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Editorial

Preventing the Jobs Crisis from Casting a Long Shadow




The financial and economic crisis quickly turned into a jobs crisis…

The global economy is in the midst of the worst financial and economic crisis of the past 50 years, with severe consequences for workers and their families. Since the second half of 2008, major declines in output have occurred in many OECD and non-OECD countries, leading to sharp falls in employment and steep hikes in unemployment. From a 25-year low at 5.6% in 2007, the OECD unemployment rate has risen to a postwar high of 8.3% in June 2009, corresponding to an increase of nearly 15 million in the ranks of the unemployed. Thus, OECD countries are facing a jobs crisis. As in previous severe economic downturns, already disadvantaged groups in the labour market – youth, low-skilled, immigrants, ethnic minorities and, among them, those in temporary or atypical jobs – are bearing most of the brunt of the job losses.


… and the short-term jobs outlook is grim

Significant uncertainties surround the short-term economic and labour market outlook. At the time of writing, there are growing signs that the worst may be over and that a recovery may be in sight. But the short-term employment outlook is grim. The latest OECD projections suggest that output growth will regain positive territory only in the first half of 2010 and that growth will be mild until late in the year. In any event, job creation will lag significantly behind any pickup in output. As a result, the OECD unemployment rate is projected to continue rising through 2010, approaching a new postwar high of 10% (57 million unemployed) in the second half of the year.


The cyclical jump in unemployment risks becoming long-lasting, with negative effects on the labour market and potential output

A major risk is that much of this large hike in unemployment becomes structural in nature as many of the unemployed drift into long-term joblessness or drop out of the labour force. This unwelcome phenomenon occurred in a number of OECD countries in past recessions, when unemployment remained at a new higher plateau compared with the pre-crisis level even after output returned to potential and it took many years, if ever, to bring it down again to the pre-crisis level. This persistence arises because the long-term unemployed become less attractive hires for employers as a result of declining human capital and diminished job-search activity. High and persistent unemployment brings in its train major social and economic costs: poorer health, lower living standards and less life satisfaction for the unemployed and their families; increased crime and lower growth potential for society.


Governments have taken steps recently to tackle this risk of high and persistent unemployment

Labour market and social policies have a key role to play in preventing the risk that the sharp jump in unemployment becomes persistent by promoting a quick reintegration of jobseekers into employment and enhancing their skills to enable them to move into more productive jobs when the recovery gathers speed. Most of the fiscal stimulus packages introduced recently by OECD countries to support aggregate demand include additional labour market and social policy measures to cushion the negative effects of the crisis on workers and low-income households.


Safety nets are being reinforced…

The first line of defence is the social safety nets (unemployment benefits and social assistance) which provide an essential income support to job losers during the economic downturn. While unemployment benefits have automatically stepped in to sustain the incomes of many job losers, coverage of such benefits is weak in some OECD countries, especially in those where part-time, temporary and other “non-standard” workers account for a significant share of the workforce. Such workers have often been the first to be laid off and have weaker benefit entitlements. In a number of countries, some efforts have been made to extend the coverage and, in some cases, the maximum duration of benefits to provide a more effective safety net. However, such measures should be carefully designed so as to minimize adverse effects on work incentives which could lengthen the joblessness spell.


… as is spending on active labour market policies, but more should be done

At the same time, governments have also sought to scale up the resources for active labour market policies (ALMPs) aimed at helping jobseekers find work. However, when compared with the overall resources available in the fiscal stimulus packages and the magnitude and pace of the job losses in the current crisis, the increase in spending on ALMPs is rather modest in many countries. This looks like a missed opportunity. While calls for additional public spending on labour market policies have to bear in mind that public finances are facing growing constraints in many countries due to the actual and projected build-up in public debt, they can be justified on cost-effectiveness grounds. We now know a lot about what works and what does not work in this area. In addition, this edition of the OECD Employment Outlook highlights some new OECD research showing how the composition of spending on ALMPs should vary with the cycle to maximise its effectiveness.


Effective re-employment services can make a real difference in tackling high and persistent unemployment…

A key priority is to provide effective employment services to a rapidly rising pool of jobseekers and ensure that the most vulnerable of them do not lose contact with the labour market and drift into inactivity. Many countries can count on good progress made over the past decade to implement successful activation/mutual-obligation strategies, where, in return for receiving benefits and being offered re-employment services, recipients are required to participate in job search, training or employment programmes, enforced by the threat of benefit sanctions.

It will be important to build on this past success and not throw away the activation approach just because there are fewer job vacancies to which jobseekers can be referred. Instead, the activation approach needs some modification to the circumstances of a deep recession. It is essential to maintain core job-search assistance through the downturn. Even in a deep recession, many jobs are created by firms that are able to exploit new market opportunities and employment services can play a decisive role in helping fill these vacancies quickly.


... but there should be some shift towards a “train-first” approach

At the same time, OECD research suggests that it would be advisable to shift somewhat the focus and resources behind activation from the “work-first” approach which tended to dominate prior to the crisis to a “train-first” approach for those at high risk of long-term unemployment. This is likely to be particularly important at present, since the global economic crisis is accelerating structural adjustments in OECD countries and measures to foster skill formation and training can play an important role to ensure that workers are well-equipped with the appropriate skills for emerging jobs.


Measures to sustain labour demand can also help if they are well-targeted and temporary

During the recession, firms have been battered by a collapse in demand and a major credit crunch, resulting in massive lay-offs. Many OECD countries have introduced or scaled-up subsidies that encourage firms to retain or hire workers (e.g. short-time working schemes, hiring subsidies, cuts in social security contributions, etc.). In the short-term, these subsidies are playing a positive role in supporting labour demand. But they have often been plagued by high deadweight costs in the past. To minimize these costs, it is important that these schemes be temporary and well-targeted to firms for whom the demand is only depressed temporarily and to workers at high risk of long-term unemployment. Without these key features, there is a significant risk that these schemes will not only be less effective in preserving jobs but also become an obstacle to the recovery, by putting a break on the required reallocation of workers from declining to expanding firms. Likewise, increased reliance on public-sector job creation schemes targeted to the hardest-to-place jobseekers might provide a useful, temporary backstop to activation regimes during the recession. However, past experience with such measures is not very encouraging in terms of their ability to help the most at-risk jobseekers. Therefore, in designing these measures, it will be very important to build in incentives to ensure that participants exit from them into regular jobs and the schemes can be unwound quickly once the recovery gathers pace.


Well-designed and adequately-resourced labour market policies can make a difference

There is real hope that a recovery is on the horizon. When it comes, this will make tackling the jobs crisis easier. But a recovery on its own is very unlikely to make swift inroads into high and persistent unemployment. Together with appropriate counter-cyclical macroeconomic policies and further structural reforms in labour and product markets, well-designed and adequately resourced labour market policies have a key role to play in this fight against the long shadow of persistent unemployment.
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John P. Martin
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Chapter 1

The Jobs Crisis: What Are the Implications for Employment and Social Policy?

The world economy is experiencing the worst recession in the post-war period and governments need to respond vigorously to limit the social and economic costs of the resulting jobs crisis. A first priority is to assure that income support for job losers and other workers who need it is adequate and accessible. Temporary extensions of unemployment benefit duration or the coverage of non-standard workers may be desirable in some countries, provided incentives to find a new job are not undercut, as may be judicious expansions of in-work benefits or last-resort social assistance. A second priority is to scale up effective active labour market policies so as to provide increased numbers of jobseekers with the re-employment assistance they require and minimise the build-up of long-term joblessness. Core job-search assistance should be maintained through the downturn. However, greater emphasis on training, hiring subsidies and public-sector job creation (and other forms of subsidised work experience) may be required to shore-up activation regimes and ensure that more disadvantaged jobseekers do not disconnect from the labour market. It is also important to maintain effective labour supply and thus to resist the temptation to open pathways to early retirement and disability benefits. This proved to be a mistake in the past that was difficult to reverse and should not be repeated. The initial responses of OECD governments to the crisis appear to be largely consistent with these principles, but it is too early to evaluate their ultimate effectiveness in helping workers weather the storm. There is also a question mark over the scale of the expansion of active labour market policies to date in the face of the steep hikes in unemployment.



Introduction

The world economy is experiencing a severe economic downturn, with potentially dire economic and social consequences. Beginning in the second half of 2008, a growing number of OECD and non-OECD countries experienced sharp declines in output which quickly translated into sharp reductions in employment and hours worked, and, in some cases, unprecedented increases in unemployment. Despite some signs that the recession is slowing, output is expected to continue to decline for some time and the recovery to be rather muted (see OECD, 2009a).1 The experience of previous severe economic downturns suggests that unemployment will continue to rise for some time even after the recovery begins and that it will take a long time to reabsorb the upsurge of unemployment. The rapid and massive increase of unemployment and under-employment in many OECD countries represents a daunting challenge for employment and social policies.

Employment losses reduce welfare in a myriad of ways that go far beyond the obvious decline of output and, hence, income. These include adverse impacts of joblessness on physical and mental health, crime rates and subjective happiness (including for persons remaining employed, but fearing job loss).2 There is also evidence that job loss – especially when it results in long-term unemployment or inactivity – can have long-lasting negative effects on human capital and, thus, permanently reduce the earnings potential of the affected workers, with these scarring effects possibly being the worst for youth (Ellwood, 1982; Layard, 1986; Machin and Manning, 1999). Historical experience shows that national labour markets also can be scarred by steep recessions, in the sense that part of the upsurge in cyclical unemployment may transform itself into structural unemployment which is not absorbed during the ensuing recovery, so-called “hysteresis” (Ball, 2009). Indeed, the two forms of scarring are related since one of the ways cyclical unemployment becomes structural is for job losers in a recession to drift into long-term unemployment or inactivity and become effectively disconnected from the labour market.

The macroeconomic policy response to the current downturn has been vigorous and is playing an essential role – along with unprecedented interventions in financial markets – in boosting aggregate demand and creating the conditions for a resumption of economic growth. Appropriate employment and social policies are also essential to mitigate the economic and social costs of the upsurge in unemployment by providing income support and assisting job losers to re-integrate into employment. However, the sharp increase in unemployment represents a high-stakes stress test for policies intended to help job losers. One concern is whether it is feasible to scale up these programmes rapidly enough to meet the sharp increase in need while still retaining their effectiveness and, even if this should be the case, whether enough additional resources are being channelled towards labour market policies when public spending is under pressure on many different fronts. A second concern is whether programme design features which are well suited when labour market conditions are more favourable, such as the “work-first” orientation associated with activation regimes, may prove to be ill-suited in the context of severe labour market slack.

Employment and social programmes in OECD countries have been tested by, and reformed in response to, many previous economic downturns. Nonetheless, the current downturn confronts these programmes with challenges that are likely to be different in several important respects. Specific features of the current downturn (e.g. its depth, length and sectoral composition) may mean that the number of workers becoming jobless exceeds that in previous recessions or that their demographic profile and labour market prospects are quite different. The starting point for this recession was also different in a number of ways that are shaping the challenges confronting employment and social policy makers, both for better and for worse. One important change is that many OECD countries have pursued a policy of structural reforms in product and labour markets over the past several decades. These reforms included measures to foster competition in markets for goods and services and make labour markets more adaptable, as well as reforms to employment and social programmes intended to encourage the rapid integration of social benefit recipients into employment (including some recipients of disability benefits, cf. Chapter 4). These reforms help explain why the OECD area entered the current downturn with the lowest unemployment rate since 1980 and the highest ever employment rate.3 While that is clearly an advantage, it is less evident that an employment-centred social protection system, built around a mutual-obligations approach to moving recipients of benefits into work as quickly as possible – including into low-paid employment – and which places increased emphasis on in-work transfers (cf. Chapter 3), can be as effective in a period in which labour demand is abnormally low and competition for existing job vacancies intense.

Due to its unusual length, this chapter is divided into two parts. Part A analyses the labour market impact of the current economic downturn and is divided into two sections. Section 1 assesses the aggregate impact of the downturn on OECD labour markets. It also analyses the effectiveness of automatic stabilisers and the fiscal stimulus packages implemented by many governments in cushioning the decline in aggregate employment. Section 2 then provides an in-depth analysis of the relative vulnerabilities of different workforce groups to hours reductions, job loss and long-term unemployment in a downturn, documenting patterns during past recessions while also commenting upon specific features of the current downturn. Throughout Part A, the intent is to clarify the broad policy challenges created by the current economic downturn. Part B then provides a detailed assessment of the employment and social policy responses to the jobs crisis and is organised into four sections. Section 3 provides an overview of the policy toolkit and summarises cross-country differences in income-support for unemployed persons and active labour market programmes (ALMPs) on the cusp of the current downturn. It also analyses how these programmes have reacted to past downturns and compares that historical record to the initial policy responses to the current downturn, drawing upon a questionnaire circulated to OECD governments. The next two sections analyse in detail a number of key policy choices that arise when providing income support (Section 4) and re-employment services (Section 5) in the context of a sharp increase in cyclical unemployment. Finally, Section 6 discusses how the urgent need to provide timely assistance to job losers and other workers adversely affected by the downturn can be reconciled with the need to support high labour supply in the long run.




Main findings


The labour market impact of the crisis (Part A)


	Although it is too soon to know how severely the current downturn will ultimately disrupt labour markets, a growing number of OECD countries are already facing very large increases in unemployment and under-employment, and labour market conditions are likely to deteriorate further in the months to come. If the most recent OECD projections should materialise, OECD-area unemployment would rise by over 25 million persons between the end of 2007 and the end of 2010, attaining an all-time high rate of nearly 10% of the labour force.

	Job losses would be significantly larger if vigorous macroeconomic measures had not been taken. Indeed, it is estimated that OECD-area employment will be 0.8-1.4% higher in 2010 than would have been the case had national governments not adopted often sizeable fiscal stimulus packages. In most countries, automatic stabilisers are making an even larger contribution to supporting aggregate demand and employment than are discretionary fiscal measures.

	Large numbers of job losers will require income support and re-employment assistance in the short-run and it is important that this help is forthcoming. However, it is also important that it be provided in a way that minimises the risk that high social benefit dependency will persist even after economic growth is restored, as has sometimes been the case following severe recessions in the past. Past investments in lowering structural unemployment and raising participation rates must be preserved.

	As compared with their counterparts in recent recessions, workers confront this downturn with both advantages and disadvantages. Among the advantages, most OECD countries entered the downturn with relatively low unemployment due, in part, to structural reforms in product and labour markets during the past two decades. Among the disadvantages, the trend increases in the shares of workers with temporary employment contracts or part-time working schedules may tend to accelerate the translation of deteriorating business conditions into job losses and/or hours reductions, while also depressing the share of job losers who qualify for unemployment benefits.

	New econometric analysis of historical data reveals significant differences across workforce groups and sectors in the way employment and average hours worked respond to the business cycle

	❖ Already disadvantaged labour force groups, such as youth, immigrants, low-skilled and temporary workers, are likely to bear the brunt of rapidly rising unemployment. The compositional shift in unemployment towards disadvantaged groups in a recession reflects their greater vulnerability both to being laid-off and to being pushed even further toward the back of hiring queues, when many workers are competing for a limited number of job vacancies. To date, the current economic downturn conforms to these patterns.

	❖ Construction is the most cyclical industry, followed by durable manufacturing and business services. Despite the importance of credit-market disruptions and the boombust cycle in housing prices in a number of OECD countries in precipitating the current economic downturn, the crisis rapidly spread to other sectors. Early indications suggest that the sectoral composition of employment losses will be qualitatively similar to historical patterns in most countries.





	Reductions in the demand for total hours worked during a recession come about via varying combinations of declines in: i) average working time; ii) the employment rate; and iii) the labour force participation rate. New econometric analysis of historical data indicates that transitions out of employment – which raise particular concerns because they are associated with a total loss of earnings in the short run and a potentially permanent loss of human capital – account for the bulk of cyclical declines in total hours, although the role of working-time adjustments is also substantial. The relative importance of each margin of adjustment differs across age groups and countries. Adjustments on the participation margin are particularly important for youth and older workers, while changes in working time account for a larger share of the cyclical variation in total hours for prime-age workers.

	Unemployment dynamics have an important influence on the income replacement and re-employment assistance needs of job losers in a recession. In the majority of OECD countries, recessions are characterised by both large increases in the inflow rate into unemployment (i.e. more layoffs) and large reductions in the unemployment outflow rate (i.e. longer unemployment spells). The relative importance of cyclical variation in unemployment inflow and outflow rates differs across workforce groups and countries, and is influenced by labour market policies

	❖ Cyclical changes in inflow rates account for a large share of recessionary increases in unemployment among older workers, while the role of outflows appears to be particularly important for youth and an intermediate pattern holds for prime-age workers. These differences illustrate how the public employment service (PES) needs to gear up to help diverse groups of job losers in a recession. On the one hand, the PES will need to assist increased numbers of relatively well-qualified and long-tenured job losers, whose stable work histories often qualify them for relatively generous unemployment benefits, but who lack recent experience in job search. On the other hand, there will also be increased numbers of disadvantaged jobseekers, including “back-of-the-queue” youth, who are used to moving between jobs but now find themselves at a heightened risk of long-term unemployment and inactivity.

	❖ Variations in the inflow and outflow rates are equally important, in an accounting sense, for explaining cyclical changes in unemployment in Denmark, Ireland, Japan and Sweden. In Belgium, France, Germany, Greece, Norway and Portugal, the variation in the outflow rate is somewhat more important than the variation in the inflow rate. Changes in the outflow rate (and, hence, expected unemployment duration) account for the largest share of cyclical changes in the unemployment rate in most English-speaking countries and Spain.

	❖ Labour market policies have important effects on both the inflow and outflow rates, and thus account for some of the cross-country differences in unemployment dynamics. Policy impacts vary depending on the state of the labour market. In particular, the new econometric results suggest that job-search assistance and employment subsidies may become less effective in periods of relative labour market slack, while training programmes may become more effective.










Employment and social policy responses to the jobs crisis (Part B)


	OECD countries have a range of labour market programmes in place to reduce the social costs of a recession. Historically, expenditures on unemployment benefits have been strongly counter-cyclical, serving as an important automatic stabiliser for the macro economy while providing income support for the rising number of unemployed. However, new econometric analysis shows that ALMP spending has been acyclic, implying that resources per unemployed person declined strongly as unemployment rose in past recessions. If that pattern should continue to hold in the current downturn, it would raise concerns about the adequacy of the help available to job losers and imply that the public employment service (PES) faces difficult choices in deciding how to ration increasingly scarce re-employment services across the growing population of unemployed persons who potentially could benefit from them. There are encouraging signs that OECD countries are more aggressively scaling up ALMPs this time, particularly in the small number of countries which had put in place, prior to the crisis, mechanisms which automatically increase funding when unemployment rises. All OECD countries have taken discretionary actions to expand ALMP offerings, but the associated increase in spending appears modest compared with the rise the unemployment in many cases.

	The large increase in benefit claims in a severe recession stresses unemployment benefit systems in a number of ways and it is important to make sure that sufficient funding and administrative capacity are available to meet the increased demand for benefits, while also identifying the most pressing coverage gaps. In particular, the current downturn has revealed structural deficiencies in unemployment benefit systems in a number of countries related to poor effective coverage of “non-standard” workers. In such cases, a temporary increase in coverage may be desirable, provided this measure is accompanied by a parallel investment in ensuring enforcement of job-search requirements to avoid abuses, and a narrow majority of OECD countries have taken such measures. If these measures prove to be successful, they could establish a foundation for a permanent increase in the coverage of the unemployed that can be maintained even after the recession has ended. In some countries, temporary increases in the maximum duration of benefits have been enacted to avoid having many unemployed and their families falling into poverty, as unemployment spells lengthen. This can be an effective measure in countries with short-duration benefits, but care must be exercised to ensure that any such benefit increases are temporary, well targeted on the most vulnerable and do not undermine activation regimes.

	Social assistance and similar minimum-income benefits provide an essential backstop to unemployment benefits in a recession, since an increased number of job losers will either fail to qualify for unemployment benefits or exhaust their benefit entitlements. In most OECD countries, social assistance and other “last-resort benefits” are not sufficient to lift people out of poverty and governments should carefully monitor whether cases of extreme hardship are arising which require an immediate response. One issue requiring particular attention is that these benefits be available and accessible to job losers and other persons who need them, since take-up rates are often quite low.

	Income support for low-income workers can facilitate maintaining a link with the labour market during a recession. Where they do not exist, benefits for those facing a partial earnings loss should be considered (e.g. part-time or partial unemployment benefits, in-work benefits or, more experimentally, wage insurance). While well-designed in-work support can share the costs of labour market adjustments more equally across workforce groups, measures that preserve existing jobs for too long can stifle structural adjustment. There is also a danger that they will deepen labour market segmentation by channelling support to workers with more stable jobs, while excluding those with no or unstable employment histories. In-work benefits that are not tied to preserving pre-existing jobs or earnings levels are preferable in this respect, as they strengthen job-search incentives and extend support to groups that are likely to be particularly affected by the recession, such as recent school leavers and temporary workers.

	One of the major challenges facing labour market programmes is how to adapt the constellation of re-employment services and behavioural requirements placed upon recipients of unemployment benefits so as to foster rapid re-integration of job losers into employment, when this is possible, while keeping all unemployed persons engaged with employment-related activities, so as to protect the long-run integrity of the mutual-obligations ethos underlying activation regimes. This will involve making a series of interconnected choices including

	❖ Deciding how rapidly different ALMP components should be expanded in light of their relative effectiveness in the context of slack labour markets, the difficulty of maintaining quality levels when expanding capacity quickly and intense competition for government revenues. While it may not be desirable (or feasible) to expand all of these programmes in proportion to the increase in unemployment, it is important to scale up spending much more strongly than typically was the case in the past and appears to be the case in many countries in the current downturn to date.

	❖ Deciding on whether to extend the involvement of private providers in job placement and the provision of other employment services to unemployed beneficiaries, while ensuring that objective procedures are in place to assess their performance and that the incentives built into service contracts are consistent with labour market policy objectives in a recession.

	❖ Deciding how to target the various re-employment and training measures across different groups of jobseekers. While it would be important to maintain job-search support for all unemployed persons, increased use of training, hiring subsidies and public sector job creation (and other forms of subsidised work experience) could be devoted to harder-to-place benefit recipients. For the latter group, it may also be desirable to relax moderately behavioural requirements intended to demonstrate work availability and active job search, both to conserve on caseworker time and to avoid demoralisation, although conversely, unemployed workers should be expected to accept changes of occupation or jobs with lower earnings more rapidly than when the job market is favourable.

	❖ In deciding which services to offer to different benefit recipients and whether to relax temporarily behavioural requirements, the evaluation criteria should shift somewhat from achieving immediate gains in employment and earnings to preserving the integrity of the mutual-obligations approach to activation and keeping the growing number of long-term unemployed connected to the labour market. In this context, labour demand supports, including public-sector job-creation schemes (and other forms of subsidised work experience), could be considered as a backstop to activation regimes, provided that appropriate targeting to the most vulnerable unemployed could be ensured and such schemes can be unwound quickly once the job market recovers.





	Many OECD countries are responding to the jobs crisis by expanding certain types of ALMP measures that have generated mixed and overall disappointing evaluation results in the past and, in some cases, had fallen somewhat out of favour in recent years. For example, the majority of OECD countries are expanding measures intended to alleviate the social impact of recessions through employment subsidies, including short-time working schemes, and direct public job creation. Quite a lot has been learned about the problems that these schemes can engender when they are not properly designed, such as employment subsidies which generate large deadweight, substitution and displacement effects and short-time working subsidies that impede structural change. It will be important to monitor whether governments are able to achieve better results with these measures, than in the past, by taking advantage of what has been learned about good and...
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