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Editorial

Raymond Torres
Director

International Institute for Labour Studies

The world economy is rebounding from the financial crisis,
aided by stimulus measures...

The world economy is exhibiting encouraging signs of a recovery. The IMF now
predicts over 3 per cent economic growth for 2010, with Brazil, China and India
leading the economic rebound. In addition, this Report shows that job losses have
been less than would have been predicted on the basis of earlier crises. Indeed,
another Great Depression has probably been avoided, aided by stimulus measures
implemented by governments since the onset of the crisis.

...but the jobs crisis is far from over...

Despite these major achievements, the global jobs crisis is not over and it could
even worsen unless adequate action is taken.

First, the jobs crisis is much larger in size than unemployment figures sug-
gest. As shown in Chapter 1, in the 51 countries for which data are available, at
least 20 million jobs have been lost since October 2008 when the financial crisis
started. But unemployment is only one dimension of the jobs crisis: about 5 mil-
lion workers are at risk of losing jobs now. Though demand and output fell steeply,
enterprises have kept millions of workers, often through the support of govern-
ments. These workers are currently on shorter hours, partial unemployment or
involuntarily part time. They are at risk of losing their job if firms become unvi-
able, governments withdraw their support, or the economic rebound is not strong
enough.

Given job retention and usual lags in hiring decisions, the initial stages of the
economic rebound will entail little job creation. Employment in high GDP per-
capita countries will not return to pre-crisis levels before 2013. In emerging and
developing countries, employment levels could start recovering from 2010, but will
not reach pre-crisis levels before 2011.
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Second, and more fundamentally, there is a significant risk that the jobs crisis
will have long-lasting negative social and economic implications. The Report esti-
mates that almost 43 million workers are at-risk of exclusion from the labour
market — because, if the right programmes are not put in place or existing ones
are phased out, individuals could shift to long-term joblessness or drop out of
the labour market entirely. Experience from earlier crises suggests that this risk
is especially acute for the low-skilled, migrant and older workers. New entrants,
including youth and women, will face major difficulties obtaining employment.
There are already some indications that the proportion of people of working age
who do not participate in the labour market has started to increase. In developing
countries, high-quality jobs have been lost and affected workers are likely to move
to the informal economy.

For the workers concerned and their families, hardship is aggravated by gaps
in the social protection system. Two-thirds of the countries for which data are
available do not have unemployment benefits. Only one third of developing coun-
tries provide some form of social protection to informal sector workers and the
self-employed. Everywhere, perceptions of job precariousness are on the rise.

...threatening economic recovery.

The prospect of greater long-term joblessness also undermines confidence, thereby
affecting consumption and investment decisions. It therefore represents a major
threat to economic recovery itself. Also, perceptions of job precariousness will
exert further downward pressure on wages, aggravating the risk of depressed aggre-
gate demand.

In short, economic recovery will remain both fragile and incomplete as long
as the jobs crisis continues.

So a premature exit from stimulus measures would be counterproductive
and expensive for budgets in the long run...

It is therefore crucial to avoid premature or ill-conceived exit strategies. Public
debts have increased significantly — reflecting both the bail out of the financial
system and fiscal stimulus measures. So governments and social partners face the
twin challenge of addressing the jobs crisis while avoiding an unsustainable aggra-
vation of fiscal goals. However, the Report shows that badly shaped spending cuts
now would hit many existing jobs which were saved thanks to earlier stimulus
measures but are still at risk. Such an early exit would also postpone employment
recovery and would aggravate the risk of long-term joblessness, labour market
exclusion and employment informality.

Importantly, bringing outsiders back into productive employment has proven
very difficult and exorbitantly costly for the public purse in past crises. Taking
preventive action now would therefore be cost-effective in the long run. Public
deficits would be temporarily impacted by the expenditure outlays required to re-
inforce employment-related measures. But such policies would effectively address
the needs of firms and workers — the real economy. Indeed, the boost in economic
activity resulting from the job gains would auger well for a return to pre-crisis debt
levels in the medium-term.

World of Work Report 2009: The Global Jobs Crisis and Beyond



...underlining the need for, first, continued job-centred stimulus
to promote economic recovery as stressed in the Global Jobs Pact...

The Report shows that a continuation of fiscal stimulus measures, if better focused
on jobs as recommended in the ILO Global Jobs Pact, would raise employment
by 7 per cent compared to an early exit situation. Moreover, while this would
raise public expenditures in the short run, the potential gains in terms of employ-
ment and output would allow public debt to return to its pre-crisis level in the
medium-term.

There is evidence that measures focused around the principles of the ILO
Global Jobs Pact are effective. For example, Australia, Brazil, Germany, Jordan and
the Republic of Korea have successfully implemented measures consistent with the
Global Jobs Pact, by (i) focusing crisis responses on employment, social protec-
tion and skills; (ii) avoiding counterproductive measures such as downward spiral
of wages or downgrading labour standards; and, (iii) exploiting the potential for
social dialogue in order to improve the design of crisis responses and their social
acceptance. Importantly, most of these countries have acted quickly and in a tar-
geted manner, explaining why the measures have been so cost-effective.

...and, second, reforms of the financial system
to make recovery sustainable

The effectiveness of job-centered crisis responses will be constrained as long as the
root causes of the crisis are not addressed. Rescue packages to financial institu-
tions have reached unprecedented levels in countries where the crisis originated.
The bill will be expensive for taxpayers and job losers. It is therefore essential to
ensure that an end is put to those financial practices and irresponsible risk-taking
that preceded the crisis.

This is a challenging task. The financial sector has developed beyond reason-
able boundaries and its practices have spread through the non-financial economy
(Chapter 2). It has long been claimed that today’s profits would be tomorrow’s
investments and more jobs later on. But reality has not kept to the promise:

A large share of the increase in profits has accrued to the financial sector - the
financial sector’s share of total corporate profit reached 42 per cent before the crisis,
up from about 25 per cent in the early 1980s. And the profits of non-financial
firms serve more to pay dividends rather than invest in the real economy. During
the 2000s, less than 40 per cent of profits of non-financial firms in developed
countries were used to invest in physical capacity, which is 8 percentage points
lower than during the early 1980s.

Ever growing pressures for more and better financial returns have adversely
affected wages and job stability in the real economy. The global decline of wages
as a per cent of GDP has been more pronounced in countries where risky financial
practices were more pervasive.

Regrettably, as documented in the Report, financial reforms have been slow to
materialize. True, the financial industry has undertaken steps to modify its practices
through the adoption of codes of conduct and other non-binding initiatives. In some
countries, there is concern that new regulations will push the financial industry to
other locations. The overall impression is that, unless action is taken soon, business-
as-usual will prevail. In such an unreformed context, the practices that provoked the
financial crisis will resume soon after economic recovery starts. This would aggravate
weakness already present in the world of work, while raising the risk of future crises.

ix
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The crisis should be used as an opportunity to make globalization fairer...

The Global Jobs Pact goes far beyond designing policies to encourage a speedy
recovery. It sets a framework for shapinga fair and sustainable globalization. As last
year’s World of Work Report showed, income inequalities grew in two thirds of the
countries for which data exist. This has been a key facilitating factor for the finan-
cial crisis: faced with the prospect of stagnating relative incomes, and in the face
of irresponsible lending practices, low-income households had growing recourse to
debt in order to fund their investment plans.

As a first step into the analysis, the Report examines how existing inter-
national trade agreements address social issues (Chapter 3). The finding is that
over 30 per cent of bilateral or regional trade agreements concluded since 2005
embody labour provisions, compared with only 4 such agreements in 1995. Fur-
ther research is needed to assess whether such provisions are effective vis-a-vis the
goal of making globalization fairer.

...and more sustainable for the environment

Investing in the environment is a potential source of new jobs. If a price on CO,
emissions was imposed — at a level close to what is internationally suggested — and
if the resulting revenues were used to cut labour taxes, then employment would
rise by 0.5 per cent by 2014. This is equivalent to over 14.3 million net new jobs
for the world economy as a whole (Chapter 4). These jobs will not come automat-
ically, however. Indeed almost 38 per cent of all jobs are located in high-carbon
intensive sectors. Therefore, programmes that support labour market transitions
and skills are needed to make new jobs a reality. Green policies need to be imple-
mented hand-in-hand with decent work policies.

Taking action to address the broader issues underlying the crisis will con-
tribute to realizing the vision of a sustainable and fairer global economy.

World of Work Report 2009: The Global Jobs Crisis and Beyond
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The global jobs Crisis:
Patterns and medium-
term scenarios

® Recent rebounds in world GDP and equity markets should not mask the fact
that the crisis for the world of work is not yet over. Over 20 million jobs have
been lost since the onset of the global crisis. But the real size of the crisis is even
larger than these numbers suggest.

® First, there are millions of jobs at-risk. Many enterprises and workers operate
on short-time working schedules, which so far have helped cushion the impact
of the crisis to a significant extent. It is unclear, however, whether these
reduced working-time practices can be sustained for much longer. Based on
GDP-employment relationships in previous crises, it is estimated that at least
5 million additional jobs could be lost if these practices, often supported by
governments, were discontinued.

® Sccond, unless adequate action is taken, nearly 43 million job losers and new
entrants could drop out of the labour market or enter long-term unemployment,
aggravating social hardship and reducing future growth potential:

O In developing countries, earlier experiences suggest that higher levels of
informal employment tend to persist well beyond crises.

O In developed countries, long-term unemployment spells usually continue to
rise even after unemployment rates begin to decline. In the EU-15 during
the early 1990s, the incidence of long-term unemployment among prime-
age workers rose over 8 percentage points and remained stubbornly high for
many years.

O Many jobseckers who experience increasing difficulties obtaining employ-
ment will leave the labour market entirely. There are already some early
indications that overall labour force participation rates have declined in

* Excellent research assistance by Dawn Gearhart and Nadecka Wataliyadda is gratefully
acknowledged.



many high GDP per-capita countries since the beginning of 2009. After
the Asian crisis, the decline in participation rates among working-age men
never recovered to pre-crisis levels.

® Third, social protection systems — crucial to support incomes of the innocent
victims of the crisis — have significant gaps. Two-thirds of the countries for
which data are available do not have unemployment benefits. Even in those
countries with such schemes, coverage for jobseckers is often limited. In add-
ition, provisions for social security benefits apply only to formal wage workers
in most countries: only one-third of developing countries have provisions per-
taining to informal sector workers or self-employed workers. Actual social
security coverage is even lower: for example, although legal provisions for
informal wage workers exist in Latin America, only 20 per cent of the workers
are effectively covered.

® Alrogether, experience from earlier crises suggests that employment in high
GDP per-capita countries will not return to pre-crisis levels before 2013 and
employment rates (employment to working-age population ratios) not before
2014. In emerging and developing countries, employment levels could start
recovering from the end of 2010, but employment rates might not recover in
the near term. These trends would exert further downward pressure on wages,
aggravating the risk of depressed consumption and making recovery fragile.
However, if governments move ahead with implementation of the Global
Jobs Pact, employment will recover faster and the risks of long-term jobless-
ness and informality will be reduced. The chapter shows that a continuation of
fiscal stimulus, if better focused on jobs, would reduce employment losses by
7 per cent compared to an early exit situation. Fiscal spending will temporarily
increase public debt but in the medium term debt will return to pre-crisis levels
as growth, supported by job creation, resumes.

® Already, the principles of the Global Jobs Pact — notably, prioritizing employ-
ment and building social protection — have helped to guide government action.

Some examples along these lines, which have helped to lessen the depth of the

jobs and social crisis and accelerate the recovery process include:

O Limiting job losses by recourse to job-sharing (c.g. Republic of Korea) and
enhancements to existing schemes to facilitate reduced working hours,
work-sharing and partial unemployment benefits (e.g. Germany).

O Increased social assistance to targeted groups (c.g. Australia) and improve-
ments in social assistance programmes such as unemployment benefits and
conditional cash transfers, as well as higher minimum wages (e.g. Brazil)
to help maintain household expenditures and boost domestic private
consumption.

O Sustained commitment to universal social protection in addition to
increased support for poor families and vulnerable groups among the unem-

ployed (e.g. Jordan).

® While important, these measures alone will not be sufficient to ensure a sus-
tainable recovery. Indeed, the principles and objectives of the Global Jobs Pact
go well beyond policies designed to encourage a speedy recovery. Addressing
the root causes of the crisis is needed as well — an issue examined in the next
three chapters.

World of Work Report 2009: The Global Jobs Crisis and Beyond



Introduction

The economic crisis which befell the global economy in 2009 — the worst since the
Great Depression of the 1930s — has had a profound impact on the world of work.
The global policy response to stabilize financial markets and revive global growth
has been unprecedented and there are encouraging signs of a rebound in economic
growth. Recovery, however, will not be achieved until the employment situation
improves in a sustainable manner.

Experience from past crises shows that the labour market tends to recover
long after economic growth resumes. The impact of the crisis on the quality of
employment is often more profound. In the aftermath of previous crises, wages
were depressed over a sustained period, the incidence of informality increased and
many small enterprises went out of business. These trends suggest that the career
prospects of many workers will be hit, in some cases on a permanent basis. In
addition, post-crises labour markets are often characterized by a high incidence of
long-term unemployment and labour market detachment. These trends will not
only affect the well-being of many workers and their families but will also depress
long-term growth prospects. Immediate action to mitigate these pervasive labour
market and social effects is therefore crucial.

The purpose of this chapter is to: (i) shed light on the nature and depth of
the jobs crisis (section A); (ii) assess the prospects for employment recovery over
the next few years including an analysis of the adequacy of existing social security
measures (section B); and (iii) examine how policies inspired by the Global Jobs
Pact could help improve the employment outlook (section C). The last section also
introduces Chapters 2 to 4, which discuss how to pave the way for a more sustain-
able world economy.

A. Immediate labour and social impacts

This section analyses the depth and intensity of the current economic crisis in the
world of work. It examines changes in the labour market since the onset of the crisis
in terms of job losses, changing employment patterns and labour market attachment.

Over 20 million jobs have been lost since the onset of the crisis...

In 2007, the rapid employment growth that preceded the crisis began to slow
and, by 2008, all regions of the world experienced a deceleration of employment
growth. Eventually, the situation worsened and translated into significant employ-
ment losses. In high GDP per-capita countries, over 10 million jobs have been lost
since the fourth quarter of 2008 (figure 1.1)." Job losses began even earlier in a
number of countries including the United Kingdom and the United States (with
financial sector jobs being the first casualty).?

Emerging and developing economies (medium and low GDP per-capita) are
facing many of the same challenges, but the nature of the country-level impacts also
varies considerably. In the countries for which information is available, employ-
ment losses are estimated to total more than 10 million to date — nearly 9 million

1. See note of figure 1.1 regarding country groupings according to the level of per-capita GDP.
2. See V. Escudero: Effects of the crisis on the financial sector: Trends and policy issues (Geneva, ILO, 2009). 3
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Figure 1.1 Job losses since the onset of the crisis in select countries
(in millions, by country grouping)

High GDP I

Medium and low GDP
per-capita countries

-1.8 -8.9 10.7 million jobs lost

T T
5908 Q4 ‘ Ql 5909 Q2

Note: Job losses in this figure are net job creation, i.e. they indicate net changes in employment. High GDP per-capita
countries include Australia, Canada, Japan, the Republic of Korea, the United States and the EU-15. Medium and low
GDP per-capita countries include Argentina, Brazil, Chile, China, Colombia, Ecuador, Egypt, Jamaica, Mauritius, Mexico,
Morocco, other EU, Peru, the Philippines, the Russian Federation, South Africa, Sri Lanka, Thailand, Turkey and Venezuela.

Sources: IILS estimates based on OECD, 2009c; ILO Laborsta database, LFS or other sources (Argentina, Brazil, China,
Mexico, Turkey and other medium and low GDP per-capita countries); and IMF, IFS database (the Russian Federation).

in the first quarter of 2009 (of which Brazil, China, the Russian Federation and
South Africa accounted for over half). But Turkey, where employment declined
by more than 2 million between the third quarter of 2008 and the first quarter of
2009 has also been dramatically affected as the reduction of private capital inflows
had a substantial effect on countries with large current account deficits and lim-
ited ability to borrow from abroad. For the second quarter of 2009, employment
losses are slowing for this group with some countries showing a return to positive
employment growth while others continue to experience jobs losses.

...hut job losses have been limited thanks to labour retention in enterprises...

Job losses, however, provide only a partial and incomplete picture of the global jobs
crisis. To a certain degree, job losses have been mitigated by working-time reduc-
tions and other employment retention practices. Such practices reduce the social
costs typically associated with job losses but also allow firms to avoid the excessive
costs involved in firing and re-hiring.

Indeed, most developed countries (for which data are available) have experi-
enced significant falls in working hours since the start of the crisis — 2.2 per cent
on average (figure 1.2). All 37 countries analyzed (except one) have experienced
declines over this period. This is in stark contrast to the increases (25 of 36 coun-
tries) experienced in hours worked between 2007 and 2008.

This has translated into an increased incidence of part-time employment in
many countries since the onset of the crisis (figure 1.3). For example, in Estonia, part-
time employment rose over 5 percentage points to reach 12 per cent in 2009. The
increasing incidence of part-time employment has helped, to varying degrees, offset
job losses and, therefore, to provide a stimulus to aggregate demand. In Canada, for
example, 43 thousand part-time jobs were created in the first and second quarters of
2009 (compared to more than 105 thousand full-time jobs lost). Yet it is important
to note that working hour reductions may not have necessarily translated into
increases in part-time employment, e.g. workers could be working 33 hours instead
of 37 or 23 hours instead of 25 with no change, necessarily, in employment status.

In some countries, working-time reductions have been supported by govern-
ments through subsidizing partial unemployment policies.’ This policy has been

3. See section C for a discussion of some country cases where wage moderation and subsidies to part-
4 time employment were undertaken in an attempt to limit employment losses.
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Figure 1.2 Change in the average number of hours worked per employed person
(in percentages, Q2 2009 - Q2 2008)
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Note: Data for Australia, Canada, Germany, Spain and the United States refer to Q3 2009 and Q3 2008, respectively.

Source: IILS estimates based on national statistical departments; Eurostat database and OECD, 2009c.

Figure 1.3 Change in the incidence of part-time employment in total employment,
select countries (in percentage points, Q2 2009 - Q2 2008)
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Source: IILS estimates based on national statistical departments and Eurostat database.

adopted, for example, in France, Germany and the Netherlands to protect against
additional job destruction in the short run with the expectation that the economy
will resume growth in the near future. Others include wage moderation, e.g. in
the case in the Republic of Korea (see section C and Appendix A). Of course,
another important consideration is the capacity of existing labour market insti-
tutions to absorb economic shocks and to mitigate immediate negative labour
market impacts, e.g. a steep rise in unemployment (a forthcoming joint IILS-IZA
discussion paper will examine this issue). 5
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...which is why employment generally fell much less than GDP.

In many countries, both advanced and developing, the extent of the employment
losses due to the current crisis is (for the time being) dramatically lower com-
pared to reductions in output (with the exception of South Africa and the EU27
as a group, see figure 1.4). In fact, in examining GDP and employment changes
during past crises, a number of important observations emerge in comparison to
the present situation:

® The gap between declines in output and employment was smaller during the
previous crises (with the exception of Argentina, Mexico and the United
States); and,

® There were cases in which deteriorations in employment exceeded those of
output (such as in Brazil, Canada and Italy).

Figure 1.4 Impact of current and previous crises on employment
and GDP (in percentages)
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Note: Previous crises refer to the most recent past crises of all countries based on Laeven and Valencia (2008). Changes in GDP and
employment are compound quarterly changes measured from peak to trough (where a trough has not yet been attained for the present
crisis, the latest available information is used). For Argentina, Brazil and China, the current crisis corresponds to year-on-year changes
from the quarterly trough in GDP and employment in order to facilitate comparison to the past crises in these countries for which only
annual data is available (and as such should not be compared to other countries). Information on past crises for EU 27 is not available
given that, as a group, it did not experience a previous crisis.
6 Source: IILS estimates based on Eurostat database; IMF, IFS database; national statistical sources; OECD, 2009c and ILO, Laborsta database.
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But labour retention also means that millions of jobs are at-risk...

While employment falling less than GDP has helped cushion the current jobs
crisis, the issue arises of whether job retention can continue for much longer. With
a weak economic recovery expected, there is a risk that currently retained workers
will join the ranks of the unemployed and, thus, the global jobs crisis may worsen
in the short term.” In fact, if employment were to exhibit a similar relationship to
GDP as was the case during earlier crises (as demonstrated above), the number of
jobs currently at risk is in the order of 5 million. The risk is high as firms” and gov-
ernment budgets are increasingly constrained and the policy of partial benefits and
similar measures are phased out or retracted. This could prolong what is already
expected to be a slower labour market recovery compared to previous downturns
(see section B for forecasts of employment levels and rates).

The above analysis also suggests that labour market recovery depends critically
on the speed with which firms will begin their hiring processes. If firms tap into
existing resources first, i.e. increase the working hours of existing employees, and
thus delay the hiring process, this would worsen employment prospects of disad-
vantaged groups, including new entrants and the unemployed.

...and that, for jobseekers, durations of job search are likely to rise.

Even as employment opportunities decline, some individuals have little choice
but to continue their job search. Consequently, as the crisis prolongs, there is an
increased risk of long-term unemployment. This was the case in previous reces-
sions where the share of unemployed workers still looking for a job after a year
or more continued to rise — and in most cases never returned to pre-crisis levels
(figure 1.5). In the EU-15, during the early 1990s, the incidence of long-term un-
employment among prime-age workers (25-54) rose over 8 percentage points to
reach over 50 per cent. During the recession of 2001, the rate had not yet fallen
back to its 1991 level before it began to increase again, although less dramatically
and for a shorter period. For older workers (55 and over) in the EU-15, similar
trends are apparent except the increases were more dramatic, persisted for a longer
period of time and at much higher rates. For the rest of the OECD similar trends
emerge, i.c. increases were more dramatic in the 1990s compared to 2001, the
impact was more severe for older workers in terms of intensity and duration, and
for both age groups the incidence of long-term unemployment has yet to recover
to the levels of the early 1990s. And, if the rise in long-term unemployment during
this crisis resembles that of the 1990s, long-term unemployment could increase by
nearly 6 million by 2012.

Social hardship is already intensifying as many jobseekers have dropped
out of the labour market or have hecome discouraged...

As jobseckers experience increasing difficulties in finding employment, the likeli-
hood that they leave the labour market entirely increases. In some countries, there
are already signs of declining overall labour force participation rates. Available
data suggests that since the beginning of 2009, labour force participation rates
have decreased in most OECD countries, with the exception of Australia, France,

4. In Canada part-time work dropped by 60 thousand in October 2009 alone, erasing the gains from
the previous two months. 7
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Figure 1.5 Levels and change in long-term unemployment during
previous recessions, EU-15 and rest of OECD
(percentages as a share of total unemployment)
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Note: Long-term unemployment is considered to be the share of total unemployment
lasting one year or longer. Rest of OECD includes Australia, Canada, Japan, Republic
of Korea, New Zealand, Norway and the United States.

Source: IILS estimates based on OECD Labour Force Statistics.

Italy, Japan, and Luxembourg (figure 1.6). In other countries such as Canada,
Ireland, Sweden and the United States, overall participation rates began to decline
even earlier, i.e. in early to mid-2008. If participation rates fall as little as 0.4 per-
centage points among high GDP per-capita counties over the period 20092012,
the number of inactive persons could rise by over 12 million.

Such trends often have pervasive effects on vulnerable groups such as older
workers and youth.” For youth, there are already early signs of declining labour
market activity in the United Kingdom and the United States, where partici-
pation rates for youth workers have declined over 2008 and 2009 by around 2
and 4 percentage points respectively. Unless these drops in participation rates are
matched by increased school enrolment, a sustained period out of the labour force
can permanently compromise future employment prospects for youth workers
and risk a mismatch between labour demand and supply once economic activity
picks up.

In many cases, the desire to work is still there but many have become dis-
couraged.® In the United States where the trend in job losses began as early as
December 2007, there are clear signs of discouragement: in October 2009, 800
thousand US workers were considered to be discouraged.” This is nearly double
the level found a year earlier and approximately one-quarter of a million more
discouraged workers than during the peak after the most recent recession at the

5. During the 1991-92 recession, the pervasive effects of inactivity among men aged 55-64 were
dramatic. From the onset of the recession, the participation rate of male older workers started to
decline, and the ensuing trough lasted for more than a decade in OECD countries.

6. “Discouraged” workers are defined as persons not in the labour force who believe that there is no
work available due to various reasons and who desire to work (ILO, 2003).

7. These persons are characterized by the last time they searched for work in the weeks and months
before the Current Population Survey (CPS) was taken. Discouraged workers have looked for work
in the 12 months preceding the survey, but they have not looked in the past four weeks. Labour force
characteristics, glossary, updated 2009 http://www.bls.gov/cps/lfcharacteristics.htm#discouraged
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Figure 1.6 Percentage point change in labour force participation rates,

select OECD countries, Q3 2009 — Q4 2008
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Source: Based on OECD, 2009b.

Figure 1.7 Discouraged workers in select countries,
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end of 2000 (i.e. 530 thousand discouraged workers in 2004). The concern is that
the level of discouraged workers will continue to rise, as it did for four consecu-
tive years in the United States following the 2001 slowdown. Other countries,

with similar available data (e.g. Mexico, Hungary, South Africa and the United

Kingdom) exhibit similar upward trends (figure 1.7).

For developing countries, current data on participation rates is rather limited
but similar trends occurred in countries affected by the Asian crisis. For working-
age (15-64) men the trend decline in participation rates lasted between two years
(Indonesia) and, in some cases, has yet to recover (table 1.1). Looking forward, for
medium and low GDP per-capita countries, if participation rates among men fall 9
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Table 1.1 Labour force participation rates during the Asian crisis
and years to recovery

Country Working age (15-64), males
LFP rate at the beginning Decrease from peak to trough Years
of the crisis (percentage points) to recovery

Malaysia 83.4 0.7 Not yet
Republic of Korea 77.5 1.8 Not yet
Indonesia 85.0 2.2 2 years
Viet Nam 83.6 2.8 Not yet
Philippines 85.0 39 Not yet

Note: The crisis date is 1997 for all countries except the Philippines, where the impact of the crisis
on the labour force participation (LFP) rate was not observed until 1998. Countries are ranked in
ascending order according to the decrease in labour force participation rate incurred.

Source: Key Indicators of the Labour Market (KILM), 5th edition.

by only 0.7 percentage points (smallest decline in table 1.1), the number of men
exiting the labour market could rise by over 24 million by 2012. Taken together,
almost 43 million persons over the period 2009-2012 could enter inactivity or
long-term unemployment.

...while for others informal employment is the only option.

In many developing countries, when formal jobs are scarce, rather than long-term
unemployment or discouragement the concern is that jobless workers tend to move
into the informal sector due to the lack of social security provisions.® Although
data on informality are scarce and definitions vary, analyses of previous crises seem
to support these predictions. In addition, evidence from previous crises illustrates
that, once individuals move to the informal sector, it is difficult for them to return
to regular employment.”'® Indeed, looking at six recent financial crises for which
data are available, the following observations emerge:

® Informality tends to increase immediately post-crisis, though the extent of the

increase varies; and,

® [n some countries, informality returns to pre-crisis levels after two to three
years, while others experience increased informality levels persisting even after
five years (table 1.2).

These trends have severe consequences
for employment recovery prospects.

These risks (including rising long-term unemployment, more prevalent inactivity,
and increases in informality) are particularly unwelcome developments and as past

8. Only 20 per cent of the world’s population is covered by social security, leaving 5.5 billion people
at risk (see also section B).
9. See, for example, East Asian labour markets and the economic crisis: Impacts, responses and lessons,
G. Betcherman and R. Islam (eds.) (Washington, The World Bank and Geneva, ILO, 2001).
10. Indeed, evidence on transition probabilities across segments of employment (formal, informal
and without a job) shows that status persistence within different segments is high, including the

10 group that does not have a job (Bacchetta, Ernst and Bustamante, 2009).
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Table 1.2 Increase in levels of informality during times of crisis, select countries

Country and Informality Increase to peak Time needed to recover Sample used
crisis year during crisis  (percentage points) pre-crisis levels

Ecuador, 1998 57.6 0.3 2 years Urban
Uruguay, 2002 40.8 0.6 2 years National
Venezuela, 2002 56.3 19 2 years National
Paraguay, 2002 75.1 1.2 3 years National
Argentina, 2001 38.6 4.8 not yet at 5 years (2006) Buenos Aires
Colombia, 1998 55.4 5.6 not yet at 6 years (2004) 7 main cities
Indonesia, 1997 62.8 8.0 not yet at 6 years (2003) Urban

Note: Data are sorted in ascending order according to the increase in the incidence of informality to peak.
Source: IILS based on Bacchetta, Ernst and Bustamante, 2009.

experiences show, they are very difficult to reverse and can have profound impacts
on recovery potential in a number of ways.

First, the stigma associated with an extended period out of the labour force
can hinder efforts to find a new job once a recovery is under way, often giving rise
to a permanent mismatch of skills between those offered and those demanded.
Indeed, workers who remain without a job for a long period of time experience
a loss of skills and deterioration of their general human capital. In this respect,
if labour demand recovers, measures aimed at encouraging a return to the labour
market could prove quite expensive.

Second, increased recourse to informal employment may increase the vul-
nerability of a country to shocks."" Estimates show that countries with above
average sized informal economies are more than three times as likely to suffer
adverse effects of a crisis (higher cyclical volatility) than those with lower rates
of informality (Bacchetta, Ernst and Bustamante, 2009). In addition, previous
crises have shown that, as the informal economy expands it may generate sub-
stantial further downward pressure on informal-economy wages — which, before
the current crisis were already declining. Also, to the extent that most informal
employees are underemployed, a fall in hourly wages may push informal employees
to take up two or more informal jobs or to extend their working hours (if they are
self-employed). This will affect their future re-employment chances in the formal
economy.

Finally, there is the risk that perceptions of unfairness and mistrust linked to
the crisis will rise and potentially lead to social unrest. Already, in spring of 2009
the Edelman Trust Barometer reported that 60 per cent of respondents felt that
their level of trust in corporations has dropped since 2007."* And only 28 per cent
of respondents in the United States believe that, even after a US$800 billion stim-
ulus package, the Government has made real progress in fixing the issues caused
by the crisis.

Consequently, even though the International Monetary Fund (IMF) now
predicts that global economic growth will return to positive territory (3.1 per cent)

11. This is partly related to the particular place occupied by such countries within global production

chains, and partly to the limited capacity of states with large rates of informality to command

sufficient resources to insure people adequately against external shocks. But, even more important,

is the fact that informal employment reduces the effectiveness of automatic stabilizers and requires

additional discretionary fiscal and monetary policy interventions in countries that lack the necessary

fiscal and policy space (Bacchetta, Ernst, and Bustamante, 2009).

12. Edelman Trust Barometer, http://www.edelman.com/trust/2009/docs/ Trust_Book_Final_2.pdf 11
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in 2010, the recovery is rather fragile especially as regards the labour market.">"*

In fact, as this section demonstrates, the crisis in the labour market is far from
over. Indeed, the negative employment effects of crises, especially financial crises,
tend to persist long after the start of an economic recovery.

B. Risk of long term under-employment
and limited social protection

The purpose of this section is to gauge the extent of the expected negative effects of
the current crisis on the labour market. This is important given the likelihood that
the global jobs crisis is prolonged. It is also important to remember that a labour
market recession (with profound implications for individual welfare) is also likely
to dampen economic recovery (through lower wage growth and reduced potential
output) and, in turn, potentially jeopardize efforts to restore fiscal sustainability.

Employment growth will be sluggish and inadequate...

The projections presented here draw on output-employment elasticities which have
been estimated by way of an econometric analysis of the impact of growth on
employment during past financial crises (using GDP projections from the IMF:
see Appendix B and box 1.1 for methodological considerations).' In this respect,
the duration and depth of the employment recession is clearly dependent on the
ability to gauge correctly the evolution of the economic recovery that is under way.

In this respect, it is important to keep in mind the uncertainty surrounding
economic prospects, especially during turning points: the IMF has revised its

Figure 1.8 Recovery to pre-crisis employment levels
by country groupings, 2007-14
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Note: See box 1.1 for country groupings. Countries within each group differ slightly when compared to
section A given that this section is restricted to countries that experienced a crisis in the past and for
which there is sufficient historical time series data.

Source: IILS estimates based on IMF, 2009b; OECD, 2009c; and ILO, Laborsta database.

13. Real GDP growth rate is based upon purchasing power parity (PPP) weights, IMF (2009b).

14. Is it important to note that other projections exist. For example, the UN (2009b) projects a

growth rate of GDP (PPP weighted) of 3.8 per cent in 2010.

15. See Appendix A. Additionally, a recent study on the history of banking crises by Reinhart and

Rogoff (2008) shows that, on average, a crisis is associated with a 7 percentage point increase in the

unemployment rate, which takes, on average, 4.8 years to return to the pre-crisis level. In this study,

the authors focus on systemic financial crises, including the “big five” developed economy crises (Spain

1977, Norway 1987, Finland 1991, Sweden 1991 and Japan 1992), plus a number of famous emerging

market episodes (the 1997-98 Asian crisis, 1998 Colombian crisis and the 2001 Argentinean crisis).
12 16. The econometrical analysis follows the methodology developed in Escudero (2009).
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The projections presented in this section draw on the relationship between changes in

real GDP and changes in employment during past crises. The elasticities used for the

employment projections have been estimated using Okun-law panel regressions for four

separate groups of countries based upon previous country level crises episodes (see

Appendix B for more details on calculations, crises periods, sizes of elasticities and tim-

ings of the crises taken into account):

® High GDP per-capita based upon two groups: Group 1: past eight crises for Canada,
Germany, France, ltaly, United States and United Kingdom) and Group 2: one crisis
episode per country for Australia, Spain and the Republic of Korea;

® Medium GDP per-capita based upon two groups: Group 1: nine past crises episodes
for Argentina, Indonesia, Mexico and Turkey and Group 2: six previous crises for
Brazil, the Russian Federation and South Africa.

The employment projections were constructed by applying the employment elasticity to
the GDP growth projections from the IMF (by country, from 2009 onwards) and aggre-
gated accordingly.! The employment rate projections were calculated using the employ-
ment projections and dividing them by the working-age population (individuals aged 15
to 64) estimations of Laborsta.

Other ILO efforts to measure the extent of the job crisis

In September 2009 the ILO report to the G20 Leaders’ Summit (ILO, 2009¢): Protecting
people, promoting jobs: A survey of country employment and social protection policy
responses to the global economic crisis included four possible trajectories for global
employment growth for the period up to 2015 (the horizon set for the Millennium Devel-
opment Goals). These trajectories, or scenarios, illustrated different assumptions about
the pace of output recovery and the ratio of employment growth to output growth. The
four scenarios were as follows:

® Scenario 1: the best-case scenario with strong recovery (above 4 per cent world
economic growth as of 2011) and strong employment content of growth (elasticity of
0.6 per cent).

® Scenario 4: the worst-case scenario characterized by a weak economic recovery
(world economic growth between 2 and 4 per cent to 2014) and a relatively low
employment to growth elasticity (of 0.4 per cent).

® Scenarios 2 and 3 presented intermediate trajectories. Scenario 2 retained the fast
economic recovery assumption of scenario 1 but with a slightly weaker employment
elasticity of 0.5 per cent. Scenario 3 assumed a weak recovery with the same employ-
ment elasticity (0.5 per cent) as scenario 2.

1 For the group of high GDP per capita countries the elasticity-based employment growth rate was applied
according to availability of quarterly employment information of each country. In this sense, the latest historical
point used is Q3 2009 for Australia, Canada, Germany, Spain and the United States and Q2 2009 for the
remaining countries. Projections start from the following quarter on.

global economic growth forecasts at least six times since October 2008 (IMF,
2008). Indeed, there remains the possibility that the economic recession could be
prolonged further, especially if the vicious cycle of declining consumer confidence
coupled with the prospect of a weak labour market recovery persists.

Against the backdrop of these recent forecasts, the main conclusion that
emerges from the analysis of employment elasticities is that the total duration of
the labour market recession — in terms of employment levels — will last for up to
two and a half years for medium GDP per-capita countries and up to five and a
half years for high GDP per-capita countries (figure 1.8). In other words, employ-
ment in high GDP per-capita countries is likely to return to pre-crisis levels only
in late 2013, with a return in medium GDP per-capita countries forecast much
sooner (end of 2010). 13

1. The global jobs crisis: Patterns and medium-term scenarios



These estimates, however, refer only to employment levels; they do not take
into account the fact that the working-age population will continue to grow over
the coming years. Thus, examining employment rates (employment to working-age
population ratios) provides a better indication of the expected under-employment
or “joblessness™” Given the expected rise in the working-age population, not sur-
prisingly, employment rates are expected to recover much later, i.e. in late 2014
for high GDP per-capita countries. For medium GDP per-capita countries, given
the strong growth in the working-age population, there is no recovery expected in
employment rates foreseen before 2014. This is not the first time that employment
rates have demonstrated such behaviour: a similar trend occurred in Asian coun-
tries in 1994 when the employment rate began to trend downward and, 13 years
later, has yet to recover (see Appendix A).

More details on the scenarios by group indicate:

® High GDP per-capita countries: job losses are likely to continue until the second
quarter of 2010, at which point employment growth is expected to be moderate
and a full recovery is not expected until /aze 2013 (figure 1.9). The employment
rate is expected to follow a similar trajectory for the next few quarters but the
recovery will take more than a year longer, i.e. not until the latter half of 2014.

® Medium GDP per-capita countries: job destruction is only likely for the group
as a whole for 2009. The recovery profile is expected to be rather V-shaped
in nature with employment returning to pre-crisis level by the end of 2010
(figure 1.10). However, as mentioned above given the substantial increases
expected in the numbers of those entering the working-age population, the
employment rate recovery does not seem viable in the near term.

...many unemployed and self-employed workers
do not have access to bhenefits...

As new employment opportunities become scarce, the immediate challenge for
workers will be to continue to seck ways of replacing lost income to reduce the
likelihood of a social crisis. But many workers, both formal and informal, do not
have access to appropriate support mechanisms.

In some countries, the first order response to mitigating income loss is via
temporary support in the form of unemployment benefits or assistance. Un-
employment benefit systems — if well-designed — can play a critical role in alle-
viating the initial impacts of income loss by providing income support and other
measures of assistance (e.g. job search assistance and training).18

However, the coverage (amount and extent) of benefits and support measures
available to individuals varies significantly across countries and regions. Two-thirds
of countries for which data are currently available do not have unemployment
insurance schemes in place to help jobseekers bridge the income gap."” Of equal
concern is the fact that even within countries with support systems in place, their
effective reach is often very limited, which means that, on a global scale, there is

17. Working-age population is defined in this analysis as individuals aged 15 to 64.

18. In addition to replacing lost income, social security can also act as a counter-cyclical force and

automatic stabilizer by boosting demand and promoting consumer confidence.

19. Approximately 56 out of 167 countries analysed in a recent ILO study. Of course, the countries

without unemployment insurance schemes may have a range of other assistance measures in place,

such as social assistance, public works and other similar programmes; but, these programmes have
14 proved to have very limited coverage in global terms (ILO, 20091, forthcoming).
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Figure 1.9 Employment projections in select high GDP per-capita countries,
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Figure 1.10 Employment projections in select medium GDP per-capita
countries, 2007-13 (Pre-crisis level = 100)
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a significant gap in income support coverage for unemployed workers. Figure 1.11
shows the variation between regions in terms of the share of the unemployed who
are not receiving unemployment benefits. For example, in Advanced Economies,
the share of unemployed persons not receiving benefits is just under 50 per cent.*’
This rises to over 70 per cent in Asia and Central and Eastern European countries,
and over 80 per cent in other emerging and developing regions.

In light of the crisis, some countries have extended their unemployment
benefit systems, by increasing entitlement amounts, making eligibility criteria less
strict or extending the length of time over which unemployed workers can receive
benefits. However, government initiatives are confined to the instruments already

20. See also OECD: Employment Outlook, 2009d; Stone, Greenstein and Coven, 2007; and OECD
Database on Benefits and Wages.
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Figure 1.11 Percentage of unemployed workers not receiving
unemployment benefits, various years

North Africa 96
Latin America and the Caribbean 92
Sub-Saharan Africa 89
Middle East 87
Central and Eastern Europe and CIS 17
Note: Latest year for which data are available.
Asia and The Pacific 76 Country groupings are calculated by weighted
averages.
Advanced Economies 49 Source: IILS estimates based on Social Security
‘ ! ‘ ‘ Department (ILO, 2009f, forthcoming).
20 40 60 80 100

available in their countries, which as figure 1.11 illustrates, are often quite restric-
tive in terms of coverage.21

...and broader social protection is limited to the formal workforce.”

In most developing countries, the provision of social security measures, including
unemployment benefits, is confined to a small section of formal sector workers (i.c.
coverage and eligibility are typically limited to those who participate in the labour
market within legally recognized employment relationships).*®

However, in developing countries between 40 and 93 per cent of the work-
force are in the informal sector and as section A illustrated increased recourse to
informality is likely (Rani, 2008). And although, in some countries, social security
provisions also apply to informal wage and self-employed workers, such coverage
is rather limited.”*

® [nformal sector workers: with respect to health provisions (i.e. disability, work
injury or sickness and maternity), less than 10 per cent of Middle Eastern coun-
tries have measures in place to cover informal wage workers (figure 1.12, panel
A). In Asian and Latin American countries, less than 40 per cent of countries
have provisions in place for these workers. Similarly, few countries have old-age
and widow/survivor pension schemes in place for informal wage workers; the
totals range from 18 per cent of countries in the Middle East to 37 per cent
in Africa. Even fewer countries have provisions for unemployment benefits or
family allowances for informal wage workers.

21. For more detailed information on countries’ responses in terms of income support to the

unemployed by income level please see ILO (2009b), Thematic assessment on protection of unemployed

workers (Geneva).

22. This sub-section has been prepared by Uma Rani.

23. ‘Formal wage’ workers comprise of those employed in public and private sector; and those with

salaried employment.

24. “Informal wage” workers comprise temporary, part-time and seasonal wo