unemployed

for a year or longer was still 55% above its pre-crisis level at the end of 2015, when more

than one-half of the 13.5 million long-term unemployed had been out of work for two or

more years. Governments need to continue to assist this group, who are often shunned by

employers, to move back into suitable jobs.

In a context of slow economic growth and high inequality, it also becomes more

important to assure that governments are doing everything possible to dismantle the

barriers that prevent certain population groups from realising their full potential in the

labour market. For example, a slow job creation environment is likely to increase the risk

that vulnerable youth – such as early school leavers who are neither employed nor in

education or training (NEETs) – will be permanently left behind in the labour market.

Similarly, the economic costs and unfairness associated with the persistence of large

gender gaps in employment and wages become even more unacceptable when incomes are

stagnant and opportunities for career advancement more rare.

Governments should redouble their efforts to level the playing field for these and other

vulnerable groups. Doing so effectively requires paying careful attention to the myriad of

distinct factors restricting labour market success for the different groups. For example, a

number of OECD countries had shown that “second-chance” educational programmes,

such as the École de la Deuxième Chance in France and the Jobs Corps in the United States,

can provide an effective way to help school drop outs who are struggling in the labour

market to obtain the basic skills they need to gain employment. As is illustrated by the

Chapter 4 analysis of gender gaps in emerging economies, an effective policy response

requires the co-ordinated use of multiple policy levers with the optimal mix varying

depending on the specific national context. One of the key needs is to help women better

reconcile their family responsibilities with employment. For example, subsidised childcare

focusing on low-income households has proven to be very successful in enhancing

women’s employment in several Latin American countries, including programmes in

Mexico (Estancias Infantiles) and Colombia (Hogares Communitarios).
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A smarter approach to structural reform is also needed
Moving OECD economies away from the current slow growth equilibrium requires a

renewed effort at structural reforms. While there is a broad consensus on the beneficial

effects of well-targeted and fully-implemented reforms of product and labour markets on

productivity and hence average living standards in the long run, these reforms often face

strong political opposition due to growing concern about their short-term distributional

effects. In a context of remaining labour market slack and high, if not growing, inequality,

these concerns should receive due attention and guide the design and implementation of

reforms. The new evidence presented in Chapter 3 of the Outlook points the way toward

smarter reform strategies that reduce, or even avoid, the temporary disruptions associated

with the implementation of structural reforms. For example, it is shown that reforms to

employment protection rules, which can depress employment for some time following

their introduction, tend not to have that effect if implemented during an economic

expansion or combined with complementary measures to promote greater internal

adaptability of firms and more effective unemployment benefits. Both the current

weakness of productivity growth and the fact that most OECD countries are in the middle

of an expansion indicate that now is a particularly good time to consider implementing

additional structural reforms.

A review of the OECD Jobs Strategy will assure that these policy guidelines
remain up to date in a rapidly changing world

These brief reflections suggest that policy priorities need to be rebalanced and the

operation of many familiar policy measures recalibrated to take into account the current

circumstances and the need to devote greater attention to their impact on vulnerable

groups. Nonetheless, there appears to be no need to radically reorient labour market

policies or invent totally new types of policies.

These reflections on the implications of a period of slow growth for labour market

policy also highlight the more general need to continually update policy settings so as to

adapt to changing economic conditions while taking full advantage of our improving

understanding of the effectiveness of different policy measures. In that spirit, the OECD

and its member governments have recently initiated a comprehensive reassessment of the

labour market guidelines contained in the OECD Jobs Strategy. If countries do not respond

to the challenges of digitalisation of the economy and demographic change by adopting

innovative policies to boost growth and promote good quality jobs that pay adequate

wages, then the stagnation that has afflicted our labour markets since the Great Recession

could become “the new normal”. This must not happen, and the new Jobs Strategy which

will be delivered in 2018 will present a comprehensive policy framework for countries to

promote more but also better jobs in an inclusive labour market.
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