
EDITORIAL

Low-wage jobs: stepping stones to a better future or traps?

Some countries are managing Three years after the OECD published its major work on the Jobs Study, there is
to create jobs and cut good news and bad news on the employment and unemployment front. The
unemployment, using strategies good news is that some countries – Ireland, the Netherlands, New Zealand and
commended by the OECD’s the United Kingdom – have managed to reduce structural unemployment
Jobs Study... significantly, having implemented comprehensive reforms over the past dec-

ade in line with the Jobs Strategy and, in most cases, this has gone hand-in-hand
with good aggregate employment performance. Other countries, such as Japan,
Norway and the United States, have had low aggregate unemployment and
relatively high rates of labour force participation.

... but elsewhere, structural The bad news is that structural unemployment has continued to drift upward
unemployment is still rising, and employment growth has been very weak in many other countries, espe-
hitting adult men and the cially in continental Europe. Today, there are about 36 million persons unem-
unskilled hardest. ployed in the OECD area, an unemployment rate of 71/2 per cent. Through 1997

and 1998, the unemployment rate is expected to drop slightly to around
7 per cent, or 35 million persons unemployed. Many more would like a job, but
are not actively searching for one because they have become discouraged.
Low-skilled and less-experienced workers have been particularly hit by these
adverse labour market developments. Their employment rates have dropped
in most countries, absolutely and relatively, particularly among adult men,
though less so among adult women (Chapter 4).

The lowest earners have In terms of medium-term trends in earnings and incomes, there have been real
become absolutely or relatively declines at the bottom of the earnings distribution, in some countries such as
worse off in some countries... New Zealand and the United States. In others, e.g. Australia, Ireland and the

United Kingdom, while real earnings at the bottom have not declined, the gap
between the top earners and those at the bottom has often widened consider-
ably. In some cases, this has gone hand-in-hand with increases in the disper-
sion of family and household incomes.

... and concerns that its The OECD Jobs Study underscored the necessity to increase the capacity of
recommendations will lead to OECD societies to adapt rapidly to structural change in order to reduce high
growing inequality and poverty and persistent unemployment through sustained employment growth and
have sometimes deterred full increases in real living standards. The Jobs Study set out a wide-ranging and
implementation of the Jobs balanced set of recommendations for achieving these goals, including, wher-
Strategy... ever possible, assisting workers to find jobs where they can be highly produc-

tive and earn wages that are sufficient to keep them and their families free
from poverty. Experience shows that the Jobs Strategy can work if the recommen-
dations are implemented in a coherent and consistent way, coupled with the
political will to do so. However, many countries have not yet done so. There
are many reasons for this hesitation, but a major one is concern that imple-
mentation of all the recommendations, especially those calling for greater
labour and product market flexibility, will threaten social cohesion by leading
to growing earnings inequality and poverty.
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... so this editorial looks at This editorial focuses on the potential policy responses which seek to resolve
ways to help workers with low the labour market difficulties faced by low-paid, less-educated and less-skilled
pay and those with low skills. workers. Many workers are trapped in a cycle of low pay and no pay, with

potential negative consequences for poverty and their productive capacity, as
well as that of the economy as a whole. It is for this reason that a central topic
for debate at the forthcoming meeting of OECD Labour Ministers in October
1997 will be policies to assist low-paid workers and less-skilled job seekers.

The low-paid are less The magnitude and characteristics of the problems posed by high and persis-
numerous in some countries tent unemployment, inequality and low pay, and lack of job opportunities and
than in others, but everywhere skills vary across countries. For example, the incidence of low-paid jobs,
are concentrated in the same defined as jobs with full-time earnings of less than two-thirds of median earn-
groups... ings, ranges from less than one in ten full-time workers in Sweden and Finland

to as many as one in four in the United States. Women, youth and workers with
few educational qualifications are more likely to be in low-paying jobs com-
pared with men and older workers in all countries.

... and although low pay can However, this static view gives an incomplete picture of low-wage jobs. Such
be a step to a better-paying jobs are often stepping stones into better ones. The detailed mobility analysis
job, it can also recur, and in Chapter 2, though limited to just six countries, provides evidence of consid-
alternate with no pay. erable upward mobility in the earnings distribution, with many workers moving

out of low-wage jobs. This is encouraging, but this optimism must be tempered
by the fact that ‘‘escaping’’ from a low-paid job can be a temporary phenome-
non. For example, among workers who were continuously employed over the
period 1986-1991, those in low-paid jobs at the beginning of the period spent,
on average, four years in them in the United Kingdom and the United States,
and two to three years in Denmark, France, Germany and Italy. There is also
evidence of a ‘‘carousel effect’’ in all countries for which data are available:
many workers seem to move back and forth from low pay to no pay.

Low pay needs to be tackled Although a low-paid job is not synonymous with a low-skilled job, the corner-
through lifelong learning, with stone of an overall strategy to tackle many of the problems associated with low
employer involvement, pay is, in fact, a broad-based one of lifelong learning, continuously upgrading
continuously upgrading skills the skills and competencies of populations and work forces. Preparation for
and making workers more employment can no longer be a once-and-for-all process that stops with initial
adaptable... education and training, vital as that is. In all countries, some 80 per cent of the

workforce ten years from now is already working and many of them have low
levels of educational attainment. If OECD societies are to generate more higher
productivity, higher skill and higher wage jobs, they must develop effective
strategies for addressing the barriers that prevent firms and workers from
investing in and utilising skills and competencies. Lifelong learning, with on-
the-job learning building on sound initial education that creates both the
motivation and the capacity to adapt and upgrade skills, can provide firms with
enhanced flexibility and increase workers’ capacities to benefit from new forms
of work organisation and technology.

... with particular help for less- In a lifelong learning strategy, it is especially critical to assist less-qualified
qualified workers, who often workers in upgrading their skills and getting them into jobs that utilise those
cannot make the necessary skills. Many receive very little employment-related training on their jobs.
investment in learning... Those who need these opportunities most are often inhibited from individually

undertaking the necessary investments because of the cost and the risk that it
may not pay-off in terms of getting them into good, well-paid jobs. This can
also serve to lock them into low-wage jobs and, for the economy as a whole,
surely results in some loss of potential output. The potential size of this loss is
currently impossible to assess since there are no reliable estimates of the
social rate of return to investment in further education and training.
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... an investment rarely There are many open questions as to the best way to implement strategies
optimised by market forces which support lifelong learning. It is usually accepted that market forces alone
alone; training levies have had are unlikely to overcome the considerable barriers facing firms and workers
mixed success; better ways of considering investment in skills, ranging from the capital-market constraints
recognising acquired skills could facing individuals to the problem of firms free-riding on the training under-
improve incentives to invest taken by other firms by poaching trained workers. While proper incentives to
more in learning... overcome these market failures need to be put in place, the best way to do

this is still unclear. Options such as training levies and individual training
vouchers have been explored, but with mixed success. One avenue that would
deserve further exploration is the establishment of national certification/recog-
nition arrangements as one way of improving the functioning of the labour
market. The development of systems for the assessment and recognition of
acquired skills would assist in getting a better balance towards broader and
portable skills, especially for adult learning. Indeed, some countries are mak-
ing efforts at developing national qualifications and assessment standards,
often in the context of consultations with the business community and worker
organisations, each having an interest in the definition and regulation of stan-
dards. Certification systems can play a positive role in improving the market for
adult training if the criteria are generally agreed upon, properly monitored and
regulated. Such systems must necessarily be flexible enough to respond
quickly to rapid changes in technology.

... but education and training Effective reforms in education and training policies are central to improving the
are not enough: the low-paid situation of many of the low-paid and the less qualified, and many countries
need to be helped in other have stepped-up their efforts at reforms. However, such reforms may not work
ways... for everyone and it is unrealistic to think that increasing the supply of skills will

necessarily lead, at least in the short- to medium-term, to a proportionate
increase in high-productivity jobs. Moreover, for those individuals for whom
further education and training is effective, it takes time to bear fruit. Hence,
other policy measures are essential to assist the low paid.

... for example, by topping up It is argued that concern about the poverty consequences of low-paid jobs can
their income through state be dealt with by a judiciously designed system of employment-conditional
transfers... benefits. These income-tested benefits top up the income of those in low-paid

jobs, thereby giving them strong incentives to seek work; the benefits are
phased-out as earnings rise. Such schemes are available in various guises in six
OECD countries: Canada, Ireland, Italy, New Zealand, the United Kingdom and
the United States; they have recently been extended in Ireland, the United
Kingdom and the United States. Currently, outlays for them are running at
0.5 per cent of GDP in the United Kingdom and 0.2 per cent in the United
States. For the United States, it has been estimated that the Earned Income
Tax Credit provides benefits to roughly six million working taxpayers with
incomes below the official poverty line and lifts the income of about one
million of them above that line.

... although such employment- While employment-conditional benefits have many attractive features, they are
conditional benefits are not a not a panacea for low-paying jobs – for reasons discussed in the 1996 Employ-
panacea... ment Outlook. They are likely to be most successful in countries where the

existing earnings distribution is relatively unequal, where benefits are kept low
relative to average earnings and are tightly targeted on families with children.

... and can be expensive, or Employment-conditional benefit schemes designed to top-up low pay from
create poverty traps, though work may prove very costly to the public purse, exacerbating already difficult
individualised targeting looks fiscal positions in most countries, particularly if they take the form of a general
promising... payment to those with low earnings and earnings inequality continues to widen

at the bottom of the distribution. This is the main reason for means-testing and
targeting such benefits, although the United Kingdom is currently experi-
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menting to find out the effects of widening such subsidies to all the low paid.
But means-testing and targeting inevitably lead to poverty traps for some
groups where there is little or no gain in income from working more. Recent
reforms in Australia may provide a partial answer to this problem. Australia has
moved from a family resource-based means-tested system to one more condi-
tional on individual circumstances. While the evidence is not definitive yet,
this ‘‘individualisation’’ of the benefit system appears to have had some suc-
cess in ensuring that, when either partner in an unemployed-couple household
takes a part-time or low-paid full-time job, the family income is increased.

... moreover, the impact of such The existence of employment-conditional benefits, if they succeed in getting
benefits in raising family more low-wage workers into jobs, can put downward pressure on wages for the
income can be blunted if they low-paid. To the extent this happens, the benefits can cease to meet their
cause employers to lower pay income-support goal, even as public spending increases. Although the fall in
further... wages could encourage employers to hire more low-wage workers, such an

effect could also tend to reduce work incentives for those receiving the benefit.
Overall, low income will not be reduced to the extent that the first-round effect
of the benefit would suggest.

... so an alternative is wage These concerns have lead some countries, particularly in Continental Europe,
floors balanced by tax breaks to favour a policy of wage floors (set either by legislation or collective bargain-
for employers... ing) combined with a policy of payroll tax reductions or exonerations targeted

on the bottom of the earnings distribution. The goal of these schemes is to
guarantee some minimum income from work while ensuring that the cost of
labour does not hinder firms taking on unskilled workers. Such a policy stance
has been adopted in Belgium, France and the Netherlands.

... although this option too But this policy option is not a panacea either. A wage floor set at too high a
could be fiscally expensive, level will damage the job prospects of low-paid and inexperienced workers. In
subsidise employers addition, reductions or exemptions for all jobs paying below some earnings
unnecessarily or cause them to threshold could also be costly to the public purse in terms of foregone reve-
have fewer well-paid jobs... nues. Whether net employment will increase is also unclear because it is well

known that such schemes could produce large ‘‘deadweight’’ losses (i.e. many
hires of low-wage workers would have occurred in the absence of the scheme)
and substitution effects (i.e. firms may substitute lower paying jobs for higher
paying ones).

... but much more needs to be Unfortunately, evidence on the effectiveness of these two approaches in ame-
known about the impact of liorating low pay and raising work incentives is scant. There is, therefore, an
both these options on jobs and urgent need to increase our knowledge on the effectiveness of such policies on
poverty, including in the long at least two dimensions: i) their impact on individual employment prospects
term. and aggregate employment; and ii) their impact on poverty. In addition, these

issues must also be evaluated within a long-term perspective. As shown in
Chapters 2 and 5, obtaining a job is just part of the battle. Remaining in
employment with good prospects of climbing up the earnings ladder proves
quite difficult for many low-paid workers, not least women, mature adults and
the less-skilled.

However, the fate of the low- The long-run well-being of workers on the bottom rung of the earnings distribu-
paid ultimately depends on tion depends heavily on increasing their productivity. Debate on how best to
increasing their productivity, achieve this objective must be seen within the broader issues of policies and
requiring a broad-based and institutions to increase the incentives for the production and the effective use
co-ordinated public/private effort of productivity-enhancing skills by both businesses and workers. While govern-
to raise skills. ments have direct responsibility for ensuring that individuals have the founda-

tion skills for lifelong learning, comprehensive strategies to foster high-produc-
tivity and high-wage paths will only come to fruition through the support of
governments, with greatly expanded co-ordination across Ministries, the pri-
vate sector and, where appropriate, concertation among the social partners.
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