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Foreword 

Times were very different when the Reassessed OECD Job Strategy was launched in 

2006. We had just witnessed more than a decade of sustained growth, record low 

unemployment rates, and relatively robust wage growth. Then the global financial crisis 

hit, and ten years later, the world has once again changed. While the global economy has 

been recovering from the financial crisis for several years now, wage growth remains 

sluggish in most OECD countries. Additionally, productivity growth has fallen from 

about 2.5% before the crisis to about half this rate over the past five years, and 

inequalities have reached unprecedentedly high levels: the average disposable income of 

the richest 10% of the population is now around nine and a half times that of the poorest 

10% across the OECD, up from seven times three decades ago. Rapid digital 

transformation, globalisation and population ageing, are deeply rooted trends changing 

the very nature of jobs and the functioning of the labour market, thus raising new policy 

challenges.  

In this context, in January 2016, OECD Employment and Labour Ministers called for a 

new OECD Jobs Strategy that fully reflects this new reality. The result is a profoundly 

revised OECD Jobs Strategy. While the 2006 Reassessed Strategy already recognised that 

good labour market performance could be achieved with different models, the new OECD 

Jobs Strategy goes beyond job quantity and considers job quality and inclusiveness as 

central policy priorities. It is an essential part of our broader strategy for Inclusive 

Growth, and seeks to address the fact that some groups, including the low income and the 

low skilled, youth and older workers, are even more at risk of exclusion now than a 

decade ago. This is not just unfair, but also economically and politically very challenging. 

The new Jobs Strategy recognises that flexibility-enhancing policies in product and 

labour markets are important but certainly not sufficient. It stresses the need for policies 

and constructive social dialogue that protect workers, foster inclusiveness and allow 

workers and firms to make the most of ongoing challenges and opportunities. The 

Strategy also emphasises that, in a fast changing world of work, we need to foster 

resilience and adaptability of the labour market to achieve good economic and labour 

market performance.   

The key policy recommendations of the new OECD Jobs Strategy are organised around 

three broad principles that provide guidance on reforms across a broad range of public 

policy areas: 

i. Promoting an environment in which high-quality jobs can thrive. Good labour 

market performance requires a sound macroeconomic framework, a 

growth-friendly environment and skills evolving in line with market needs. 

Adaptability in product and labour markets is also needed, and the costs and 

benefits of this should be fairly shared between workers and firms, as well as 

among workers on different contracts by avoiding an over-reliance on temporary 

(often precarious) contracts through balanced employment protection schemes. 
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ii. Preventing labour market exclusion and protecting individuals against labour 

market risks. Supporting the quick (re)integration of job seekers in employment 

remains a top priority, but the new strategy also highlights the importance of 

addressing challenges before they arise by promoting equality of opportunities 

and preventing the accumulation of disadvantages over the life-course. 

iii. Preparing for future opportunities and challenges in a rapidly changing 

economy and labour market. People will need to be equipped with the right skills 

in a context of rapidly changing skills demands. Workers also need to remain 

protected against labour market risks in a world where new forms of work may 

arise.  

The big challenge now is to translate these general policy prescriptions into actionable 

policy packages that can promote better jobs for everyone in a fast-changing world of 

work. The OECD is committed to assisting countries in this process by developing solid 

diagnoses, well-tailored recommendations and by providing guidance for their effective 

implementation through the OECD Economic Surveys. We look forward to working with 

OECD member and partner countries on the implementation of the new OECD Jobs Strategy.  

 

Angel Gurría, 

Secretary-General, 

Organisation for Economic Co-operation 

and Development 
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Chapter 1.  Key messages and recommendations 

The new OECD Jobs Strategy provides guidance to policy makers on policies that enable 

workers and firms to make the most of emerging challenges and opportunities and ensure 

that the fruits of growth are broadly shared. The key policy recommendations are 

organised around three broad principles: i) promote an environment in which 

high-quality jobs can flourish; ii) prevent labour market exclusion and protect individuals 

against labour market risks; iii) prepare for future opportunities and challenges in a 

rapidly changing labour market. To support countries in building stronger and more 

inclusive labour markets, the new OECD Jobs Strategy goes beyond general policy 

recommendations by providing guidance on the implementation of reforms. 
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Introduction 

Since the publication of the OECD’s Reassessed Jobs Strategy in 2006 (OECD, 2006[1]), 

OECD and emerging economies have undergone major structural changes and faced deep 

shocks: the worst financial and economic crisis since the Great Depression and 

continued weak productivity growth; unprecedentedly high levels of income inequality 

in many countries; and substantial upheaval linked to technological progress, 

globalisation, and demographic change. In light of these major changes, and the central 

role of labour policies in addressing them, OECD Employment and Labour Ministers in 

January 2016 called for a new Jobs Strategy that fully reflects new challenges and 

opportunities to continue to provide an effective tool to guide policy makers. 

The new OECD Jobs Strategy is more comprehensive in scope and forward looking in 

outlook than previous OECD Jobs Strategies, putting a well-functioning labour market at 

the centre stage of inclusive growth. The original OECD Jobs Strategy of 1994 (OECD, 

1994[2]) emphasised the role of flexible labour and product markets for tackling high and 

persistent unemployment – the main policy concern at the time. Providing a 

growth-friendly environment, including through flexible product and labour markets, was 

seen as the key to promoting job creation and good labour market performance more 

generally. The 2006 Reassessed Jobs Strategy placed more emphasis on promoting labour 

force participation and improving job quality. The main message was that there are 

“several roads to Rome”, i.e. good labour market performance is consistent with more 

market-reliant models that emphasise labour and product market flexibility, but also with 

models that involve a stronger role of public policies, generally coupled with strong 

social dialogue and a combination of stronger protection for workers with flexibility for 

firms.  

Building on these previous jobs strategies, the new OECD Jobs Strategy provides 

guidance to policy makers on labour market and other policies that enable workers and 

firms to harness the opportunities provided by new technologies and markets, while 

helping them to cope with the required adjustments and ensuring that the fruits of growth 

are broadly shared. The new Jobs Strategy continues to stress the links between strong 

and sustained economic growth and the quantity of jobs, but also recognises job quality, 

in terms of both wage and non-wage working conditions, and labour market inclusiveness 

as central policy priorities. Resilience and adaptability are placed at the heart of the new 

Jobs Strategy as in a rapidly evolving economy and labour market, policy needs to foster 

economic dynamism and be forward-looking to allow individuals and firms to absorb, 

adapt and make the most of challenges and opportunities related to changes in 

macroeconomic conditions and the megatrends affecting the future of work.  

The main message of the new OECD Jobs Strategy is that while policies to support 

flexibility in product and labour markets are needed for growth, they are not sufficient to 

simultaneously deliver good outcomes in terms of job quantity, job quality and 

inclusiveness. This also requires policies and institutions to promote job quality and 

inclusiveness, which are often more effective when supported by the social partners. In 

this sense, the new OECD Jobs Strategy represents a significant evolution from the 2006 

strategy, and even more from the original 1994 strategy. It is based on new evidence that 

shows that countries with policies and institutions that promote job quality, job quantity 

and greater inclusiveness perform better than countries where the focus of policy is 

predominantly on enhancing (or preserving) market flexibility. In other words, it is 

necessary to combine policies that encourage economic growth with policies and work 

practices agreed by the social partners that foster inclusiveness and protect workers. Thus, 
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a whole-of-government approach is needed, embedding the new OECD Jobs Strategy in 

the OECD Inclusive Growth Initiative and making appropriate linkages to other OECD 

strategies.
 1
  

1.1. Key policy principles  

The key policy recommendations of the new OECD Jobs Strategy are organised around 

three broad principles: i) promote an environment in which high-quality jobs can flourish; 

ii) prevent labour market exclusion and protect individuals against labour market risks; 

iii) prepare for future opportunities and challenges in a rapidly changing labour market. 

Promote an environment in which high-quality jobs can flourish  

High-quality employment requires a sound macroeconomic policy framework, a 

growth-friendly environment and skills evolving in line with market needs. This is 

broadly consistent with previous strategies, but with some important nuances.  

 The recent global economic and financial crisis was a stark reminder of the 

importance of counter-cyclical macroeconomic policies for stabilising economic 

and labour market outcomes and preventing temporary downturns in activity from 

turning into low-growth traps. When monetary policy is constrained, letting 

automatic fiscal stabilisers operate freely and complementing them with 

additional fiscal measures in response to large economic shocks becomes 

particularly effective. This requires a fiscal policy framework that creates 

sufficient fiscal space during upturns to allow for a stimulating fiscal policy 

response during downturns and rapidly scaling up income support and active 

labour market programmes as needed. An important nuance with respect to the 

Jobs Strategy of 2006 is that the new strategy recognises that it can be useful 

during sharp economic downturns to channel fiscal resources to well-designed 

short-time work programmes that seek to preserve vulnerable jobs that are viable 

in the long term, while scaling them down quickly as conditions return to normal. 

 Flexibility in product and labour markets is essential to create high-quality jobs in 

an ever more dynamic environment. Barriers in product and labour markets to the 

entry of new firms, the expansion of high-performing firms and the orderly exit of 

underperforming firms need to be reduced. However, some forms of flexibility 

are better than others. For example, partial labour market reforms that liberalise 

the use of temporary contracts, but maintain high levels of employment protection 

for workers on open-ended contracts can be counter-productive. This can result in 

an excessive use of temporary contracts, leading to low overall job quality, high 

levels of inequality and low resilience, without a clear benefit for the overall 

number of jobs. Similar issues can arise in emerging economies where overly 

strict employment protection for employees in the formal sector, alongside a 

range of other factors such as high non-wage labour costs, contribute to high 

levels of informal work without providing effective protection to workers.  

 Moreover, policies need to strike the right balance between employment 

flexibility and stability. The challenge is to ensure that resources can be 

reallocated to more productive uses while providing a level of employment 

stability that fosters learning and innovation in the workplace. Employment 

stability can be promoted by having moderate and predictable employment 

protection provisions that provide security to all workers and by strengthening the 
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link between employers' unemployment insurance contributions and the cost of 

unemployment insurance benefits for displaced workers (e.g. partially 

experience-rated contributions). Moreover, by facilitating flexibility in earnings, 

in particular through adjustments in working time, collective bargaining and 

social dialogue can also support employment stability by helping to preserve 

good-quality jobs during difficult times. 

 High-quality employment also depends crucially on having an effective education 

and training system, which equips workers with the skills needed by employers 

and offers opportunities and incentives for education and training throughout their 

working lives. To better match skills with labour market needs, it is important to 

develop stronger links between the world of education and the world of work and 

have robust systems and tools for assessing and anticipating skills needs. 

Prevent labour market exclusion and protect individuals against labour market 

risks 

The best way of promoting an inclusive labour market is by addressing problems before 

they arise. This means that a shift in emphasis is required from remedial to preventive 

policies. This enables workers to avoid many of the social and financial costs associated 

with labour market risks (such as unemployment, sickness and disability); it contributes 

directly to economic growth by expanding opportunities for workers; and alleviates fiscal 

pressures by reducing the overall costs of social programmes. Such an approach could 

therefore boost efficiency and equity at the same time. 

 The core of a preventive approach to labour market inclusiveness is to strengthen 

equality of opportunities so that socio-economic background does not act as a key 

determinant of success in the labour market. This key policy priority crucially 

hinges on tackling barriers to the acquisition of adequate levels of education and 

labour market skills by individuals from disadvantaged backgrounds, through 

targeted interventions during (pre-)school years and in the transition from school 

to work. 

 A preventive approach also requires a life-course perspective, to avoid an 

accumulation of individual disadvantages that require costly interventions at a 

later stage. To reduce the risk of workers becoming trapped in low-quality jobs or 

joblessness, they should have continuous opportunities to develop, maintain and 

upgrade skills through learning and training at all ages. This would help them 

navigate a labour market that will increasingly require frequent changes of jobs 

and activities throughout a career. Similarly, working conditions should be 

adapted to workers’ needs over the life course. By making it easier to combine 

work, care and social responsibilities and preventing the development of 

work-related health problems, this increases labour force participation over a 

working life among both men and women, narrows gender gaps and reduces the 

risk of poverty and exclusion. But, as new forms of work are emerging, such 

policy instruments must be extended beyond those in dependent employment. 

 A preventive approach cannot avoid that some people fall through the cracks. As 

suggested by the 2006 OECD Jobs Strategy, activation measures, wage-setting 

rules and the tax-and-benefits system can be combined to make work pay and 

handle individual shocks by protecting workers rather than jobs, so that the 

required adaptability of the labour market is not jeopardised. In this way, the 
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protection of workers against labour market risks and exclusion can be achieved 

by supporting and accompanying job-seekers towards new economic activities, 

conditional on individual commitment and job-search efforts (the so-called 

“mutual-obligations” framework).  

 Previous Jobs Strategies have pointed to the need to ensure that unemployment, 

disability and other social benefits do not unduly discourage active job search. 

Recent evidence suggests, however, that reaching a high coverage of 

unemployment, disability and social assistance benefits, conditional on the 

rigorous enforcement of mutual obligations, plays a pivotal role in the success of 

activation strategies: by providing a key instrument for connecting with jobless 

people it allows addressing barriers to employment related to the employability of 

workers, the availability of suitable job opportunities and worker motivation. This 

also means extending the reach of social protection to new forms of work as much 

as possible.  

Prepare for future opportunities and challenges in a rapidly changing labour 

market 

Product and labour market dynamism will be essential to deal with the rapid 

transformation of economies resulting from technological progress, globalisation and 

demographic change. However, helping workers move from declining businesses, 

industries and regions to those with the highest growth prospects should be accompanied 

by policies to help individuals maintain and upgrade their skills, assist lagging regions, 

strengthen social safety nets and enhance the role of social dialogue in shaping the future 

world of work. Skills policies, social protection and labour market regulations will need 

to be adapted to the new world of work to achieve greater job quality and inclusiveness. 

In some cases, this may require a fundamental rethink of current policies and institutions. 

 A first challenge is to equip workers with the right skills in a context where the 

demand for skills is likely to evolve rapidly and people continue working at a 

higher age, with an increased emphasis on Science, Technology, Engineering and 

Mathematics (STEM) as well as soft skills, and incentives for the acquisition of 

non-transferable skills may be eroded. The increased fragmentation of production 

processes and the likelihood that workers will move between jobs more frequently 

may reduce incentives for firms and workers to invest in firm-specific skills. The 

policy challenge lies in: i) designing novel tools that reduce barriers to lifelong 

learning by linking education and training to individuals rather than jobs, while 

updating existing ones like grants and loans to make them more accessible to all 

adults; ii) strengthening work-based learning programmes (e.g. apprenticeships). 

More generally, existing infrastructures for lifelong learning may need to be 

scaled up, for example by fully exploiting the opportunities afforded by new 

technologies. 

 A further challenge is to ensure that workers remain protected against labour 

market risks in a world where flexible forms of work may increase. This includes 

ensuring that everybody has access to social protection and is covered by basic 

labour market regulations. Workers on ‘flexible’ labour contracts often have 

limited or no access to certain forms of social protection, such as workplace 

accident and unemployment insurance, and they may not be covered by basic 

labour market regulations. To some extent, it might be possible to address this 

concern by extending or adapting existing social security schemes and by 
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clarifying and effectively enforcing existing labour market regulations. In other 

cases, innovative solutions need to be found to ensure adequate wages and 

working conditions.  

 Possible approaches for extending social protection coverage include: creating 

new, specially designed benefit schemes; expanding the role of non-contributory 

schemes; implementing minimum floors to social benefits; and making social 

protection more portable. A more radical solution would be to introduce a 

universal basic income (UBI), although it is unlikely that such a scheme could 

provide effective protection to all workers without significantly raising fiscal 

pressure or making some people worse off because of the need to cut other, 

well-targeted benefits to finance the UBI. In terms of labour market policies and 

institutions, policy makers should experiment with new instruments to fight 

in-work poverty and put in place a legal framework that allows labour relations to 

adapt to new emerging challenges. 

1.2. Policy implementation  

To support countries in building stronger and more inclusive labour markets, the new 

OECD Jobs Strategy goes beyond general policy recommendations by providing 

guidance for the implementation of reforms: 

 Policy reform strategies need to be adapted to a country’s specific characteristics 

in terms of its institutional set-up, social preferences, administrative capacity and 

social capital. While sub-par performance in an area of the labour market suggests 

the need for policy reform, countries should adapt their reform strategies to their 

specific situation. For instance, where social capital is low and administrative 

capacity lacking, policy action should aim at being simple, transparent and easily 

accountable. 

 Policies are also often more effective when combined into coherent packages that 

enhance synergies and limit the potential cost of reforms in the short-run or for 

specific groups. For example, interventions targeted at specific groups should 

simultaneously address all barriers to employment through co-ordinated actions 

concerning the design of tax-and-benefits policies and the provision of 

employment, health and social services.  

 Packaging and sequencing reforms in effective ways – acting first on those that 

are a prerequisite for the success of others – minimises trade-offs between 

individual policies and can broaden support among the electorate. For example, 

product market and employment protection reforms tend to be less costly in the 

short term when the former precede the latter.  

 Building support for reforms is vital for their success. This requires winning a 

mandate for reform, effective communication including through the use of new 

technologies, and complementary reforms and policy actions to cushion 

short-term costs, including appropriate use of macroeconomic policy levers. 

 Once reforms are passed, ensure that they are fully implemented, effectively 

enforced and rigorously evaluated. This requires investing in data collection if 

suitable data for monitoring compliance and outcomes are not available and 

strengthening evaluation mechanisms into policy actions to allow assessing their 

effects.  
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 Building strong and inclusive labour markets also requires proactive policy 

making. This requires innovative systems that help identifying potential 

challenges and opportunities ahead of time, rather than firefighting problems 

when they arise and recognising opportunities when they have long been missed. 

Anticipating future challenges and opportunities, finding solutions, managing 

change proactively, and shaping the future world of work can be achieved more 

easily and effectively if employers, workers and their representatives work closely 

together with the government in a spirit of co-operation and mutual trust. 

1.3. Roadmap  

Part I of this volume provides an overview of the new OECD Jobs Strategy. Chapter 2 

presents the main motivation as the dual challenge of reviving productivity growth and 

making labour markets more inclusive in a rapidly changing world of work. Chapter 3 

introduces the OECD Jobs Strategy framework for assessing labour market performance 

that focuses on three key dimensions through which the labour market contributes to 

inclusive growth and well-being: i) the quantity and quality of jobs; ii) labour market 

inclusiveness; and iii) resilience and adaptability. It is operationalised by the OECD Jobs 

Strategy dashboard that can be used to assess labour market performance and identify 

country-specific reform priorities. Chapter 4 provides an overview of the role of policies 

and institutions in promoting good labour market performance, with the underlying 

evidence and background analysis being discussed in Parts II – IV of this Volume. Going 

beyond the general policy principles of the Jobs Strategy, Chapter 5 provides concrete 

guidance to countries regarding implementation based on Part V of this Volume. 

Chapter 6 presents the detailed policy recommendations of the new OECD Jobs Strategy.  

Part II of the Volume discusses in depth how policies and institutions can contribute to 

the quantity and quality of jobs. Since productivity growth is a pre-condition for better 

wages and working conditions in the long-term, Chapter 7 provides a comprehensive 

discussion of the role of policies and institution for worker productivity. However, 

productivity growth does not automatically translate into higher wages, better working 

conditions and sufficient job opportunities. Chapter 8, therefore, discusses the role of 

wage-setting institutions and labour taxes in ensuring that productivity gains translate into 

higher wages and better working conditions while maintaining high employment. 

Chapter 9 emphasises the need to combine high-quality job creation with measures to 

support labour supply by ensuring that work is accessible, attractive and sustainable over 

the life-course. 

Part III focuses on promoting labour market inclusiveness so that everybody benefits 

from increased prosperity. The OECD Jobs Strategy emphasises the importance of 

promoting equal opportunities, but also recognises that excessive inequalities in outcomes 

are incompatible with equal opportunities and could in many cases be reduced without 

unduly reducing employment and growth. Chapter 10 discusses how policies and 

institutions can tackle deep and persistent inequalities in the labour market by promoting 

equal opportunities and containing excessive income inequalities. A number of groups, 

e.g. workers with low skills, persons with caring responsibilities or disabilities and 

migrants, face particular barriers to accessing good quality jobs and require specific 

support. Chapter 11 discusses the role of measures tailored to the needs of each of these 

groups and distils a number of common lessons. Chapter 12 considers a range of policies 

that can help policy makers balance innovation in work arrangements with the concern 
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that new forms of work – including those related to the emergence of the platform 

economy – may push vulnerable workers into jobs with limited worker protections.  

Part IV of the Volume discusses the role of resilience and adaptability in ensuring good 

quality jobs in a rapidly changing world of work. Chapter 13 emphasises the role of 

labour market resilience in limiting the social costs of economic downturns, with a 

particular focus on the potential role of state-dependent employment and social policies to 

provide effective support to workers while reinforcing the stabilising role of social 

expenditures for aggregate demand. Chapter 14 discusses how labour markets can be 

made more adaptable to structural change by promoting: i) the efficient reallocation of 

workers across jobs, firms, industries and regions; ii) responsive, effective and 

worker-centred adult learning systems; and iii) effective employment and social policies 

to support displaced workers. 

Part V of this Volume goes beyond the general policy principles of the new Jobs Strategy 

by providing concrete guidance to countries on the implementation of reforms. 

Chapter 15 discusses factors that make reform happen and support the reform process. 

Chapter 16 translates the general recommendations of the new Jobs Strategy to the 

specific context of emerging economies that need to address the challenge of broadly 

shared productivity gains with limited fiscal and administrative capacity. Chapter 17 

identifies country-specific reform priorities and a range of contextual factors that need to 

be taken into account for developing country-specific recommendations using the 

OECD Jobs Strategy dashboard. 

Box 1.1. The main policy recommendations of the new OECD Jobs Strategy 

This Box summarises the main policy recommendations of the new OECD Jobs Strategy. 

The full policy recommendations can be found in Chapter 6 at the end of Part I 

“Overview” of this Volume. These policy recommendations are a key pillar of the OECD 

Inclusive Growth Initiative. In the implementation of the new Jobs Strategy, it will be 

important to exploit synergies among different policy areas and ensure consistency with 

the OECD Going for Growth recommendations, the OECD Skills Strategy, the OECD 

Innovation Strategy and the OECD Green Growth Strategy. Thus, a whole-of-government 

approach is necessary. 

A. Promote an environment in which high-quality jobs can flourish  

1. Implement a sound macroeconomic policy framework that ensures price stability 

and fiscal sustainability while allowing for an effective counter-cyclical monetary 

and fiscal policy response during economic downturns. 

2. Boost investment and productivity growth, and promote quality job creation by 

removing barriers to the creation and expansion of successful businesses, the 

restructuring or exit of underperforming ones, and by creating an 

entrepreneurship-friendly environment. 

3. Ensure that employment protection legislation generates dismissal costs that are 

predictable, balanced across contract types and not overly restrictive, while 

protecting workers against possible abuses and limit excessive turnover.  

4. Facilitate the adoption of flexible working-time arrangements to help firms adjust 

to temporary changes in business conditions, while helping workers to reconcile 

work and personal life.  
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5. Reduce non-wage labour costs, especially for low-wage workers, and differences 

in fiscal treatment based on employment status.  

6. Consider using a statutory minimum wage set at a moderate level as a tool to raise 

wages at the bottom of the wage ladder, while avoiding that it prices low-skilled 

workers out of jobs.  

7. Promote the inclusiveness of collective bargaining systems while providing 

sufficient flexibility for firms to adapt to aggregate shocks and structural change.  

8. Foster the development of suitable skills for labour market needs, while 

promoting the use of these skills and their adaptation during the working life to 

respond to evolving skills needs.  

9. Promote formal employment by enhancing the enforcement of labour market 

rules, making formal work more attractive for firms and workers and promoting 

skills development to enhance worker productivity. 

B. Prevent labour market exclusion and protect individuals against labour market risks 

1. Promote equal opportunities to avoid that socio-economic background determines 

opportunities in the labour market through its influence on the acquisition of 

relevant labour market skills or as a source of discrimination.  

2. Adopt a life-course perspective to prevent that individual disadvantages cumulate 

over time, requiring interventions at a later stage, which are usually less effective 

and involve larger fiscal costs.  

3. Develop a comprehensive strategy to activate and protect workers, by combining 

adequate and widely accessible out-of-work benefits with active programmes in a 

mutual-obligations framework. 

4. Adopt specific policies for underrepresented and disadvantaged groups, ensuring 

that they simultaneously address all barriers to employment.  

5. Support lagging regions through coordinated policies at the national, regional and 

local levels that promote growth and competitiveness based on their specific 

assets and tackle social problems associated with local concentrations of labour 

market exclusion and poverty. 

C. Prepare for future opportunities and challenges in a rapidly changing labour market 

6. Promote the reallocation of workers between firms, industries and regions, while 

supporting displaced workers.  

7. Enable displaced workers to move quickly into jobs, using a mixture of general 

and targeted income support and re-employment assistance, combined with 

prevention and early intervention measures. 

8. Accompany innovation in new forms of employment with policies to safeguard 

job quality by avoiding abuse, creating a level-playing field between firms, and 

providing adequate protection for all workers regardless of employment contract.  

9. Plan for the future by anticipating change; facilitating inclusive dialogue with the 

social partners and other relevant stakeholders on the future of work; and where 

necessary, adapting today’s labour market, skills and social policies to the 

emerging needs in the changing world of work.  
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D. Implementation  

10. Make reforms successful by adapting them to country specificities, carefully 

packaging and sequencing them to limit their potential cost in the short-run or for 

specific groups and building support for them. 

11. Ensure that reforms are fully implemented effectively enforced and rigorously 

evaluated; invest in data collection if suitable data are not available. 

Note

 
1
 The OECD Inclusive Growth Initiative was launched in 2012. It has resulted in the OECD 

Framework for Policy Action on Inclusive Growth as well as the development of Inclusive Growth 

dashboard (OECD, 2018[3]). The Framework is organised around four pillars: i) shared prosperity; 

ii) inclusive markets; iii) equality of opportunities; and iv) inclusive growth governance. For a 

discussion of the links between the Inclusive Growth Initiative and the new Jobs Strategy see 

Chapter 3 of this Volume.   
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Chapter 2.  The challenge: Broadly shared productivity gains 

Reviving productivity growth and ensuring that productivity gains are broadly shared 

through higher wages and better employment opportunities are key to raising well-being 

for all members of society. This chapter discusses the role of the labour market as an 

engine of a dynamic economy sustained by strong productivity growth whose benefits are 

shared with all workers through enhanced employment opportunities, higher wages and 

better working conditions. 

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law. 
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Introduction 

A well-functioning labour market is crucial for sustaining gains in productivity which 

underpin high and inclusive growth and rising levels of well-being. Yet productivity 

growth has tended to slow in practically all advanced and emerging market economies 

over the past two decades. At the same time, median real wages have failed to keep up 

with even this diminished productivity growth in many countries, making growth less 

inclusive. Thus, not only have productivity gains become smaller, but the share 

transmitted to low-wage and middle-wage workers through real wage increases has also 

declined, resulting in real wage stagnation for workers in the bottom half of the wage 

distribution. 

In this light, this chapter discusses how a well-functioning labour market can foster a 

dynamic economy sustained by strong productivity growth that benefits all workers 

through enhanced employment opportunities, higher wages and better working 

conditions. Labour markets are crucial for the efficient re-allocation of resources in the 

economy, providing workers with opportunities to acquire and upgrade their skills and 

ensuring decent working conditions for all workers, including those in a weak bargaining 

position. The tax and benefits system also has an important role to play in improving 

workers’ well-being, but on its own it cannot raise living standards for all or provide the 

sense of gratification that work potentially offers through economic engagement, social 

interaction and personal accomplishment. 

The remainder of this chapter is structured as follows. Section 2.1 describes the twin 

challenge of achieving high productivity growth and ensuring that the gains of 

productivity growth are transmitted to all workers through better employment 

opportunities and higher wages. It also outlines trends in productivity, wages and 

employment over the past two decades and links these trends to underlying drivers. 

Section 2.2 discusses the role of the labour market in promoting: high productivity 

growth; a good transmission from productivity to wages; and the availability and 

accessibility of good employment opportunities.  

2.1. The challenge 

Over the past two decades, productivity growth in the OECD has slowed, raising 

concerns about growth in living standards and the creation of high-quality job 

opportunities. The productivity slowdown reflects both slower capital deepening (growth 

in capital per worker) and lower multi-factor productivity growth (Figure 2.1). The 

slowdown in capital deepening was particularly pronounced after the global crisis of 

2008-09, suggesting that economic downturns can have long-lasting effects. By contrast, 

low growth in multi-factor productivity appears to be a structural development that 

pre-dates the global crisis. In conjunction with the projected decline in overall labour 

force participation due to population ageing, a structural slowdown in productivity 

growth could significantly reduce growth in living standards (Guillemette and Turner, 

2018[1]). 
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Figure 2.1. Productivity growth has declined over the past 20 years 

OECD average 

 

Source: OECD (2018), “OECD Economic Outlook No. 103” (Edition 2018/1), OECD Economic 

Outlook: Statistics and Projections (database), https://doi.org/10.1787/494f29a4-en (accessed on 

22 November 2018). 

StatLink 2 http://dx.doi.org/10.1787/888933880945 

In many OECD countries, real wage growth has been even lower than the growth in 

labour productivity (Figure 2.2). In many OECD countries, real average wages have 

decoupled from labour productivity, i.e. there has been a decline labour shares (the share 

of national income accounted for by labour compensation in the form of wages, salaries 

and other benefits).
1
 Moreover, real median wages have grown at an even lower rate than 

real average wages in the overwhelming majority of OECD countries, which means that 

wage inequality has increased.
2
 Consequently, in many OECD countries, productivity 

gains are no longer translating into broadly shared wage gains for all workers (OECD, 

2018[2]; Schwellnus, Kappeler and Pionnier, 2017[3]; Sharpe and Uguccioni, 2017[4]). 
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Figure 2.2. Real median wages have decoupled from labour productivity 

Total economy excluding primary, housing and non-market industries, 1995=100 

 

Note: Employment weighted average of 24 countries (two-year moving averages ending in the indicated 

years). 1995-2013 for Finland, Germany, Japan, Korea, United States; 1995-2012 for France, Italy, Sweden; 

1996-2013 for Austria, Belgium; United Kingdom; 1996-2012 for Australia, Spain; 1997-2013 for 

Czech Republic, Denmark, Hungary; 1997-2012 for Poland; 1996-2010 for Netherlands; 1998-2013 for 

Norway; 1998-2012 for Canada, New Zealand; 1999-2013 for Ireland; 2002-11 for Israel; 2003-13 for Slovak 

Republic. All series are deflated by the value added price index excluding the primary, housing and 

non-market industries. The industries excluded are the following (ISIC rev. 4 classification): (1) Agriculture, 

Forestry and Fishing (A), (2) Mining and quarrying (B), (3) Real estate activities (L), (4) Public 

administration and defence, compulsory social security (O), (5) Education (P), (6) Human health and social 

work activities (Q), (7) Activities of households as employers (T), and (8) Activities of extraterritorial 

organisations and bodies (U). 

Source: OECD (2018[5]), “Decoupling of wages from productivity: What implications for public policies?”, in 

OECD Economic Outlook, Volume 2018 Issue 2, https://doi.org/10.1787/eco_outlook-v2018-2-en.  

StatLink 2 http://dx.doi.org/10.1787/888933880964 

The slowdown in aggregate productivity growth and the decoupling of real median wages 

(the wages of “typical” workers) from productivity have gone hand in hand with growing 

divergences between firms in both productivity and wages (Box 2.1). While firms at the 

technological frontier (firms belonging to the global top 5% in terms of productivity) 

have recorded robust productivity growth since the early 2000s, the productivity of 

non-frontier firms has stagnated, weighing on aggregate productivity (Andrews, 

Criscuolo and Gal, 2016[6]). Divergence in productivity between firms in turn has been 

accompanied by divergence in wages (Berlingieri, Blanchenay and Criscuolo, 2017[7]), 

which in many countries explains a large part of developments in wage inequality.
3
 

Moreover, in a number of countries, there are growing signs that in firms at the 

technological frontier wages have decoupled from productivity while their market shares 

were increasing. Irrespective of whether decoupling at the technological frontier reflects 

increases in profit margins or higher capital intensity, these developments have 

contributed to the aggregate decoupling of wages from observed productivity.  
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Box 2.1. Productivity and wage dispersion: The role of “winner-takes-most” dynamics 

Growing productivity and wage divergence between firms could reflect “winner-takes-most” 

dynamics, in which a few firms reap outsized rewards. While the relevant market for the best 

manufacturing firms used to be primarily national or regional, the fall in transport costs and 

tariffs mean that these firms can now serve significant shares of the global market, 

strengthening economies of scale (Autor et al., 2017[8]; Frank and Cook, 1995[9]; Rosen, 

1981[10]). The trend toward larger market size has been reinforced by rapid progress in 

information and communication technologies (ICT) that allow the matching of sellers and 

buyers across geographically distant locations. Rapid progress in ICT has also facilitated the 

emergence of markets with a global scale in a number of traditional services industries, such 

as retail and transport, as well as new ICT services for which the marginal cost of scaling up 

operations is near zero. In some of these industries, including ICT services, retail and 

transport, network externalities that favour the emergence of a dominant player have become 

more important. Consistent with “winner-takes-most” dynamics, emerging evidence suggests 

that trade integration and digitalisation have contributed to the divergence of wages between 

the most successful firms and the rest (Berlingieri, Blanchenay and Criscuolo, 2017[7]).  

The aggregate decoupling of median wages from productivity partly reflects declines in 

labour shares at the technological frontier (defined as the top 5% of firms in terms of 

labour productivity within each country group in each industry and year). In countries 

where aggregate labour shares have declined, real wages in firms at the technological 

frontier have decoupled from productivity, whereas this has not been the case in the 

remaining firms (Figure 2.3). This could indicate the presence of “winner-takes-most” 

dynamics, as frontier firms take advantage of technology- or globalisation-related 

increases in economies of scale and scope to reduce the value added share of fixed labour 

costs (e.g. related to research and development, product design or marketing) and/or gain 

a dominant position that allows them to raise their mark-ups (Autor et al., 2017[11]; 

Calligaris, Criscuolo and Marcolin, 2018[12]; Philippon, 2018[13]) By contrast, there has 

been no such decoupling of wages from productivity in frontier firms in countries where 

labour shares have increased, which suggests that “winner-takes-most” dynamics have 

been less pronounced in these countries. 

The decoupling of wages from productivity at the technological frontier coincides with 

increasing market shares of frontier firms. In principle, this could indicate a rise in 

anti-competitive forces as superstar firms increase their markups. However, the evidence 

thus far supports a more benign view that considers the rise in market concentration as a 

temporary development related to technological dynamism. Schwellnus et al. (2018[14]) 

find evidence that the decoupling of wages from productivity at the technological frontier 

primarily reflects the entry of firms with low labour shares into the technological frontier. 

Autor et al. (2017[8]) find evidence that growing market concentration in the United States 

occurs primarily in industries with rapid technological change. Nevertheless, there is a 

risk that over time incumbent technological leaders could hamper market entry through 

anti-competitive practices (Furman, 2018[15]). 
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Figure 2.3. Average wages and productivity for leading firms and others 

(2001=100) 

 
Note: Labour productivity and real wages are computed as the unweighted mean across firms of real value 

added per worker and real labour compensation per worker. Leaders are defined as the top 5% of firms in 

terms of labour productivity within each country group in each industry and year. The countries with a 

decline in the labour share excluding the primary, housing, financial and non-market industries over the 

period 2001-13 are: Belgium, Denmark, Germany, Ireland, Japan, Korea, Sweden, United Kingdom and 

United States. The countries with an increase are: Austria, Czech Republic, Estonia, Finland, France, Italy, 

Netherlands and Spain. 

Source: Schwellnus et al. (2018[14]), “Labour share developments over the past two decades: The role of 

technological progress, globalisation and “winner-takes-most” dynamics”, OECD Economics Department 

Working Papers, No. 1503, https://doi.org/10.1787/3eb9f9ed-en.  

StatLink 2 http://dx.doi.org/10.1787/888933880983 

The decoupling of wages from productivity is not limited to the median worker but 

extends to all workers in the bottom half of the wage distribution (Figure 2.4). Low-wage 

workers at the 10
th
 percentile of the wage distribution fared no better than workers in the 

middle of the distribution, whereas workers at the top of the distribution experienced high 

wage growth, with one of the most striking developments over the past two decades being 

the divergence of wages of the top 1% from the rest (Alvaredo et al., 2017[16]; 

Schwellnus, Kappeler and Pionnier, 2017[3]). This decoupling of low- and middle-wages 

from productivity has been accompanied by polarisation in terms of jobs, i.e. the gradual 

disappearance of middle-wage and middle-skill jobs (Box 2.2). 
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Figure 2.4. Wage growth in the bottom half of the distribution has decoupled from the top 

 (1995=100) 

 

Note: GDP weighted average of 24 countries (two-year moving averages ending in the indicated years). 

1995-2013 for Finland, Germany, Japan, Korea, United States; 1995-2012 for France, Italy, Sweden; 

1996-2013 for Austria, Belgium; United Kingdom; 1996-2012 for Australia, Spain; 1997-2013 for 

Czech Republic, Denmark, Hungary; 1997-2012 for Poland; 1996-2010 for Netherlands; 1998-2013 for 

Norway; 1998-2012 for Canada, New Zealand; 1999-2013 for Ireland; 2002-11 for Israel; 2003-13 for Slovak 

Republic. All series are deflated by the same total economy value added price index. 

Source: OECD Earnings Distribution Database, www.oecd.org/employment/emp/employmentdatabase-

earningsandwages.htm. 

StatLink 2 http://dx.doi.org/10.1787/888933881002 
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Box 2.2. Polarisation and automation 

In recent decades, labour markets across the OECD have experienced profound 

transformations in their occupational and industrial structures. The process of 

de-industrialisation – involving significant shifts of employment from manufacturing to 

services – has been accompanied by job polarisation, whereby the number of middle-pay, 

middle-skill jobs has declined relative to the number of high-skilled and to a lesser extent 

low-skilled ones. Figure 2.5 shows that during the 1995-2015 period the employment 

share of middle-skilled jobs declined in all countries analysed by about 10 percentage 

points on average, while the shares of low-skilled and high-skilled employment increased. 

These changes can cause significant disruption in workers’ lives and raise significant 

policy challenges. Employment is being reshuffled across occupations and industries, 

confronting workers with the risk of job loss followed by the possible need to make a 

difficult transition to a job in a different occupation or industry. Even workers who are 

able to stay in the same job are often faced with changing skill demands that require 

retraining (Battisti, Dustmann and Schönberg, 2017[17]). Moreover, different changes in 

skill demands, driven by changing industrial structures, can affect trends in wage 

inequality over time (Acemoglu and Autor, 2010[18]). 

The increasing ability of technology to perform easy-to-codify routine tasks has been 

singled out as a key driver of job polarisation (Goos, Manning and Salomons, 2014[19]). 

At the same time, the offshoring of production to countries with lower labour costs has 

contributed to growing concerns about the negative impacts of globalisation in developed 

countries. The emergence of new players, including China’s transition to a market 

economy and its entry into the World Trade Organization, has heightened these concerns 

and been linked to the decline in manufacturing employment in advanced economies 

(Autor, Dorn and Hanson, 2016[20]), and to job polarisation in particular (Keller and Utar, 

2016[21]). Using industry-level data for 22 OECD countries over two decades, the 

OECD (2017[22]) shows that technology in the form of more widespread use of ICT 

contributed to job polarisation while no such evidence is found for globalisation, whether 

related to a country’s involvement in global value chains or the penetration of imports 

from China. 

Further progress in digitalisation and automation is likely to further widen job 

polarisation in advanced countries and has even raised concerns that the number of 

routine jobs destroyed could outweigh the non-routine ones created, resulting in 

technological unemployment (Acemoglu and Restrepo, 2018[23]; Brynjolfsson and 

McAfee, 2011[24]; Mokyr, Vickers and Ziebarth, 2015[25]). In their seminal contribution, 

Osborne and Frey (2017[26]) estimate that up to almost half of jobs in the United States 

could be subject to automation. Recent OECD research by Nedelkoska and Quintini 

(2018[27]) paints a less radical picture, suggesting that only one-in-seven jobs across the 

32 OECD countries analysed are at risk of automation, but also that (OECD, 

2015[28])about one-in-three are at risk of significant change. Whether jobs are destroyed 

altogether or their contents radically change, in both cases this presents significant 

challenges to policy and to lifelong learning and training systems in particular. 
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Figure 2.5. Jobs have become more polarised 

Changes in employment shares by skill content of occupation (percentage points), 1995-2015 

 

Note: High-skill occupations include jobs classified under the ISCO-88 major groups 1, 2, and 3. That is, 

legislators, senior officials, and managers (group 1), professionals (group 2), and technicians and associate 

professionals (group 3). Middle-skill occupations include jobs classified under the ISCO-88 major groups 4, 

7, and 8 i.e. clerks (group 4), craft and related trades workers (group 7), and plant and machine operators and 

assemblers (group 8). Low-skill occupations include jobs classified under the ISCO-88 major groups 5 and 9: 

workers and shop and market sales workers (group 5), and elementary occupations (group 9). 

Source: OECD (2017[22]), “How technology and globalisation are transforming the labour market”, in OECD 

Employment Outlook 2017, https://doi.org/10.1787/empl_outlook-2017-7-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881021 

High employment can support the broad sharing of productivity gains by ensuring that 

wage gains benefit as many people as possible. While employment gaps (the share of 

jobless people among the working-age population) have tended to decline, more than a 

quarter of people not in education or training still do not have any paid form of 

employment (Figure 2.6), with employment gaps being particularly large for the young, 

women and older people. Moreover, in many countries, an important share of the 

workforce is underemployed, either working less than they would like to or not fully 

using their skills in their jobs (OECD, 2016[29]). Despite good progress in many countries, 

employment gaps remain particularly large for groups who are under-represented in the 

workforce (e.g. the young, women and older people): their employment rate is about 

20 % lower than that of prime-age males. Integrating under-represented groups into the 

labour market is not only important to ensure that no groups are left behind but also 

represents a key way of improving overall employment performance, particularly in 

countries where employment rates for prime-age males are already very high.  
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Figure 2.6. Employment gaps remain large, particularly for underrepresented groups 

1995-2017 

 

Note: Unweighted average across 25 OECD countries (excluding Chile, Estonia, Finland, Iceland, Israel, 

Japan, Korea, Latvia, Lithuania, New Zealand and Slovenia). Panel B: Difference between the employment 

rate of prime age men (30-54) and the rest (women, youth men and older men), expressed as a percentage of 

the employment rate of prime age men (30-54).  

Source: OECD Employment Database (www.oecd.org/employment/database); OECD (2018[30]), Education at 

a Glance 2018: OECD Indicators, https://doi.org/10.1787/eag-2018-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881040 

To some extent, the tax and benefits system can correct the market distribution of income 

and ensure that gains from productivity growth are broadly shared with workers and their 

families. However, recent OECD evidence shows that redistribution through the tax and 

benefits system has tended to become less effective since the mid-1990s. To an important 

extent this reflects a shift of income support from workless households to working 

households (OECD, 2015[28]; Causa and Hermansen, 2017[31]). As a result of growing 

inequalities in market income inequality (pre-tax income excluding income from 

government sources) and the weakening of redistribution, inequalities in households’ 

disposable incomes have reached unprecedented levels in many OECD countries. This 

raises concerns about fairness, social cohesion and the sustainability of economic growth 

(OECD, 2015[28]; Cingano, 2014[32]). 

Summing up, in most countries productivity gains from technological change and 

globalisation have not been broadly shared with workers. Productivity growth at the 

technological frontier remains high, suggesting that only a small group of innovative 

firms are able to fully take advantage of technological advances and globalisation, while 

many others trail further and further behind, weighing on aggregate productivity growth. 

At the same time, the distribution of income has become more tilted towards capital at the 

expense of labour income and the distribution of income and wealth has become 

increasingly unequal. Higher employment rates have mitigated but not prevented the rise 

in income inequality, and more remains to be done to better integrate those excluded from 

the labour market and to raise the effectiveness of redistribution through the tax and 

benefits system. 
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2.2. The central role of the labour market for broadly shared productivity gains 

Alongside product and financial markets, the labour market is a central element of a 

well-functioning market economy that delivers: 1) high productivity growth; 2) a broad 

sharing of the gains from productivity growth through wages; and 3) ensuring accessible 

job opportunities for all.  

The labour market as an engine of productivity growth 

High productivity growth requires constant reallocation, in the sense that highly 

productive firms enter the market and expand while less productive ones downsize and 

eventually exit if they do not manage to upgrade their production processes. Empirical 

studies for OECD countries suggest that entry and exit alone contribute 15-45% to 

industry-level productivity growth (Bartelsman, Haltiwanger and Scarpetta, 2009[33]). The 

evidence also suggests that job reallocations between existing firms raise productivity 

growth further as firms with high initial productivity levels gain market shares at the 

expense of lower-productivity firms (OECD, 2009[34]). 

The labour market is a key facilitator of productivity-enhancing reallocation that allows 

workers to move from downsizing firms to new and expanding ones. Empirical studies 

suggest that in OECD countries job reallocation – firm-level job creation and destruction 

– affects around 20% of employment every year (OECD, 2009[34]).
4
 Worker reallocation 

– the sum of hires and separations – is even higher at around 30%. Although not all 

reallocation necessarily enhances productivity, these figures imply that small changes in 

net employment mask large gross worker flows between firms. 

Achieving productive matches between workers and firms requires some degree of labour 

market fluidity, especially during periods of rapid structural change. Technological 

development, globalisation and demographic change require the reallocation of labour to 

its most productive uses while limiting transition costs. In a well-functioning labour 

market, workers are able to switch jobs to seize higher-paid job opportunities elsewhere 

while firms adopting new technologies and business models are able to rapidly expand 

employment, thereby raising aggregate productivity. 

A fluid labour market may also support the diffusion of technological advances across 

firms, helping to improve productivity at firms that are lagging behind. The adoption of 

new general-purpose technologies for production typically requires workers with the 

relevant technical expertise and some degree of reorganisation (David, 1990[35]; 

Bresnahan, 2003[36]). The evidence suggests that one channel for the diffusion of this 

expertise is the movement of workers between firms, including job switchers and 

consultants (Draca, Sadun and Van Reenen, 2009[37]; Tambe and Hitt, 2014[38]). 

High productivity growth also requires the constant development of workers’ skills. Skills 

raise worker productivity by allowing them to produce more at a given level of 

technology (Lucas, 1988[39]) and promote innovation and the adoption of new 

technologies (Aghion et al., 1998[40]; Stokey, 2018[41]). Empirical studies suggest that 

there is a close causal link between cognitive skills and economic growth (Hanushek and 

Woessmann, 2015[42]) and that human capital is a key factor in influencing the speed of 

technology adoption (Andrews, Nicoletti and Timiliotis, 2018[43]). 

The labour market is a key determinant of workers’ skill development. While the 

education system lays the foundations for the acquisition of cognitive and non-cognitive 

skills, the labour market plays a crucial role in maintaining and developing them. A 
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well-functioning labour market promotes the development of relevant skills by: providing 

strong incentives for investment in human capital; facilitating the school-to-work 

transition; and offering opportunities for lifelong learning. It also allows workers to seek 

out and develop their comparative advantage through job-to-job transitions. 

Rapid structural change in the form of technological progress, globalisation and 

population ageing puts a premium on continuous skill development in the labour market. 

Automation, digitalisation and the rapid development of artificial intelligence broaden the 

range of tasks that can potentially be carried out by machines, while declines in the cost 

of offshoring will lead to changes in the mix of tasks carried out domestically. At the 

same time, population ageing is likely to lead to longer careers. Maintaining the skills 

acquired in youth will not be sufficient for workers to adapt to these developments. 

Instead, workers will need to acquire and develop skills in the labour market that will 

allow them to transition to new and more productive tasks throughout their (longer) 

working lives. 

The labour market also plays an important role in providing strong incentives for 

innovation and the adoption of technology and high-performance management and work 

practices within firms. Firms’ capacity to innovate depends on how much flexibility they 

have to adjust the organisation of work, including employment levels and the definition 

of tasks (Griffith and Macartney, 2014[44]; Bartelsman, Gautier and De Wind, 2016[45]). 

But high-performance work and management practices are to an important extent geared 

towards building long-term employer-employee relationships to foster learning and 

innovation. More generally, incentives for human capital accumulation and workers’ 

propensity to innovate depend on job security, with higher job security implying a higher 

return on their innovation effort (Acharya, Baghai and Subramanian, 2013[46]). High rates 

of innovation and technology adoption within firms therefore require the right balance to 

be struck between sufficient flexibility for firms and sufficient job security for workers. 

The labour market as a transmission channel of productivity gains to wages 

By supporting workers’ skills the labour market is not only crucial for raising 

productivity growth but also for determining the extent to which the benefits of 

technological developments are shared with workers. Automation and digitalisation are 

likely to have important implications for the kind of available jobs and the tasks required 

to perform them (see Box 2.2). For workers to make the most of these developments they 

will need to upgrade their skills, especially those required to carry out non-routine tasks 

that cannot easily be substituted by new technology.  

The degree to which productivity gains are shared with workers also depends on their 

bargaining position. An emerging literature suggests that employer market power (labour 

market monopsony) is substantial and may be increasing (Dube et al., 2018[47]; 

Benmelech, Bergman and Kim, 2018[48]; Azar, Marinescu and Steinbaum, 2017[49]). Such 

employer market power may reflect high costs for workers of switching jobs because of 

natural barriers to job mobility (such as search costs or costs of geographical relocation) 

or regulation (e.g. limited portability of social security entitlements, professional 

licencing rules, non-compete clauses). The potential emergence of dominant players in 

industries with strong network effects could further re-inforce this tendency toward 

labour market monopsony (Autor et al., 2017[8]; Schwellnus et al., 2018[14]). In addition, 

the emergence of non-standard forms of work, declining trade union membership and 

weaker collective bargaining institutions can further reduce workers’ voice and their 
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bargaining position, and in doing so increase the role of monopsony in the labour market 

(OECD, 2018[50]). 

The labour market as a transmission channel of productivity gains to 

employment 

The broad sharing of productivity gains requires high employment, which in turn requires 

a good alignment of average wages and productivity to support labour demand, low 

barriers to employment to promote labour supply and an efficient matching process 

between firms and workers. 

While a broad sharing of productivity gains requires that wage growth does not fall short 

of productivity growth, it is also important that in the medium term aggregate labour costs 

do not grow more quickly than productivity to avoid undermining job creation. A good 

alignment of average wages and productivity at the aggregate level does not preclude the 

use of statutory or collective agreed wage floors that can play a useful role in supporting 

the earnings of workers and ensuring minimum labour standards in firms. However, they 

should not be set so high that they price low-productivity workers out of the market. 

The job opportunities that are available should also be accessible. Jobless people and 

those marginally attached to the labour market often face one or several barriers to labour 

force participation and quality employment (Fernandez et al., 2016[51]). They may have 

weak incentives to work because of a combination of poor job quality and ill-designed tax 

and benefit schemes. Alternatively, jobless people may simply lack the skills or 

experience needed for paid employment or may be unavailable for work because they 

have caring responsibilities, health and other social problems or because of weak hiring 

by employers. While some jobless people will be able to find work by themselves, many 

will need targeted support to overcome these specific barriers to paid employment. This 

highlights the importance of effective policies that connect people to work for a 

well-functioning labour market in which the gains from growing prosperity are shared as 

widely as possible. 

An efficient matching process between job vacancies and jobseekers is also key for good 

employment performance. Systematic imbalances between jobseekers and vacancies in 

terms of educational qualifications and requirements (skills mismatch), the supply and 

demand for occupation-specific or industry-specific skills (occupational or sectoral 

mismatch), or the supply and demand for labour in different regions (geographical 

mismatch) reduces the efficiency of the matching process. 

Mismatch results from barriers to job mobility due to cost of obtaining information on 

vacancies and jobseekers, the cost of moving between regions and the cost of retraining. 

It also may reflect deeper factors such as a disconnect between the world of education and 

the world of work or the lack of attention of country-wide policies and institutions for 

regional disparities. 

Conclusions 

Although it is conceptually useful to separate the labour market’s roles in promoting high 

productivity growth, transmitting productivity gains to workers and strengthening 

economic inclusion, these objectives are closely interrelated. The key challenge is to 

develop a labour market that sustains high productivity growth and economic dynamism 

while at the same time fostering a broad sharing of productivity gains through higher 

wages and employment opportunities for all. Country evidence suggests that there can be 
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synergies between high productivity growth and the broad sharing of productivity gains. 

For example, episodes of high productivity growth, such as the second half of the 1990s 

in the United States, have often been associated with increasing labour shares, declining 

wage inequality and growing employment (Stansbury and Summers, 2017[52]).  

One mechanism through which the labour market can foster synergies between high and 

broadly shared productivity gains is the development of workers’ skills. A labour market 

that provides opportunities for continual skill development not only raises productivity 

growth, but also contributes to a broader sharing of productivity gains. Increases in 

human capital contribute directly to productivity growth (Fernald and Jones, 2014[53]). 

But they also help to alleviate barriers to finding work and reduce the risk of being 

displaced and staying unemployed as a result of technological change and globalisation. 

Promoting the skill development of low-wage and middle-wage workers is particularly 

important since it improves their employment opportunities, wages and productivity and 

so contributes to a more inclusive labour market.  

Labour market dynamism is another mechanism that supports both high productivity 

growth and a broad sharing of productivity gains in the form of higher wages and 

employment, especially for disadvantaged groups. The efficient allocation of workers to 

jobs, firms and regions contributes to high productivity and raises wages and 

employment, especially of relative outsiders in the labour market, by making job offers 

more abundant (Moscarini and Postel-Vinay, 2016[54]). Job switching is typically 

associated with significant increases in both wages and productivity as high-wage firms 

poach from low-wage firms (Haltiwanger et al., 2018[55]). This mechanism is particularly 

important for the wage progression of young workers as it is unlikely that workers find 

the best possible match in their first job. A dynamic labour market thus prevents them 

from becoming trapped in low-productivity and low-wage firms (Haltiwanger, Hyatt and 

McEntarfer, 2018[56]) or lagging regions with limited prospects for career advancement.  

Keeping the economy close to full employment is crucial to achieve high and broadly 

shared productivity growth. The experience of the global crisis of 2008-09 suggests that it 

contributed to a further slowing of productivity growth as weak business expectations 

reduced investment (Ollivaud, Guillemette and Turner, 2018[57]).This highlights the 

importance of stabilising aggregate demand and keeping the economy close to full 

employment for long-term productivity growth. At the same time, a vibrant labour market 

strengthens workers’ bargaining position and allows workers to climb the job ladder 

within the same firm and by moving from low-wage to high-wage firms (Haltiwanger 

et al., 2018[55]). 

Notes

 
1
 Algebraically, the labour share is equivalent to the ratio of labour productivity to the real wage, 

with the real wage expressed in terms of the value added deflator. 

2
 The positive gap between average and median wage growth implies a widening of wage 

inequality since medium- and lower-paid workers have experience lower wage growth than those 

in the upper part of the wage distribution.  

3
 Recent evidence on the role of cross-firm divergence in wages on overall wage inequality 

developments exists for Brazil (Helpman et al., 2017[56]), Denmark (Bagger, Sørensen and Vejlin, 

2013[57]), Germany (Baumgarten, Felbermayr and Lehwald, 2016[58]; Card, Heining and Kline, 

2013[59]; Goldschmidt and Schmieder, 2015[60]), Italy (Card, Devicienti and Maida, 2014[61]), 
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Portugal (Card, Cardoso and Kline, 2016[62]), Sweden (Skans, Edin and Holmlund, 2009[66]), the 

United Kingdom (Faggio, Salvanes and Van Reenen, 2010[67]) and the United States (Dunne et al., 

2004[63]; Barth et al., 2016[64]; Song et al., 2015[65]). 

4
 Job creation is defined as the sum of net employment growth at all entering and expanding firms; 

job destruction as the total number of jobs lost at exiting and contracting firms; and job 

reallocation as the sum of job creation and destruction. 
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Chapter 3.  A new framework for assessing labour market performance 

This chapter presents the conceptual and operational framework of the new OECD Jobs 

Strategy for assessing labour market performance. The conceptual framework 

distinguishes between three outcome dimensions through which the labour market 

contributes to inclusive growth and well-being: i) the quantity and quality of jobs; 

ii) labour market inclusiveness; and iii) resilience and adaptability. The framework is 

operationalised by means of a dashboard that allows an easy comparison of labour 

market performance along these different dimensions and the identification of possible 

reform priorities. 

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.  
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Introduction 

A well-functioning labour market is a key condition for achieving inclusive growth – that 

is, a strong and sustained process of economic growth whose benefits are widely shared – 

and rising levels of well-being. As discussed in Chapter 2, the main challenge for policy 

makers is to reconcile the ability of an economy to sustain aggregate productivity gains 

with the capacity to generate jobs with good working conditions (both monetary and non-

monetary) as well as ensuring that the gains from growth are fairly shared. 

Since the publication of the OECD’s Reassessed Jobs Strategy in 2006 (OECD, 2006[1]), 

the challenge of achieving inclusive growth has acquired renewed urgency: many OECD 

and emerging economies have experienced continued low productivity growth, 

unprecedentedly high levels of inequality and dislocations related to technological 

progress, globalisation, demographic change as well as the global economic and financial 

crisis of 2008-09. 

In light of this, the new OECD Jobs Strategy develops a new conceptual and operational 

framework for assessing labour market performance. The conceptual framework 

distinguishes between three dimensions through which the labour market contributes to 

inclusive growth and well-being: i) the quantity and quality of jobs; ii) labour market 

inclusiveness; and iii) the resilience and adaptability of the labour market to absorb and 

adjust to economic shocks and make the most of new opportunities. The framework is put 

into operation through the new OECD Jobs Strategy dashboard that allows assessing 

labour market performance and identifying reform priorities based on a number of 

selected indicators for each of the dimensions of the framework.  

The remainder of this chapter is structured as follows. Section 3.1 presents the new 

OECD Jobs Strategy’s framework for assessing labour market performance. Section 0 

puts the framework into practice by using selected indicators to provide a broad 

assessment of labour market performance in OECD countries and emerging economies.
1
 

The conclusions emphasise that a well-functioning labour market that promotes economic 

and social progress requires a combination of labour and non-labour market policies in a 

whole-of-government approach. 

3.1. The OECD Jobs Strategy framework  

A well-functioning labour market is a key condition for achieving inclusive growth and 

rising levels of well-being.
2
 It promotes prosperity by matching workers to productive 

and rewarding jobs and facilitating the adoption of new technologies and new ways of 

organising work, including by providing workers with opportunities to acquire and update 

relevant skills in a rapidly changing economic environment. A well-functioning labour 

market further ensures that increased prosperity is reflected in increased well-being and 

job quality, in both monetary and non-monetary terms, by creating good job opportunities 

for all, ensuring productivity gains are transmitted to wages, and protecting and 

improving the living standards of the most vulnerable. Thus, the new OECD Jobs 

Strategy recognises that policies that improve the functioning of the labour market are 

crucial for raising economic growth and its inclusiveness in a socially sustainable way.  

Recent policy concerns have focused on reconciling the ability of an economy to sustain 

aggregate productivity gains with the capacity to generate jobs that are fairly remunerated 

and associated with good non-wage working conditions as well as ensuring that the gains 

from growth are broadly shared (Chapter 2). In light of this, the framework of the new 
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Jobs Strategy has been broadened compared with previous versions of the OECD Jobs 

Strategy (1994, 2006) and now encompasses three over-arching policy objectives that 

together define good labour market performance and are each necessary for inclusive 

growth and well-being more generally (Figure 3.1): 

 More and better jobs. This captures the labour market situation in terms of both 

the quantity of jobs (e.g. unemployment, labour force participation, working time) 

as well the quality of jobs by taking account of the three dimensions of the 

OECD Job Quality Framework that are key for worker well-being: i) earnings; 

ii) labour market security; and iii) the quality of the work environment. 

 Labour market inclusiveness. This dimension focuses on the distribution of 

opportunities and outcomes across individuals. Ensuring equal opportunities to 

succeed in the labour market for all reduces the risk that people are excluded from 

fully participating in the labour market and fall into poverty. Labour market 

inclusiveness therefore relates to both dynamic aspects of inequality such as the 

prospects for social mobility and career advancement, as well as static ones such 

as the distribution of individual earnings and household incomes, and differences 

in access to quality jobs between different socio-economic groups.  

 Adaptability and resilience. This dimension relates to the effectiveness with 

which individuals, institutions and societies absorb and adapt to economic shocks, 

and make the most out of the new opportunities arising from megatrends such as 

technological change (including automation and digitalisation), climate and 

demographic change and globalisation. 

The first two dimensions focus on current outcomes of individuals and their distribution. 

The third dimension contains a forward-looking element that focuses on the ability of 

workers and labour markets to withstand future shocks and seize new opportunities. 

Adaptability and resilience are essential to ensure the sustainability of good labour 

market and economic performance in a constantly evolving world.  
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Figure 3.1. The conceptual framework of the OECD Jobs Strategy  

 

Good labour market performance along these dimensions does not depend on labour 

market policies alone but also on a range of other policies, including sound 

macroeconomic and financial policies, productivity-enhancing policies in product, 

financial, and housing markets, education and skill policies, tax policies, entrepreneurship 

policies, regional policies, as well as the protection of property rights and the rule of law. 

In turn, labour market policies do not only affect labour market performance but also 

other dimensions of economic performance, well-being and social progress. Thus, a 

whole-of-government approach is needed to ensure that the new OECD Jobs Strategy is 

well embedded in the OECD Inclusive Growth Initiative (see Box 3.1 for details). Such 

whole-of-government approach recognises that there are synergies between effective 

labour market and social policies, a conducive macroeconomic environment and other 

key strategies of the Organisation, including Going for Growth, the OECD Skills 

Strategy, the OECD Innovation Strategy, the OECD Green Growth Strategy and the 

OECD Recommendations on Gender Equality, Mental Health, and Ageing.
 3
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Box 3.1. The OECD Inclusive Growth Initiative 

Persistently high inequalities of income, wealth and well-being and the slowdown in 

productivity growth are undermining social mobility, holding back progress in living 

standards and threatening political stability. The OECD is seeking to address these trends 

through the Inclusive Growth Initiative that was launched in 2012. The work on inclusive 

growth is organised along four pillars: i) shared prosperity; ii) inclusive markets; iii) equality 

of opportunities; and iv) inclusive growth governance. The new Jobs Strategy relates closely 

to each of these pillars: 

 Shared prosperity recognises that the measurement of economic performance and 

social progress needs to go beyond gross domestic product (GDP) by taking 

account of both material and non-material living conditions as well as their 

distribution in society. This is reflected in the new Jobs Strategy which seeks to 

promote good quality jobs for all. This requires not only promoting the 

availability and access to jobs, but also ensuring that job quality is consistent with 

a healthy working life. It further emphasises the importance of labour market 

resilience and adaptability to ensure that labour market performance can be 

sustained in an uncertain future. 

 Inclusive markets recognise the importance of well-functioning markets as well 

as the need for additional measures to ensure that everybody can participate fully 

in society. The new Jobs Strategy incorporates the key insight that inclusive 

markets require more than flexibility. It recognises that flexible markets are 

necessary to achieve good economic and labour market performance, but that 

supporting public policies are needed to promote more and better jobs for all. 

 Equality of opportunities recognises equality of opportunity as the foundation of 

future prosperity. Similarly, the new Jobs Strategy emphasises the importance of 

equality of opportunity and social mobility for reducing the depth and persistence 

of economic inequalities, while raising long-term economic growth. Equality of 

opportunity is seen as a key component of the inclusiveness dimension of the new 

Jobs Strategy framework. 

 Inclusive growth governance recognises the need for coordination and 

integration of policy actions using a whole-of-government approach. The new 

Jobs Strategy also recognises that winning the twin challenge of high inequality 

and low productivity growth requires comprehensive and integrated policy actions 

that reduce inequality while minimising potential adverse effects on economic 

growth, embedding the new Jobs Strategy as a key pillar of the Inclusive Growth 

Initiative.   

Source: OECD (2018[2]) “The Framework for Policy Action on Inclusive Growth”, Meeting of the Council at 

Ministerial Level, 30-31 May 2018, https://www.oecd.org/mcm/documents/C-MIN-2018-5-EN.pdf (accessed 

25 August 2018).   

  

https://www.oecd.org/mcm/documents/C-MIN-2018-5-EN.pdf
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3.2. The OECD Jobs Strategy dashboard  

To what extent can policy improve labour market performance along each of the three 

dimensions of the new Jobs Strategy? Can synergies be developed or are trade-offs 

inevitable? How do policy priorities differ across countries? A good way of getting a first 

idea about the answers to these important questions is to review key indicators as 

presented in a dashboard that allows comparisons of labour market performance across 

OECD countries and major emerging market economies along each of its dimensions. 

Table 3.1, Panel A uses the employment rate, the unemployment rate, and the broad 

labour utilisation rate (defined as the share of inactive, unemployed and involuntary 

part-timers in the non-student working-age population) to measure job quantity; earnings 

quality, labour market security
4
 and the incidence of job strain

5
 for job quality; and the 

share of persons in low-income households, a general measure of gender inequality in the 

labour market and the typical employment gap of disadvantaged groups for inclusiveness 

(youth, older workers, mothers with children, people with disabilities and migrants).
6
  

The main conclusion from the dashboard presented in Table 3.1, Panel A is that policies 

can be combined into coherent packages that enhance synergies across policies and 

minimise possible trade-offs. More specifically: 

 It is possible to combine good outcomes in terms of job quantity, job quality and 

inclusiveness. Many countries that have relatively high employment rates tend to 

do relatively well with respect to the different components of job quality and 

inclusiveness. For example, the Nordic countries, such as Iceland, Denmark, 

Norway and Sweden, as well as Germany are among the best performing 

countries across at least two-thirds of the dimensions of the dashboard, while they 

are absent from the bottom third of low performers. At the other end of the 

spectrum, a number of Southern European and emerging economies score 

relatively low on the majority of indicators. This suggests that there are few 

systematic trade-offs, and crucially, that it is possible to design policies that 

simultaneously raise job quantity, job quality and inclusiveness.
7,8

  

 While more affluent countries tend to perform better along most outcomes, other 

factors – including sound employment and social policies – also play an 

important role. After accounting for the role of economic development most 

Nordic countries, as well as Czech Republic, Estonia, Latvia, and New Zealand 

rank among the top performing countries in the OECD in terms of average 

performance (see Annex Table 3.A.3).
9 

By contrast, Mediterranean countries 

(except France and Israel), as well as Ireland and the United States are among the 

least performing countries in the OECD. These differences in average 

performance are likely to reflect the role of various factors, including that of 

policies, institutions and social capital.  

 Changes in performance over time reflect a combination of policy developments, 

structural changes and the legacy of the global financial crisis. A decade after the 

onset of the global financial crisis labour market insecurity and low-income rate 

remain elevated in several countries compared with their levels in 2006. Earnings 

quality has remained more or less stable. At the same time, however, most 

countries managed to improve the quality of the work environment, narrow the 

gender labour income gap and better integrate disadvantaged groups into the 

labour market (cf. Table 3.1 and Annex Table 3.A.1). Moreover, most countries 
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have improved job quantity over the past two decades, largely thanks to the rise in 

female and older-worker employment rates (cf. Annex Table 3.A.2).  

 Performance has been uneven across countries. Those European countries that 

were badly hit by the financial crisis and had to undergo significant fiscal restraint 

experienced worsening performance in many indicators over the past decade.
10

 By 

contrast, Chile, Czech Republic, Germany, Japan, Israel and Poland stand out for 

having achieved significant improvements along at least four of the nine 

performance dimensions, while being stable along the other dimensions. Finally, 

many English-speaking countries are characterised by a striking stability of their 

performance over the past two decades, though often at intermediate-to-low levels 

of job quality and inclusiveness.
11

 

Are countries prepared for the opportunities and challenges posed by the future of work? 

Table 3.1, Panel B provides descriptive evidence on these issues by comparing 

framework conditions for resilience and adaptability across OECD and a number of 

emerging market economies.
12

 Resilience is measured by the estimated average increase 

in the unemployment rate in the three years following a negative shock to GDP of 1%, 

i.e. the capacity to limit fluctuations in unemployment and to quickly rebound in the wake 

of an aggregate shock.
13

 Framework conditions for adaptability are measured by the 

following indicators: 

 the rate of labour productivity growth as a key pre-condition for high growth of 

output, employment and wages; 

 the ability of productive firms to attract workers and grow as a key component of 

labour productivity and therefore wages; 

 the decoupling or real median wage growth from productivity growth, as a 

measure of the extent to which productivity gains are transmitted to the wages of 

the typical worker during periods of rapid structural change; 

 adult skills, as higher skills promote learning, innovation and higher wages; 

student skills, as an indication of the readiness of the next generation to respond to 

future challenges; as well as the share of non-standard workers in total 

employment - defined in terms of self-employed and temporary workers - since 

non-standard work can contribute to adaptability by providing flexibility to 

workers and firms, but may pose challenges in terms job quality and 

inclusiveness; 

 regional disparities in unemployment rates within countries as a measure of the 

extent to which countries adapt to the uneven regional impact of mega-trends such 

as technological change, globalisation and demographic change. 

The key message from Table 3.1, Panel B is that framework conditions for resilience and 

adaptability are closely related to labour market outcomes in terms of job quantity, job 

quality and inclusiveness.
14

 In most cases, framework conditions for resilience and 

adaptability are complementary to all dimensions of good labour market performance. 

However, in some cases there can be potential trade-offs in the sense that some 

framework conditions may raise labour market performance along some dimensions but 

reduce it along others. 

 Countries with more resilient labour markets and a higher share of skilled 

workers do better across all dimensions of labour market performance. 
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o Labour market resilience is crucial not only to contain the short-term social 

costs of economic downturns but also to support labour market and economic 

performance in the medium to long term by avoiding that cyclical downturns 

translate into structurally lower growth of output, employment and wages. In 

fact, the unemployment rate and the low-income rate are generally lower 

while labour market security is higher in countries with more resilient labour 

markets. Labour market resilience is high in countries such as Japan and a 

number of Nordic countries (Finland, Iceland, Norway and Sweden), whereas 

it is low in a number of Mediterranean countries and the United States. 

o A skilled workforce promotes innovation and the adoption of new 

technologies and work organisation practices, thereby boosting productivity, 

employment and wages. In fact, countries with a highly skilled workforce 

perform better across all dimensions of labour market performance. Countries 

with particularly low shares of low-skilled individuals include the 

Scandinavian countries, Germany, Japan and the Netherlands, but on average 

around one fifth of adults and one third of students in OECD countries do not 

have the basic skills required to succeed in a rapidly changing labour market. 

 Countries in which productive firms can more easily attract workers and grow 

also perform relatively better on job quantity. A number of countries, such as 

Germany, the Netherlands and Norway, in which labour markets allocate workers 

efficiently – in the sense that employment growth is higher in more productive 

firms than in less productive ones – are also among the best-performing ones on 

most indicators of job quantity. However, a high ability of productive firms to 

attract workers is not sufficient to perform well on job quantity, as illustrated by a 

number of Mediterranean countries and the United States.  

 Countries in which real wage growth follow more closely labour productivity 

growth have generally done well on both job quantity and inclusiveness. A large 

number of countries have experienced very low productivity growth over the past 

two decades, with productivity growth only partly transmitted to the real wage of 

the typical worker. Consequently, real median wages have stagnated in a large 

number of countries. Countries in which real median wage growth has closely 

tracked productivity growth, such as Denmark and New Zealand, have generally 

done well on both job quantity and inclusiveness. By contrast, countries in which 

real median wage growth has exceeded productivity growth, especially in the 

run-up to the crisis, such as Greece, Italy and Spain, have experienced large 

increases in unemployment. This suggests that large positive deviations of wage 

growth from productivity growth are unsustainable and may harm employment 

prospects in the long run. Countries in which real median wage growth has fallen 

short of productivity growth, such as Ireland, Poland and the United States, have 

typically experienced sub-par performance in terms of inclusiveness without any 

clear benefits in terms of job quantity. 

 Countries with high shares of non-standard workers and high regional disparities 

do worse than other countries on job quality and inclusiveness, without apparent 

benefits in terms of job quantity. Around one fifth of workers in OECD countries 

are employed on non-standard contracts, which raises flexibility for employers 

and workers – including on working time – but may also pose challenges for 

skills development, job quality and inclusiveness. In fact, job quality and 

inclusiveness are lower in countries with high-shares of non-standard workers, 
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such as most Mediterranean countries. A similar pattern emerges for countries 

with high regional disparities that typically do worse than other countries in terms 

of job quality and inclusiveness but do not systematically do better on job 

quantity. 

A whole-of-government approach is needed to make framework conditions for resilience 

and adaptability conducive to good overall economic and labour market performance. 

Labour market policies can influence most framework conditions for resilience and 

adaptability. For instance, well-designed and adequately funded education and training 

policies could improve adult skills and productivity growth while providing workers with 

the right tools to navigate change, thereby reducing skill mismatch and improving the 

ability of productive firms to attract qualified workers. However, labour market policies 

alone cannot achieve framework conditions for resilience and adaptability. Key 

non-labour market policies are: 

 Sound macroeconomic policies smooth business cycle fluctuations in aggregate 

demand and can have longer-term effects by reducing the scope for 

hysteresis-type mechanisms that turn temporary downturns in activity into 

sustained periods of low economic activity. This may, for instance, happen if 

cyclical increases in unemployment translate into increases in structural 

unemployment or reduced labour force participation, or if cyclical declines in 

investment reduce growth expectations, resulting in a low-growth trap 

characterised by low investment and low growth in productivity and wages. 

 Productivity-enhancing policies and institutions not directly related to the labour 

market are key to promote a vibrant economic environment that is conducive to 

innovation and the efficient re-allocation of factors of production. Business 

dynamism could be promoted by facilitating the entry of new firms, the 

reallocation of workers towards the most productive firms and the restructuring 

(or orderly exit) of the weakly productive ones. Raising the efficiency of tax 

systems; providing a sound legal and judicial infrastructure; enhancing the 

robustness of financial markets that serve the real economy; continuing efforts to 

strengthen the rule of law and fight corruption; and creating a level playing field 

and improving the governance of state-owned enterprises are other policy areas 

that will be key to sustainably raise productivity, employment and wages.  

 In accordance with the OECD Skills Strategy, the challenge for skills policies is 

to provide learning opportunities from early childhood throughout the working 

life. A high-quality initial education and training system will be crucial to give 

individuals the best possible start in the labour market by providing them with 

strong basic skills, socio-emotional skills and specific skills required by 

employers, as well as the capacity for lifelong learning and to make education, 

training and occupational choices throughout their working lives. 
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Table 3.1. OECD Jobs Strategy dashboard for labour market performance 

Panel A. Dashboard of job quantity, job quality and inclusiveness 

  Quantity Quality Inclusiveness 

 

Employment Unemployment 
Broad labour 

underutilisation 
Earnings 
quality 

Labour market 
insecurity 

Quality of 
working 

environment 

Low-income 
rate 

 Gender labour 
income gap 

Employment 
gap for 

disadvantaged 
groups 

  

Share of working-
age population 
(20-64 years) 

in employment 
(%) 

(2017) 

Share of persons 
in the labour 

force 
(15-64 years) 

in unemployment 
(%) 

(2017) 

Share of inactive, 
unemployed or 
involuntary part-
timers (15-64) in 
population (%), 
excluding youth 

(15-29) in 
education and not 

in employment 
(2016) 

Gross hourly 
earnings in 

USD adjusted 
for inequality 

(2015) 

Expected 
monetary loss 

associated with 
becoming and 

staying 
unemployed as a 
share of previous 

earnings (%) 
(2016) 

Share of workers 
experiencing job 

strain (%) 
(2015) 

Poverty rate after 
taxes and 

transfers, poverty 
line 50%, 

working-age 
population 
(18-64) (%) 

(2015) 

Difference 
between average 
annual earnings 

of men and 
women divided 

by average 
earnings of men 

(%) 
(2015) 

Average 
employment gap 
as a percentage 
of the benchmark 
group (prime-age 

male workers) 
(2016) 

OECD countries    

 

  

   Iceland 87.2  2.9  12.6  22.7  2.2  23.8  6.5  35.3  9.2  

Switzerland 82.1  5.0  18.3  28.4  1.7  .. 6.4  48.3  14.6  

Sweden 81.8  6.8  19.5  20.3  3.8  23.6  8.4  25.6  13.3  

New Zealand 81.3  4.9  21.4  16.8  4.4  21.6  9.7  .. 17.7  

Japan 80.3  3.0  24.0  16.1  1.6  31.2  14.5  57.7  24.7  

Germany 79.2  3.8  21.0  25.0  1.9  28.5  10.0  42.6  20.2  

Estonia 78.7  5.9  21.9  7.5  5.2  23.0  12.9  30.4  22.1  

Czech Republic 78.5  2.9  20.7  9.0  1.8  25.4  5.8  44.3  30.3  

Norway 78.3  4.3  19.2  29.0  1.9  13.8  9.3  35.0  16.0  

United Kingdom 78.1  4.5  23.5  17.7  2.7  20.7  10.1  42.6  22.9  

Netherlands 78.0  4.9  22.9  28.7  1.9  23.4  8.8  46.2  22.2  

Denmark 76.9  5.9  21.0  29.8  3.1  18.2  7.0  29.8  16.7  

Canada 76.3  6.4  26.0  19.6  3.8  .. 14.1  38.7  19.3  

Lithuania 76.0  7.3  23.5  7.5  .. 30.8  14.7  26.9  17.6  

Australia 76.0  5.8  28.5  21.9  3.8  25.6  10.2  41.5  21.4  

Israel 75.5  4.3  24.0  8.7  3.5  25.1  14.3  .. 14.6  

Austria 75.4  5.6  25.4  23.0  2.6  28.5  8.7  47.8  21.6  

Latvia 74.7  8.9  26.8  6.4  .. 30.3  13.0  24.9  17.7  

Finland 74.3  8.8  26.6  21.2  2.0  16.3  6.8  21.4  18.6  

United States 73.6  4.4  25.7  17.7  3.7  25.8  15.5  39.5  25.4  

Slovenia 73.4  6.7  27.6  14.2  3.5  31.8  8.7  22.8  27.4  

Portugal 73.4  9.2  29.8  8.7  7.0  33.2  12.3  29.0  22.0  

Hungary 73.3  4.2  26.8  7.2  3.2  36.4  10.0  29.3  33.6  

Ireland 72.7  7.0  33.5  19.3  3.1  23.9  9.9  39.9  26.3  

Korea 71.6  3.8  .. 9.9  2.4  .. 8.5  61.0  31.8  

Luxembourg 71.5  5.5  27.5  28.8  2.2  23.1  10.9  31.9  24.0  

Slovak Republic 71.1  8.2  29.7  8.8  6.4  32.0  7.6  31.7  33.5  

France 71.0  9.2  32.7  21.9  4.4  25.8  8.3  34.6  27.8  

Poland 70.9  5.0  29.4  7.6  4.0  30.0  11.0  35.5  31.5  

Chile 69.1  7.0  33.2  6.6  7.1  28.2  14.2  46.4  27.5  

Belgium 68.5  7.1  30.0  29.3  2.4  25.8  9.5  33.3  30.0  

Mexico 66.6  3.6  .. 4.6  4.0  28.9  13.9  54.5  40.4  

Spain 65.5  17.3  39.3  17.5  17.5  35.0  15.9  34.0  27.5  

Italy 62.3  11.4  42.9  19.1  10.7  29.6  14.7  44.3  34.0  

Greece 57.8  21.7  44.8  10.0  22.7  47.9  16.0  49.1  38.2  

Turkey 55.3  11.2  44.2  5.8  13.0  42.9  13.5  .. 47.1  

OECD 72.1  5.9  27.2  16.6 4.9  27.6  10.9  38.1  24.7  

Non-OECD countries 

 

     

  

  

Colombia 73.1  9.7  30.2  3.7  11.0  .. .. 42.5  34.3  

Costa Rica 66.6  9.2  37.8  5.5  7.2  .. 17.5  48.5  44.9  

Argentina 69.0  8.5  36.2  7.4  7.5  .. .. 45.1  38.8  

Brazil 65.9  13.0  32.7  4.8  6.6  .. 17.3  48.2  39.2  

China 79.0  2.9  .. .. 5.8  28.9  26.0  .. 32.0  

India 59.5  3.7  .. 2.7  3.6  30.7  17.1  78.1  50.1  

Indonesia 72.6  5.6  29.6  1.6  8.2  .. .. 62.7  40.1  

Russian Federation 74.9  5.2  23.3  6.8  5.1  33.4  12.8  33.2  35.4  

Saudi Arabia 60.0  5.7  .. .. .. .. .. .. .. 

South Africa 49.8  27.4  50.2  2.5  22.6  26.7  23.9  50.1  50.3  

          

Above average performers (Top-third) About average performers (Mid-third) Below average performers (Bottom-third) 
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Note: Countries are ordered in descending order by the employment rate. Dark blue stands for better performance, light 

blue for worse one. Youth, aged 15-29 years, in education and not in employment are excluded from both the 

numerator and the denominator of broad labour underutilisation. The groups considered in the last columns are youth, 

older workers, mothers with children, people with disabilities and non-natives. Data refer to the latest available data for 

each group. Data on job quantity refer to 2017 (2016 for broad labour utilisation) except for China (2010), India 

(2011-12) and Saudi Arabia (2016). Data on earnings quality refer to 2015, except for Argentina, Japan and the Russian 

Federation (2013) and India (2011-12). Data on earnings quality for non-OECD countries are provisional estimates. 

Data on labour market insecurity refer to 2016 except for Israel (2015) and non-OECD countries (2013). Data for job 

strain are preliminary estimates for 2015. Data on low-income rate refer to 2015 except for Costa Rica, Finland, Israel, 

Latvia, the Netherlands, Sweden and the United States (2016); Australia, Hungary, Iceland, Mexico and New Zealand 

(2014); Brazil (2013); Japan (2012), China, India and the Russian Federation (2011). Data on labour income gap per 

capita refer to 2015 except for Argentina, Chile, Colombia, Indonesia and the United States (2016); Canada, Iceland, 

Ireland, Italy, Luxembourg, the Russian Federation and Switzerland (2014); Korea (2013) and India (2011-12).  

Source: OECD (2016[3]), “Recent labour market developments and the short-term outlook”, in OECD Employment 

Outlook 2016, https://dx.doi.org/10.1787/empl_outlook-2016-5-en; OECD (2017[4]) “How are we doing? A broad 

assessment of labour market performance”, in OECD Employment Outlook 2017, 

https://doi.org/10.1787/empl_outlook-2017-5-en; OECD (2018[5]), “Still out of pocket: Recent labour market 

performance and wage developments”, in OECD Employment Outlook 2018, https://doi.org/10.1787/empl_outlook-

2018-5-en; OECD Employment Database http://www.oecd.org/employment/database; OECD Job Quality Database, 

http://www.oecd.org/statistics/job-quality.htm and OECD Income Distribution Database, 

http://www.oecd.org/social/income-distribution-database.htm. 

https://dx.doi.org/10.1787/empl_outlook-2016-5-en
https://doi.org/10.1787/empl_outlook-2017-5-en
https://doi.org/10.1787/empl_outlook-2018-5-en
https://doi.org/10.1787/empl_outlook-2018-5-en
http://www.oecd.org/employment/database
http://www.oecd.org/statistics/job-quality.htm
http://www.oecd.org/social/income-distribution-database.htm
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Panel B. Framework conditions for resilience and adaptability 

 Resilience Adaptability 

 
Unemployment cost of 

a decline in GDP 

Labour 
productivity 

growth 

Ability of 
productive firms to 

attract workers 

Wage-productivity 
decoupling 

Adult skills Student skills Non-standard 
workers 

Regional 
disparities 

 

 
Average increase in 
unemployment rate 

over three years after 
a negative shock to 

GDP of 1% (pp) 

(2000-16) 

 Average 
annual labour 
productivity 
growth (%) 

(2000-16)   

Cross-firm 
employment 

growth differential 
associated with 10 

pp productivity 
differential 

(2003-13) 

Difference between 
annual real median 
wage growth and 
labour productivity 

growth (pp) 

(2000-13) 

Share of adults 
with numeracy 

skills below level 
2 in PIAAC (%) 

(2012, 2015) 

Share of 15-year-
olds not in 

secondary school 
or scoring below 
Level 2 in PISA 

(%) 

(2015) 

Own-account 
self-employed 
and temporary 
workers in % 

of total 
employment 

(2013) 

Coefficient of 
variation in 

regional 
unemployment 

rates 

(2000, 2016)   

 

OECD countries                 

Iceland 0.1 1.5 o ..  ..  .. 28.8 20.6 Low ↑ 

Switzerland 0.4 0.4 ↓ Low o ..  .. 19.0 18.7 Low ↑ 

Sweden 0.3 1.3 o Average o 0.4 ↑ 14.7 25.9 19.0 Average ↓ 

New Zealand 0.4 0.7 o ..  0.3 o 18.9 29.3 .. Low o 

Japan 0.2 0.7 ↑ Average ↑ -0.5 ↑ 8.1 15.4 20.2 Low o 

Germany 0.4 0.6 o High o -0.4 o 18.4 20.6 18.1 High ↓ 

Estonia 0.7 2.8 ↓ Average o ..  14.3 17.6 8.4 Average ↑ 

Czech Republic 0.3 2.1 o ..  0.3 o 12.9 26.8 21.2 High o 

Norway 0.2 0.5 ↑ High o -0.5 o 14.6 24.3 11.8 Low o 

United Kingdom 0.4 0.8 o Low o -0.2 ↓ 24.2 34.4 16.1 Average o 

Netherlands 0.4 0.7 ↑ High ↓ -0.7 .. 13.2 20.8 25.9 Average o 

Denmark 0.6 0.6 o Low o 0.1 ↓ 14.2 23.1 13.6 Low o 

Canada 0.5 0.6 o ..  -0.6 o 22.4 28.5 21.2 High ↓ 

Lithuania 0.5 4.2 ↓ ..  ..  17.4 32.7 .. Low ↑ 

Australia 0.4 1.0 o ..  -1.0 ↑ 20.1 29.3 32.1 High o 

Israel 0.6 0.7 o ..  -0.6 .. 30.9 36.4 .. Low o 

Austria 0.1 0.4 o High o -0.0 o 14.3 34.8 15.4 Average ↑ 

Latvia 0.8 3.9 ↓ High ↓ ..  .. 30.2 .. Low ↑ 

Finland 0.2 0.6 o Average o 1.0 o 12.8 15.9 21.8 High ↓ 

United States 0.7 1.3 ↓ High ↑ -1.5 ↑ 28.7 41.0 .. Average o 

Slovenia 0.3 1.0 o Average o ..  25.8 22.2 18.6 Low o 

Portugal 0.3 0.8 ↓ Low o 0.5 ↓ .. 33.2 31.0 High ↓ 

Hungary 0.3 1.7 ↓ Average o -0.6 o .. 35.5 15.9 Average ↑ 

Ireland 0.3 3.0 ↑ Low o -1.1 ↓ 25.2 18.0 19.5 Average ↓ 

Korea 0.2 2.5 ↓ Average ↑ -1.1 ↑ 18.9 22.5 32.7 Low o 

Luxembourg 0.1 0.0 ↑ Low o ..  .. 35.0 11.9 ..  

Slovak Republic 0.5 3.2 ↓ ..  -0.8 ↑ 13.8 35.5 22.3 High o 

France 0.4 0.6 o Average o 0.7 o 28.0 30.4 20.8 Average ↓ 

Poland 0.6 2.7 ↓ Average ↑ -1.3 ↓ 23.5 24.7 37.4 Low o 

Chile 0.3 1.4 ↓ ..  ..  61.9 59.6 .. Average o 

Belgium 0.3 0.6 o Low o -0.2 ↑ 13.4 25.7 16.9 High o 

Mexico 0.2 0.2 ↑ ..  ..  .. 73.2 .. Average o 

Spain 0.9 0.7 o High o 0.5 ↓ 30.6 29.3 32.1 High ↓ 

Italy 0.5 -0.4 o High ↓ 1.0 ↓ 31.7 38.4 27.9 High ↓ 

Greece 0.8 0.2 ↓ Low ↑ 1.4 ↓ 28.5 41.5 35.6 Average o 

Turkey 0.2 2.6 o ..  ..  50.2 66.0 30.2 High ↓ 

OECD 0.4 1.2 o   -0.2 o 22.7 32.4 22.0   

Non-OECD countries               

Colombia 0.2 1.9 o ..  ..  .. 74.8 .. Average o 

Costa Rica 0.6 2.1 o ..  ..  .. 76.2 .. ..  

Argentina .. 0.7 o ..  ..  .. 75.9 .. ..  

Brazil 0.3 1.5 ↓ ..  ..  .. 79.0 .. Average o 

China 0.0 2.1 o ..  ..  .. 46.2 .. High - 

India .. 6.5 o ..  ..  .. .. .. ..  

Indonesia .. 3.7 o ..  ..  .. 78.6 .. ..  

Russian Federation 0.1 2.8 ↓ ..  ..  .. 22.8 .. High ↑ 

Saudi Arabia .. -1.8 ↓ ..  ..  .. .. .. ..  

South Africa 0.3 0.6 ↓ ..  ..   .. .. .. Low o 
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Note: Countries are ordered in descending order of the employment rate. OECD unweighted average. The 

signs ↑, o, ↓ indicate differences in the most recent period (see Annex Table 3.A.4 for the details) relative to 

the overall period, with ↑ denoting an increase, o indicating approximate stability and ↓ indicating a decline. 

For instance, ↑ for the decoupling indicator means that over 2010-13 real median wage growth accelerated 

relative to labour productivity growth. Changes in indicators are considered to be significant when they are at 

least as large as one-half of the standard deviation of that indicator across OECD countries.  

Source: Resilience: OECD calculations based on OECD (2017[6]), OECD Employment Outlook 2017, 

http://dx.doi.org/10.1787/empl_outlook-2017-en; Labour productivity growth: OECD Economic Outlook 

database (labour productivity measured in per worker terms); Wage-productivity decoupling: OECD 

calculations based on OECD National Accounts Database and OECD Earnings Database (labour productivity 

measured in per hour terms); Ability of productive firms to attract workers: OECD calculations based on the 

2013 ORBIS vintage; Low-skilled adults: OECD (2016[7]), Skills Matter: Further Results from the Survey of 

Adult Skills, http://dx.doi.org/10.1787/9789264258051-en; Low-performing students in mathematics: OECD 

(2016[8]), PISA 2015 Results (Volume I): Excellence and Equity in Education, 

http://dx.doi.org/10.1787/9789264266490-en. Non-standard workers: OECD (2015[9]), In It Together - Why 

Less Inequality Benefits All, http://dx.doi.org/10.1787/9789264232662-en. Regional disparities: OECD 

(2018), OECD Regional Statistics Database, https://dx.doi.org/10.1787/region-data-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881059 

Conclusions  

The conceptual framework of the new Jobs Strategy introduced in this chapter 

distinguishes between three broad performance areas: i) the quantity and quality of jobs; 

ii) labour market inclusiveness; and iii) the resilience and adaptability of the labour 

market. This framework is then applied by using the OECD Jobs Strategy dashboard to 

assess labour market performance and identify reform priorities. 

The multidimensional approach to labour market performance adopted by the new Jobs 

Strategy potentially raises difficult questions for policy-makers as a result of possible 

trade-offs between different outcomes. Evaluating such trade-offs is difficult as social 

preferences may well differ significantly and across countries. In that sense, evaluating 

trade-off involves inherently political choices. The new OECD Jobs Strategy does not 

take a stance on the relative importance of the different dimensions beyond recognising 

that all are important in their own right.  

A key insight of this chapter is that, while trade-offs between the performance areas of 

the framework are likely to be important in some cases, there are also important 

synergies. For instance, it is possible to design policy packages that simultaneously raise 

job quantity, job quality and inclusiveness. To some extent this reflects the role of 

economic development which not only tends to be associated with higher incomes, but 

also better public institutions and more resources for education, employment and social 

policies. However, it also suggests that coherent policy packages can go a long way 

towards mitigating possible trade-offs.  

The remainder of Part I consists of three chapters that respectively consider the role of 

policies and institutions for labour market performance (Chapter 4), discuss their 

effective implementation in specific countries (Chapter 5), and contain the detailed policy 

recommendations of the new OECD Jobs Strategy (Chapter 6).  

http://dx.doi.org/10.1787/empl_outlook-2017-en
http://dx.doi.org/10.1787/9789264258051-en
http://dx.doi.org/10.1787/9789264266490-en
http://dx.doi.org/10.1787/9789264232662-en
https://dx.doi.org/10.1787/region-data-en
http://dx.doi.org/10.1787/888933881059
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Notes

 
1
 Chapter 17 will develop this further to identify to challenges and priorities in specific countries.    

2
 The OECD measures well-being as a multi-dimensional construct capturing material conditions, 

the quality of life and the sustainability of well-being in the future (OECD, 2017[10]).  

3 Recommendation of the Council on Gender Equality in Public Life (OECD, 2015[11]),  

Recommendation of the Council on Gender Equality in Education, Employment and 

Entrepreneurship (OECD, 2013[14]), Recommendation of the Council on Integrated Mental Health, 

Skills and Work Policy (OECD, 2015[13]) and the Recommendation of the Council on Ageing and 

Employment Policies (OECD, 2015[14]). 

4 
Because of data availability, the measure of labour market insecurity considered here – that is the 

expected monetary loss associated with becoming and staying unemployed as a percentage of 

previous earnings – does not incorporate the broader issue of “earnings insecurity” due to 

unpredictable hours or extremely low pay, which is equally important for economic security, 

particularly in emerging economies. 

5
 Job strain measures the risk that work impairs peoples’ health due to the combination of 

excessive job demands and insufficient job resources to meet work requirements. Job demands 

relate to physical demands, work intensity and the flexibility of working time. Job resources relate 

to task discretion and work autonomy, training and learning opportunities and scope for career 

advancement. For further details, please visit: http://www.oecd.org/statistics/job-quality.htm. 

6
 More specifically, the three dimensions of inclusiveness considered in the scoreboard are: i) the 

share of the working-age population with disposable income substantially below that of a typical 

working-age person; ii) the gender gap in labour income per capita; and iii) the gap in employment 

rates between prime-age men and selected disadvantaged groups – youth, older workers, mothers 

with children, people with disabilities and migrants (i.e. the foreign-born). The reason for 

including these measures is threefold: i) labour income – along with out-of-work transfers and the 

taxation of employment-related income – is a key determinant of household disposable income for 

the working-age population, particularly in the lower range of the distribution, which implies that 

an economy with an inclusive labour market is one in which relatively few working-age persons 

have disposable income that lies far below the median income; ii) an inclusive labour market 

means that opportunities to develop a successful career should not differ by gender; and iii) an 

inclusive labour market should ensure that potentially disadvantaged groups are not left behind. A 

more exhaustive discussion of these choices and the robustness of the scoreboard to their 

measurement is available in OECD (2017[4]). 

7
 While the tendency for performance to go together across different outcomes reflects to some 

extent the role of economic development, accounting for this does not change the message that it is 

possible to do well in terms of each of the dimensions of labour market performance at the same 

time.  

8
 Of course, higher employment rates do not necessarily imply better quality jobs or greater 

inclusiveness and vice versa. Policy priorities and effectiveness can differ significantly across 

countries.  

9
 The role of economic development is accounted for by regressing each of the indicators of labour 

market performance on GDP per capita across OECD countries (excluding Luxembourg), 

retrieving and standardising residuals and when necessary multiplying by minus one so that 

positive values are associated with better performance. The results are reported in Annex 

Table 3.A.3.   

10
 A few of them have however significantly improved their job quantity performance in the past 

two decades (e.g. Ireland and Spain). 

 

http://www.oecd.org/statistics/job-quality.htm
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11 

The United States, where the employment rate has fallen by 1.7 percentage points and broad 

labour underutilisation has increased by 2.5 percentage points in the past decade, represents a 

notable exception to this pattern of stability.
 

12 
See Chapter 13 and 14 of this Volume for a detailed policy discussion of these issues and Annex 

Table 3.A.4 for further information on framework conditions for resilience and adaptability and 

their measurement. 

13
 An alternative indicator using the employment rate instead of the unemployment rate has also 

been calculated and provides a qualitatively similar picture. The pairwise rank correlation between 

the indicators of unemployment and employment resilience is 0.7.  

14
 The conclusions in this paragraph are based on rank correlations between the levels of the 

indicators in Panel B and the levels/changes of the indicators in Panel A. Changes of the indicators 

in Panel A are computed over the period 2006-16.
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Annex 3.A. Additional information 

Annex Table 3.A.1. Dashboard of job quantity, job quality and inclusiveness, 2006 or closest 

available date 

  Quantity Quality Inclusiveness 

 

Employment Unemployment 
Broad labour 

underutilisation 
Earnings quality 

Labour market 
insecurity 

Quality of 
working 

environment 
Low-income rate 

 Gender labour 
income gap 

Employment gap 
for 

disadvantaged 
groups 

  

Share of 
working-age 
population 

(20-64 years) 
in employment 

(%) 
(2006) 

Share of persons 
in the labour force 

(15-64 years) 
in unemployment 

(%) 
(2006) 

Share of inactive, 
unemployed or 
involuntary part-
timers (15-64) in 
population (%), 
excluding youth 

(15-29) in 
education and not 

in employment 
(2007) 

Gross hourly 
earnings in USD 

adjusted for 
inequality 

(2006) 

Expected 
monetary loss 

associated with 
becoming and 

staying 
unemployed as a 
share of previous 

earnings (%) 
(2007) 

Share of workers 
experiencing job 

strain (%) 
(2005) 

Poverty rate after 
taxes and 

transfers, Poverty 
line 50% Working-

age population 
(18-64) (%) 

(2006) 

Difference 
between average 
annual earnings of 
men and women 

divided by average 
earnings of men 

(%) 
(2005) 

Average 
employment gap 

as a percentage of 
the benchmark 

group (prime-age 
male workers) 

(2006) 

OECD countries   

 

  

   Iceland 87.0  3.0  10.6  21.2  1.1  .. 5.2  41.2  10.4  

Switzerland 80.5  4.1  18.6  26.6  1.4  .. .. .. 18.8  

Norway 79.6  3.5  17.5  25.3  0.7  21.8  8.6  38.6  20.0  

Denmark 79.4  4.0  20.6  27.1  1.8  23.2  5.3  31.6  21.5  

Sweden 78.8  7.1  23.1  18.5  2.5  21.2  7.5  32.3  16.8  

New Zealand 78.4  3.9  21.8  14.9  3.1  24.8  8.3  .. 21.1  

Canada 75.8  6.4  24.6  16.9  3.2  30.1  12.8  41.2  20.8  

Estonia 75.6  6.1  21.7  5.7  4.0  30.7  11.2  37.2  22.6  

United States 75.3  4.7  23.2  18.0  3.4  28.1  14.1  44.2  26.0  

United Kingdom 75.0  5.4  24.9  17.6  3.1  28.4  10.4  46.3  25.5  

Ireland 74.7  5.0  24.4  16.4  1.8  27.6  9.4  49.3  29.7  

Netherlands 74.6  4.3  22.8  27.5  1.1  27.8  6.6  56.0  28.8  

Australia 74.5  4.9  27.3  20.1  2.7  27.3  10.7  46.7  24.3  

Japan 74.5  4.3  26.0  15.0  1.8  37.8  13.4  64.3  29.5  

Finland 74.0  7.7  24.5  19.9  2.6  20.3  7.1  27.5  19.4  

Latvia 73.2  7.2  24.1  4.2  .. 37.5  11.9  .. 21.3  

Portugal 72.6  8.1  27.1  8.6  5.5  46.8  10.5  .. 23.0  

Austria 71.6  5.3  26.7  20.9  2.1  31.0  .. 50.3  28.6  

Slovenia 71.5  6.1  24.6  13.4  2.1  41.1  5.9  23.3  25.4  

Lithuania 71.3  5.8  27.6  6.1  .. 46.1  10.4  27.2  22.7  

Czech Republic 71.2  7.2  25.1  8.4  2.2  37.8  5.0  46.7  35.9  

Germany 71.1  10.4  28.2  22.8  3.4  44.8  8.7  51.8  28.6  

Korea 69.6  3.6  .. 8.0  2.2  38.7  11.1  67.9  35.1  

France 69.4  8.5  31.0  20.8  3.1  34.1  7.4  38.7  30.7  

Luxembourg 69.1  4.7  27.0  28.3  1.3  29.1  .. 58.3  30.7  

Spain 69.0  8.5  30.8  15.6  5.5  49.2  11.3  .. 28.4  

Israel 68.1  10.8  34.0  8.6  5.4  35.8  14.4  .. 21.6  

Belgium 66.5  8.3  31.7  27.4  3.1  30.0  8.3  47.9  36.7  

Mexico 66.1  3.7  .. 4.8  3.8  31.5  15.2  .. 41.1  

Slovak Republic 66.0  13.3  30.4  7.3  8.1  37.4  5.3  34.7  39.2  

Greece 65.6  9.1  32.6  11.4  7.5  49.8  11.3  .. 35.2  

Chile 64.0  9.2  .. 4.1  8.1  .. 16.3  59.0  37.9  

Hungary 62.6  7.5  35.0  7.0  4.0  49.8  6.7  33.5  38.4  

Italy 62.4  6.9  38.0  18.5  5.0  35.6  10.7  .. 37.8  

Poland 60.1  14.0  35.0  6.3  4.8  39.1  10.8  32.7  40.6  

Turkey 48.2  10.5  51.8  6.0  9.7  57.2  12.2  .. 52.3  
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  Quantity Quality Inclusiveness 

 

Employment Unemployment 
Broad labour 

underutilisation 
Earnings quality 

Labour market 
insecurity 

Quality of 
working 

environment 
Low-income rate 

 Gender labour 
income gap 

Employment gap 
for 

disadvantaged 
groups 

  

Share of 
working-age 
population 

(20-64 years) 
in employment 

(%) 
(2006) 

Share of persons 
in the labour force 

(15-64 years) 
in unemployment 

(%) 
(2006) 

Share of inactive, 
unemployed or 
involuntary part-
timers (15-64) in 
population (%), 
excluding youth 

(15-29) in 
education and not 

in employment 
(2007) 

Gross hourly 
earnings in USD 

adjusted for 
inequality 

(2006) 

Expected 
monetary loss 

associated with 
becoming and 

staying 
unemployed as a 
share of previous 

earnings (%) 
(2007) 

Share of workers 
experiencing job 

strain (%) 
(2005) 

Poverty rate after 
taxes and 

transfers, Poverty 
line 50% Working-

age population 
(18-64) (%) 

(2006) 

Difference 
between average 
annual earnings of 
men and women 

divided by average 
earnings of men 

(%) 
(2005) 

Average 
employment gap 

as a percentage of 
the benchmark 

group (prime-age 
male workers) 

(2006) 

OECD 70.3  6.3  27.0  15.3 3.6  34.9  9.8  43.4  28.5  

Non-OECD countries 

 

    

 

  

   Colombia 66.8  11.5  .. 2.9  .. .. .. 51.3  .. 

Costa Rica 69.3  5.8  .. .. .. .. .. .. .. 

Argentina 68.8  10.3  36.0  5.6  .. .. .. 54.3  35.1  

Brazil 71.9  8.6  31.7  3.5  .. .. 17.6  54.2  36.8  

China 83.8  3.7  .. .. .. .. .. .. .. 

India 63.4  4.5  .. .. .. .. 17.4  .. 46.4  

Indonesia 67.5  10.6  .. .. .. .. .. .. 43.6  

Russian 
Federation 74.2  7.1  .. 5.5  .. 42.7  .. .. .. 

Saudi Arabia 56.9  5.8  .. .. .. .. .. .. .. 

South Africa 53.1  22.6  .. .. .. 38.0  .. 58.9  .. 

          

Above average performers (Top-third) About average performers (Mid-third) Below average performers (Bottom-third) 

Note: Countries are ordered in descending order by the employment rate. Dark blue stands for better 

performance, light blue for worse one. The groups considered in the last columns are youth, older workers, 

mothers with children, people with disabilities and non-natives. Data on job quantity refer to 2006 except for 

Colombia and Saudi Arabia (2007); China (2000). Data on job strain are preliminary revised estimates for 

2005. Data on low-income rate refer to 2006 except for Israel and the United States (2005); Hungary, Spain 

and Turkey (2007); Australia, Mexico, Norway, New Zealand and Sweden (2008); India (2004). Data on 

gender labour income gap refer to 2006 except for Japan (2005).  

Source: OECD (2016[3]), “Recent labour market developments and the short-term outlook”, in OECD Employment 

Outlook 2016, https://dx.doi.org/10.1787/empl_outlook-2016-5-en; OECD (2017[4]) “How are we doing? A broad 

assessment of labour market performance”, in OECD Employment Outlook 2017, 

https://doi.org/10.1787/empl_outlook-2017-5-en; OECD Employment Database, 

www.oecd.org/employment/database, OECD Job Quality Database, http://www.oecd.org/statistics/job-quality.htm 

and OECD Income Distribution Database, http://www.oecd.org/social/income-distribution-database.htm. 

StatLink 2 http://dx.doi.org/10.1787/888933881078 

https://dx.doi.org/10.1787/empl_outlook-2016-5-en
https://doi.org/10.1787/empl_outlook-2017-5-en
http://www.oecd.org/employment/emp/onlineoecdemploymentdatabase.htm
http://www.oecd.org/statistics/job-quality.htm
http://www.oecd.org/social/income-distribution-database.htm
http://dx.doi.org/10.1787/888933881078
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Annex Table 3.A.2. Dashboard of job quantity, 1995 or closest available date 

 
Quantity 

 

Employment Unemployment 

 Share of working-age population (20-64 years) in employment (%) 
(1995) 

Share of persons in the labour force (15-64 years)in unemployment (%) 
(1995) 

OECD countries 

 
  

Iceland 86.0 5.0 

Switzerland 79.4 3.4 

Norway 77.0 5.0 

Sweden 76.0 9.2 

Czech Republic 75.6 4.0 

Denmark 75.3 7.0 

United States 75.2 5.6 

Japan 75.1 3.3 

New Zealand 72.6 6.5 

Estonia 71.4 9.7 

Austria 71.3 3.7 

Korea 70.9 2.1 

United Kingdom 70.7 8.7 

Canada 70.5 9.6 

Australia 70.1 8.6 

Israel 68.3 8.9 

Portugal 67.8 7.4 

Netherlands 67.6 7.1 

Germany 67.6 8.2 

Slovak Republic 67.4 13.1 

Finland 66.3 15.4 

France 65.1 11.6 

Poland 64.3 13.7 

Luxembourg 62.4 2.9 

Chile 62.2 7.5 

Belgium 61.4 9.4 

Mexico 61.1 7.1 

Ireland 60.7 12.4 

Greece 59.9 9.3 

Hungary 58.9 10.2 

Turkey 55.9 7.8 

Italy 55.2 11.7 

Spain 51.8 22.8 

Latvia .. .. 

Lithuania .. .. 

Slovenia .. .. 

OECD 68.3 7.6 

Non-OECD countries 

  Colombia .. .. 

Costa Rica 63.6 5.2 

Argentina .. .. 

Brazil .. .. 

China .. .. 

India .. .. 

Indonesia .. .. 

Russian Federation 70.2 9.5 

Saudi Arabia 57.2 4.4 

South Africa .. .. 

          

Above average performers (Top-third) About average performers (Mid-third) Below average performers (Bottom-third) 

Note: Countries are ordered in descending order by the employment rate. Dark blue stands for better 

performance, light blue for worse one. Data refer to 1995 except for Chile (1996) and Saudi Arabia (1999).  

Source: OECD Employment Database, www.oecd.org/employment/database. 

StatLink 2 http://dx.doi.org/10.1787/888933881097 

http://www.oecd.org/employment/emp/onlineoecdemploymentdatabase.htm
http://dx.doi.org/10.1787/888933881097
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Annex Table 3.A.3. Dashboard of job quality, job quantity and inclusiveness after adjusting 

for the role of economic development 

2017 or latest available year, taking in account GDP per capita using the residuals of regressing each indicator 

on GDP per capita, standardised 

 
Quantity Quality Inclusiveness 

 

Employment Unemployment 

Broad  

labour 
underutilisation 

Earnings quality 
Labour market 

insecurity 

Quality of 
working 

environment 
Low-income rate 

 Gender labour 
income gap 

Employment gap 
for disadvantaged 

groups 

Iceland 1.9 0.8 1.8 0.3 0.3 0.1 1.2 0.3 1.7 

New Zealand 1.4 0.6 1.0 0.4 0.2 1.2 0.5 .. 1.1 

Estonia 1.3 0.5 1.2 -0.7 0.4 1.4 -0.4 0.7 0.8 

Japan 1.1 1.0 0.4 -0.1 0.8 -0.7 -1.3 -1.9 -0.1 

Czech Republic 1.1 1.2 1.2 -0.9 1.0 0.7 2.0 -0.6 -0.5 

Sweden 1.0 -0.2 0.8 -0.1 0.0 0.2 0.6 1.3 1.2 

Lithuania 0.8 0.1 0.9 -0.8 .. 0.0 -1.0 1.1 1.5 

Latvia 0.8 -0.2 0.6 -0.5 .. 0.3 -0.2 1.3 1.7 

United Kingdom 0.6 0.6 0.5 0.1 0.5 1.1 0.2 -0.4 0.1 

Germany 0.6 0.6 0.7 1.1 0.5 -0.6 0.1 -0.4 0.3 

Switzerland 0.6 0.0 0.6 0.5 0.0 .. 0.9 -0.9 0.5 

Israel 0.5 0.8 0.7 -1.0 0.6 0.7 -1.0 .. 1.7 

Hungary 0.4 1.0 0.5 -0.5 0.9 -0.9 0.8 0.8 -0.6 

Portugal 0.4 -0.4 0.0 -0.5 -0.1 -0.4 -0.1 0.9 0.9 

Slovenia 0.2 0.2 0.2 0.4 0.7 -0.3 1.0 1.5 0.0 

Netherlands 0.2 0.3 0.2 1.4 0.3 0.1 0.3 -0.8 -0.2 

Canada 0.1 0.0 0.0 0.0 0.0 .. -1.4 0.0 0.4 

Denmark 0.1 0.0 0.6 1.9 0.1 1.1 1.0 0.9 0.7 

Poland 0.0 0.8 0.1 -0.5 0.7 0.3 0.4 0.2 -0.4 

Australia 0.0 0.1 -0.5 0.2 0.0 -0.2 -0.1 -0.3 0.0 

Finland 0.0 -0.6 0.0 0.8 0.6 1.8 1.4 1.7 0.7 

Chile 0.0 0.4 -0.2 0.0 0.2 0.9 -0.5 -0.9 0.5 

Austria -0.1 0.2 0.0 0.6 0.3 -0.6 0.5 -0.9 0.1 

Slovak Republic -0.1 -0.2 -0.1 -0.7 0.0 -0.3 1.4 0.6 -0.8 

Mexico -0.3 1.4 .. 0.0 1.1 1.0 -0.3 -1.7 -1.1 

Korea -0.3 0.8 .. -1.2 0.7 .. 0.9 -2.3 -0.9 

Norway -0.3 0.1 0.3 -0.1 -0.2 0.9 -0.3 0.4 0.0 

France -0.5 -0.6 -0.8 1.2 0.1 0.3 0.9 0.4 -0.4 

United States -0.8 0.2 -0.4 -1.7 -0.4 -0.7 -2.3 -0.1 -0.9 

Belgium -1.1 -0.2 -0.6 2.3 0.4 0.0 0.3 0.5 -1.0 

Spain -1.2 -2.7 -1.6 0.7 -2.8 -1.1 -1.6 0.4 -0.2 

Ireland -1.6 -0.8 -2.0 -2.9 -0.8 -1.2 -0.8 0.0 -1.7 

Italy -1.8 -1.2 -2.1 1.0 -1.2 -0.2 -1.2 -0.6 -1.1 

Greece -2.1 -3.6 -2.0 0.3 -3.6 -2.8 -1.3 -1.1 -1.2 

Turkey -2.6 -0.8 -2.0 -0.7 -1.4 -2.0 -0.5 .. -2.5 

Correlation 
with column (1) 1.0 0.7 1.0 0.0 0.7 0.6 0.4 0.2 0.8 

          

Above average performers (Top-third) About average performers (Mid-third) Below average performers (Bottom-third) 

Note: The role of economic development is accounted for by regressing each of the indicators of labour 

market performance on GDP per capita across OECD countries (excluding Luxembourg), retrieving and 

standardising residuals and, when necessary, multiplying by minus one so that positive values are associated 

with better performance. Countries are ordered in descending order by the employment rate. Dark blue stands 

for better performance, light blue for worse one. For details on variable definitions see Table .  

Source: See Table .  

StatLink 2 http://dx.doi.org/10.1787/888933881116 

http://dx.doi.org/10.1787/888933881116
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Annex Table 3.A.4. Extended information on framework conditions for resilience and 

adaptability 

 Resilience Adaptability 

 Unemployment 
cost of a decline 

in GDP 

Labour productivity 
growth 

Ability of productive 
firms to attract 

workers       

Wage-productivity 
decoupling 

Adult skills: low-
skilled adults 

Student skills 
Non-standard 

workers 

Regional disparities  

 

 Average increase 
in unemployment 

rate over three 
years after a 

negative shock to 
GDP of 1% (pp) 

 Average annual 
labour productivity 

growth 

(%)          

Cross-firm 
employment growth 

differential associated 
with 10 pp 
productivity 

differential  (%)                   

Difference between 
annual real median 
wage growth and 
labour productivity 

growth 

(pp)                                      

Share of adults 
with numeracy 

skills below level 
2 in PIAAC  

(%)               

Share of 15-year-
olds not in 

secondary school 
or scoring below 
Level 2 in PISA 

(%)        

Share of Own-
account self-

employed and  
temporary 

workers in total 
employment (%)     

 Coefficient of 
variation in regional 
unemployment rates 

(%)           

  

  2000-16 2000-16 2010-16 2003-13 2010-13 2000-13 2010-13 2012, 2015 2015 2013 2000 2016 

OECD countries                     

Iceland 0.1 1.5  1.4  .. .. .. .. .. 28.8 20.6 15.0 22.3 

Switzerland 0.4 0.4  -0.1  0.1 0.1 .. .. .. 19.0 18.7 23.6 31.7 

Sweden 0.3 1.3  0.9  0.2 0.3 0.4 1.9 14.7 25.9 19.0 30.9 12.2 

New Zealand 0.4 0.7  0.9  .. .. 0.3 -0.4 18.9 29.3 .. 19.2 24.3 

Japan 0.2 0.7  0.6  0.3 0.4 -0.5 0.5 8.1 15.4 20.2 18.6 13.9 

Germany 0.4 0.6  0.7  0.8 0.9 -0.4 0.1 18.4 20.6 18.1 51.7 30.1 

Norway 0.2 0.5  0.5  0.6 0.5 -0.5 0.0 14.6 24.3 11.8 20.5 16.7 

United Kingdom 0.4 0.8  0.7  0.1 0.0 -0.2 -1.0 24.2 34.4 16.1 28.9 20.2 

Denmark 0.6 0.6  0.8  0.1 0.2 0.1 0.8 14.2 23.1 13.6 13.0 6.6 

Netherlands 0.4 0.7  0.8  1.1 0.3 -0.7 .. 13.2 20.8 25.9 26.5 20.0 

Czech Republic 0.3 2.1  1.2  .. .. 0.3 0.3 12.9 26.8 21.2 42.9 36.2 

Estonia 0.7 2.8  1.2  0.4 0.4 .. .. 14.3 17.6 8.4 26.2 38.5 

Canada 0.5 0.6  1.0  .. .. -0.6 -0.5 22.4 28.5 21.2 42.3 29.3 

Australia 0.4 1.0  1.3  .. .. -1.0 0.9 20.1 29.3 32.1 39.7 46.0 

Israel 0.6 0.7  0.8  .. .. -0.6 .. 30.9 36.4 .. 15.1 17.3 

Austria 0.1 0.4  0.2  0.7 0.7 0.0 0.4 14.3 34.8 15.4 32.8 46.3 

Finland 0.2 0.6  0.1  0.2 0.3 1.0 0.7 12.8 15.9 21.8 62.2 13.1 

Latvia 0.8 3.9  2.5  0.5 0.3 .. .. .. 30.2 .. 23.6 40.7 

United States 0.7 1.3  0.5  0.5 0.7 -1.5 -1.0 28.7 41.0 .. 23.9 21.1 

Hungary 0.3 1.7  0.1  0.4 0.3 -0.6 -0.3 .. 35.5 15.9 34.8 43.9 

Korea 0.2 2.5  1.3  0.3 0.5 -1.1 0.8 18.9 22.5 32.7 23.7 20.1 

Portugal 0.3 0.8  0.3  0.2 0.3 0.5 -1.2 .. 33.2 31.0 36.0 15.0 

Luxembourg 0.1 0.0  0.3  0.1 0.0 .. .. .. 35.0 11.9 .. .. 

France 0.4 0.6  0.6  0.3 0.4 0.7 0.9 28.0 30.4 20.8 35.7 17.2 

Slovenia 0.3 1.0  0.9  0.2 0.1 .. .. 25.8 22.2 18.6 22.7 15.9 

Ireland 0.3 3.0  5.5  0.1 0.1 -1.1 -3.1 25.2 18.0 19.5 26.5 13.6 

Slovak Republic 0.5 3.1  1.5  .. .. -0.8 0.5 13.8 35.5 22.3 41.6 38.5 

Poland 0.6 2.7  2.3  0.2 0.5 -1.3 -2.0 23.5 24.7 37.4 20.0 24.8 

Chile 0.3 1.4  1.2  .. .. .. .. 61.9 59.6 .. 31.3 25.2 

Belgium 0.3 0.6  0.4  0.1 0.0 -0.3 0.9 13.4 25.7 16.9 54.8 56.1 

Mexico 0.2 0.2  1.3  .. .. .. .. .. 73.2 .. 29.6 28.7 

Spain 0.9 0.7  0.9  0.5 0.4 0.5 -0.6 30.6 29.3 32.1 35.9 28.9 

Italy 0.5 -0.4  -0.4  0.4 0.3 1.0 -0.4 31.7 38.4 27.9 73.6 46.8 

Greece 0.8 0.2  -1.0  0.2 0.6 1.4 -1.4 28.5 41.5 35.6 26.3 19.7 

Turkey 0.2 2.6  2.6  .. .. .. .. 50.2 66.0 30.2 42.0 50.3 

Lithuania 0.5 4.2  2.0  .. .. .. .. 17.4 32.7 .. 13.1 29.6 

OECD 0.4 1.3  0.8  0.3 0.3 -0.2 -0.1 22.5 31.3 22.0 31.6 27.4 

Non-OECD countries             

Colombia 0.2 1.9  1.7  .. .. .. .. .. 74.8 .. 29.7 21.9 

Costa Rica 0.6 2.1  2.7  .. .. .. .. .. 76.2 .. .. .. 

Argentina .. 0.7  -0.3  .. .. .. .. .. 75.9 .. .. .. 

Brazil 0.3 1.5  -0.2  .. .. .. .. .. 79.0 .. 33.7 33.6 

China 0.0 2.1  2.0  .. .. .. .. .. 46.2 .. 53.9 .. 

India .. 6.5  5.6  .. .. .. .. .. .. .. .. .. 

Indonesia .. 3.6  3.8  .. .. .. .. .. 78.6 .. .. .. 

Russian 
Federation 

0.1 2.8  0.6  .. .. .. .. .. 22.8 .. 38.2 63.2 

Saudi Arabia .. -1.8  -2.7  .. .. .. .. .. .. .. .. .. 

South Africa 0.3 0.6  -0.3  .. .. .. .. .. .. .. 14.0 20.0 



66 │ 3. A NEW FRAMEWORK FOR ASSESSING LABOUR MARKET PERFORMANCE 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2019 

  

Note: OECD unweighted average. Resilience: The indicator of labour market resilience measures the 

estimated average increase in the unemployment rate over the three years following a 1% decline in GDP. 

The indicator is obtained from estimating the following model: 𝑈𝑡+𝑠 − 𝑈𝑡−1 = 𝛽0
𝑠 + 𝛽1

𝑠𝑑𝑙𝑛𝐺𝐷𝑃𝑉𝑡 +

𝛽2
𝑠𝑑𝑈𝑡−1 + 𝛽3

𝑠𝑑𝑙𝑛𝐺𝐷𝑃𝑉𝑡−1+𝛽4
𝑠𝑑𝑈𝑡−2 + 𝛽5

𝑠𝑑𝑙𝑛𝐺𝐷𝑃𝑉𝑡−2 + ∑ 𝛽4
𝑗𝑠

𝑗=1 𝑑𝑙𝑛𝐺𝐷𝑃𝑡+𝑗 + 𝜀𝑡+𝑠 , where 𝑈𝑡 is the 

unemployment rate, 𝐺𝐷𝑃𝑉𝑡 is real GDP in period t and s indicates the number of periods after the GDP 

shock. The model is estimated separately for each country and each s, with the estimated 𝛽1
𝑠 denoting the 

impulse-response function of unemployment to a 1% increase in GDP. The average change in unemployment 

is computed as the average of 𝛽1
𝑠 over the three years following a 1% reduction in GDP. Data refer to the 

period 2000-16 for all countries. Labour productivity growth: Labour productivity is measured in per worker 

terms. Data refer to the period 2000-16 for all countries except Colombia (2001-16). Ability of productive 

firms to attract workers: The efficiency of labour re-allocation measures the elasticity of firm-level 

employment growth to lagged labour productivity. The baseline estimated equation is: ∆𝑙𝑛𝐿𝑖,𝑗,𝑐,𝑡 =

∑ 𝛽𝑐
26
𝑐=1 𝐶𝑐𝑙𝑛𝐿𝑃𝑖,𝑗,𝑐,𝑡−1 + 𝜃𝑥′

𝑖,𝑗,𝑐,𝑡−1 + 𝛾𝑗𝑐𝑡 + 𝜀𝑖𝑗𝑐𝑡 , where ∆𝑙𝑛𝐿𝑖,𝑗,𝑡 denotes employment growth in firm i, 

industry j and country c; 𝐶𝑐 are country dummies; 𝑙𝑛𝐿𝑃𝑖,𝑗,𝑐,𝑡−1 is labour productivity in gross output terms; 

𝑥𝑖,𝑗,𝑡−1 are employment and age of the firm; and 𝛾𝑗𝑐𝑡 are industry-country-year fixed effects to control for 

unobserved time-varying country-industry specific determinants of employment growth. The country-specific 

𝛽𝑐  parameters provide a measure of dynamic allocative efficiency. Data refer to the period 2003-13 for all 

countries except Portugal (2006-08) and Hungary (2009-13). To control for effects of the business cycle on 

the efficiency of labour re-allocation, over the sample period 2003-2013 the baseline specification is 

augmented with an interaction term of lagged labour productivity with a dummy variable taking the value 1 if 

the lagged change in the output gap is below 0. Countries omitted from the table do not have sufficient 

coverage of firms in the ORBIS dataset. Wage-productivity decoupling: The indicator of decoupling 

measures the percentage point difference between real median wage growth and labour productivity growth. 

Using the notation ∆% 𝑋 to denote the per cent growth rate of X, macro-level decoupling is defined as 

follows: 𝐷𝑒𝑐𝑜𝑢𝑝𝑙𝑖𝑛𝑔 ≡ ∆% (
𝑊𝑚𝑒𝑑

𝑃𝑌 ) − ∆% (
𝑌 𝑃𝑌⁄

𝐿
), where 𝑊𝑚𝑒𝑑 denotes the nominal median wage, Y 

denotes nominal value added, 𝑃𝑌 denotes the value added price and L denotes hours worked. Data refer to the 

period 2000-13 for all countries except Australia, Canada, France, Italy New Zealand, Poland, Spain and 

Sweden (2000-12); Greece and Portugal (2004-13 ); Israel (2001-11); the Slovak Republic (2001-12). Low 

skills adults: Data refer to 2012 for all countries except Chile, Greece, Israel, Lithuania, New Zealand, 

Slovenia, Turkey and Jakarta (Indonesia). Data for Belgium refer to Flanders; data for the United Kingdom 

are the weighted average (2/3 and 1/3) of the data for England and the Northern Ireland; data for Indonesia 

refer to Jakarta. Low-performing students in mathematics: Data for China refer to Beijing-Shanghai-Jiangsu-

Guangdong. Argentina: Coverage is too small to guarantee comparability. Non-standard workers: Workers on 

temporary contracts and self-employed (own account) workers aged 15-64, excluding employers, student 

workers and apprentices. Regional disparities: Data refer to the Territorial Level 2 (TL2) classification except 

for Australia, Estonia, Latvia and Lithuania (TL3), and to 2000 and 2016 except for Denmark (2007, 2016); 

Estonia, Chile, Israel., Mexico and the Russian Federation (2000, 2014); Spain (2002, 2014); Latvia and 

Lithuania (2000, 2015); Slovenia (2001, 2016); Turkey (2004, 2016); Brazil (2004, 2013); China (2008); 

Colombia (2001, 2014) and South Africa (2008, 2014). 

Source: Resilience: OECD calculations based on OECD (2017[6]), OECD Employment Outlook 2017, 

http://dx.doi.org/10.1787/empl_outlook-2017-en; Labour productivity growth: OECD Economic Outlook 

Database and WEO-IMF; Wage-productivity decoupling: OECD calculations based on OECD National 

Accounts Database and OECD Earnings Database; Ability of productive firms to attract workers: OECD 

calculations based on the 2013 ORBIS vintage; Low-skilled adults: OECD (2016[7]), Skills Matter: Further 

Results from the Survey of Adult Skills, http://dx.doi.org/10.1787/9789264258051-en; Low-performing 

students in mathematics: OECD (2016[8]), PISA 2015 Results (Volume I): Excellence and Equity in 

Education, http://dx.doi.org/10.1787/9789264266490-en; Non-standard workers: OECD (2015[9]), In It 

Together - Why Less Inequality Benefits All, http://dx.doi.org/10.1787/9789264232662-en; Regional 

disparities: OECD (2018), OECD Regional Statistics Database, https://dx.doi.org/10.1787/region-data-en.  

StatLink 2 http://dx.doi.org/10.1787/888933881135

http://dx.doi.org/10.1787/empl_outlook-2017-en
http://dx.doi.org/10.1787/9789264258051-en
http://dx.doi.org/10.1787/9789264266490-en
http://dx.doi.org/10.1787/9789264232662-en
https://dx.doi.org/10.1787/region-data-en
http://dx.doi.org/10.1787/888933881135
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Chapter 4.  Policies and institutions to enhance labour market performance 

This chapter provides an overview of the role of policies and institutions for good labour 

market performance. The discussion is organised according to the three principal 

dimensions of the new Jobs Strategy framework: i) job quantity and quality; ii) labour 

market inclusiveness; and iii) resilience and adaptability. A more detailed discussion and 

the supporting evidence are presented in Parts II to IV of this Volume.  
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Introduction  

Combining good labour market performance in terms of employment with good levels of 

job quality and inclusiveness is very important, but it is straightforward. A pre-condition 

for good performance along these dimensions is that labour markets are resilient (i.e. they 

limit employment losses during downturns and ensure a rapid rebound after economic 

shocks) and adapt to the challenges and opportunities resulting from mega-trends, such as 

rapid technological developments, globalisation and demographic change. It is also 

essential that policies and institutions are coherent so that the promotion of better 

outcomes along one specific dimension does not undermine other economic and labour 

market outcomes. A whole-of-government approach is therefore crucial. 

This chapter provides an overview of the role played by policies and institutions in good 

labour market performance. The discussion is organised according to the three principal 

dimensions of the Jobs Strategy framework: i) job quantity and quality; ii) labour market 

inclusiveness; and iii) resilience and adaptability. In general, the discussion takes into 

account the broad impact of policy levers along different dimensions to avoid a 

fragmented approach and the drawing of misleading conclusions. A more detailed 

discussion along with the supporting evidence are presented in Parts II to IV of this 

Volume.  

The remainder of the chapter is organised as follows. Section 4.1 discusses the roles of 

productivity growth, the broad sharing of productivity gains and access to work for in 

increasing the quantity and quality of jobs. Section 4.2 analyses policies to promote 

labour market inclusiveness, including policies aimed at weakening the link between 

socio-economic background and labour market success, policies to promote opportunities 

for career progression and tax and benefit policies. Section 4.3 discusses how policies and 

institutions can promote resilience and adaptability to ensure that labour markets are able 

to absorb and adjust to economic shocks and structural change and make the most any 

resulting opportunities. 

4.1. Raising the quantity and the quality of jobs 

This section discusses the role of policies and institutions for raising the quantity and 

quality of jobs by placing particular emphasis on how synergies between these two 

outcomes can be achieved while mitigating possible trade-offs. It first discusses the role 

of policies and institutions for creating an environment in which quality jobs can flourish. 

It then switches to the supply side of the labour market by discussing policies and 

institutions that enhance the effective supply of labour and job quality by making work 

more accessible, attractive and sustainable.  

Promote an environment in which high quality jobs can thrive  

Good labour market performance in terms of both job quantity and job quality requires 

that labour demand is sufficiently strong to ensure that enough good quality jobs are 

available for everyone who wants to work. This can be achieved by fostering skills and 

productivity, while ensuring that the gains from productivity growth are broadly shared 

with workers and non-wage labour costs are kept down.  
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Better and well-matched skills are key for both job quantity and job quality 

Policies should ensure that workers are equipped with the right skills to thrive in the 

labour market. Individuals with the right skills are more likely to be employed and, when 

in employment, tend to have better jobs. A skilled workforce also makes it easier to 

innovate and adopt new technologies and work organisation practices, thereby boosting 

productivity and growth. To ensure that the skills acquired through the education and 

training system correspond to labour market needs, and hence avoid major issues with 

poor school-to-work transitions and skill mismatch (including shortages), it is important 

to develop stronger links between the world of education and training on the one hand 

and the world of work on the other. This can be achieved inter alia by promoting work 

based learning, the involvement of social partners in the development and delivery of 

curricula that match market needs, and by cost-sharing in skills funding. The relevance of 

skills formation can also be improved by having in place robust systems and tools for 

assessing and anticipating skills needs, combined with effective mechanisms and 

procedures that ensure that such information feeds into policy-making as well as into 

lifelong guidance and the design of education and training programmes. Skills policies 

should also account for regional variations in the supply and demand for skills. This 

requires close collaboration between employers and the education sector at the regional 

and local levels. 

Promote worker productivity within firms and through the effective reallocation of 

resources across firms 

Productivity growth is the main driving force of higher wages and incomes, and hence 

rising living standards. Good wages and working conditions, in turn, can promote 

productivity growth as they enhance motivation, worker effort, skills use and incentives 

for learning and innovation. A positive dynamic between the performance of labour 

markets and that of the economy as a whole requires policies that provide sufficient 

flexibility to allow for the efficient reallocation of workers across firms and sectors along 

with policies that promote the conditions for learning and innovation in the workplace. In 

emerging economies, a major challenge is also to design policies and institutions that 

address the problem of widespread labour informality, as this is associated with both low 

productivity and poor job quality outcomes (see Box 4.1).  

Providing good working conditions and opportunities for career development can foster 

learning and innovation in the workplace. Good working conditions and opportunities for 

career development are not only important for employee well-being directly, but can also 

contribute to productivity by strengthening the commitment of workers to their firm, 

reduce excessive worker turnover, promote the use of skills in the workplace and 

strengthen the incentives of firms and workers to invest in training and skill acquisition. 

Firms therefore often have a strong interest in providing good working conditions since 

this provides long-term gains in terms of higher productivity and profitability. In practice, 

the combination of good working conditions with high performance is often associated 

with the presence of high-quality management and so-called High-Performance Work 

Practices (HPWP), which tend to emphasise the importance of team work, autonomy, task 

discretion, mentoring, job rotation and the use of new tools and technologies. The 

adoption of HPWP depends to an important extent on the production technology of firms, 

and particularly the importance of skills, but also their size since this determines in large 

part the resources that firms have at their disposal to implement such practices. 
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A sound regulatory framework combined with effective social dialogue and targeted 

information services can help support the conditions for learning and innovation in the 

workplace. A sound regulatory framework includes adequate standards for working 

conditions based on occupational health and safety regulations to reduce physical and 

mental health risks. It also includes working time regulations that limit excessive working 

hours and the use of night shifts, while establishing the right to rest breaks and paid leave. 

There also needs to be balanced employment protection provisions that protect workers 

against possible abuses but which do not prevent required job reallocation. It may also 

include a minimum wage set at a level that avoids pricing low-wage workers out of jobs. 

Well-functioning collective bargaining institutions, particularly when associated with 

high coverage, can also be useful. They allow for more differentiation in terms of wages 

and working conditions than statutory rules, can foster skills development and skills use 

in the workplace, and allow for the effective dissemination of good working practices. 

Finally, governments can indirectly promote high-performance management and working 

practices through information dissemination and advice on best-practice, as well as 

facilitating access to management training. 

The efficient reallocation of resources depends on the flexibility of firms and the mobility 

of workers. This includes the ease with which entrepreneurs can start or liquidate a 

business, firms adjust their workforce in response to changing business conditions and 

workers move across firms and places in search of better matches for their skills and 

ambitions to enhance their career opportunities. The efficiency of reallocation is to an 

important extent determined by the functioning and regulation of financial, housing and 

product markets, including through policies that affect entry and exit of firms. Labour 

market policies and institutions also play an important role by determining the flexibility 

with which firms can adjust their workforces (e.g. employment protection) and the ease 

with which workers can move across firms. The latter depends to an important extent on 

the transferability of skills and the portability of benefits, availability of effective 

employment services and active labour market programmes to facilitate job transitions. 

Worker mobility also depends on wage incentives for workers to move from low to high-

productivity firms, highlighting the importance of allowing sufficient scope to adjust 

wages to business conditions at the firm level, especially in countries where collective 

bargaining predominantly takes places at the sector or national level.  

Employment protection legislation plays a key role in preventing abuses and avoiding 

inefficient dismissals but excessive and/or uncertain termination costs hinder efficient 

labour reallocation. Regulations concerning dismissal and termination of contracts are 

designed to protect workers against unfair hiring and firing practices and can reduce 

excessive turnover by preserving worker-firm matches that are viable in the longer term 

by making firms take account of the social cost in their dismissal decisions (i.e. the social 

and budgetary consequences of greater joblessness). Regulations that limit the gap in 

protection between workers on open-ended and fixed-term contracts can further reduce 

excessive turnover by preventing an undue reliance on temporary contracts. This is likely 

to spur learning and innovation in the workplace by strengthening incentives for 

investment in firm-specific human capital. However, excessively high and uncertain 

termination costs discourage hiring on open-ended contracts and hinder efficient resource 

reallocation and skill matching, thereby affecting productivity growth and efficiency. In 

addition, large statutory disparities in termination costs by type of contract trigger 

differences in job security and generate persistent divides between non-regular and 

regular workers, in particular because restrictive definitions of fair termination cannot be 

effectively applied to non-regular workers. This suggests that a narrow definition of 
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unfair dismissal that focuses on false reasons, reasons unrelated to work, discrimination 

and prohibited grounds should be used. Predictable advance notice, ordinary severance 

pay and layoff taxes - whose level might depend on the reason for dismissal – can be used 

to avoid inefficient dismissals and compensate workers for involuntary separations that 

are not related to their performance.  

Box 4.1. Reducing the incidence of low-quality jobs by curbing informality 

The high incidence of informality in the labour market is one of the most salient features 

of labour markets in many emerging economies. Informal jobs are typically characterised 

by lower levels of productivity, partly as a consequence of lower investment in human 

capital, worse management practices and credit constraints. They also tend to be of much 

lower quality than formal jobs and reduce labour market inclusiveness. Promoting quality 

jobs and increasing labour productivity in emerging economies requires effective action 

in several areas:  

 Firms and workers need to clearly see the benefits of formalisation. Governments 

should improve the quality of the public services they deliver and, where 

appropriate, strengthen the link between contributions and benefits in social 

insurance schemes.  

 The costs of formality should be lowered for employers and the self-employed. 

Simplified tax and administrative systems, streamlined registration processes and 

a reduction in red tape are crucial steps in the right direction.  

 Enforcement methods should be improved. The labour inspectorate should be 

given sufficient resources and labour inspectors should be adequately qualified. 

Importantly, enforcement should be transparent and strict, but not be overly harsh, 

to avoid worsening the situation of vulnerable workers even further. 

 Skills development should be promoted. By raising the productivity of workers, 

skills can compensate for the higher cost of formal jobs and enhance access to 

formal-sector employment. 

Ensure that productivity gains are shared with workers, particularly those with 

low skills 

Real wages are the most direct mechanism for transmitting the benefits of productivity 

growth to workers and their families. Over the past two decades, however, real median 

wage growth in most OECD countries has decoupled from aggregate labour productivity 

growth. This reflects both declines in labour shares (decoupling of average wages from 

productivity) and increases in wage inequality (decoupling of median wages from average 

wages). Productivity gains no longer appear to translate into broadly shared wage gains 

for all workers. 

The decoupling of real median wages from productivity partly reflects global megatrends, 

but large cross-country heterogeneity in decoupling suggests that national policies and 

institutions also matter. The evidence suggests that capital-enhancing technological 

change and the rise of global value chains have contributed to this decoupling by 

reducing labour shares (decoupling or real average wages from productivity) and raising 

wage inequality (decoupling of median wages from average wages). However, the 

evidence also suggests that national policies in the areas of skills, product markets and 
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labour markets are not only key to raising productivity but can also ensure that the 

dividend from higher productivity is broadly shared. Skills policies can support the 

broader sharing of productivity gains by limiting capital-labour substitution in response to 

global megatrends while pro-competitive product market policies limit the size of product 

market rents appropriated by capital. Labour market policies and institutions can support 

a fairer sharing of productivity gains both by affecting the relative cost of labour – and 

thereby the degree to which capital is substituted for some types of labour – and by 

influencing the distribution of product market rents. 

A statutory minimum wage can help ensure that workers at the bottom of the wage ladder 

also benefit from growing economic prosperity, particularly in the absence of 

encompassing collectively agreed wage floors. The latter can be considered a functional 

equivalent of a minimum wage set by law insofar as most, if not all, workers, especially 

the weakest ones, are covered by them. Nevertheless, several OECD countries 

complement collective wage agreements with a statutory minimum wage. When 

minimum wages are moderate and well designed, adverse employment effects can be 

avoided. The following principles can help to enhance the design of minimum wage 

systems. First, make minimum wages pay while avoiding that they price low-skilled 

workers out of jobs by carefully considering their interactions with the tax-benefit system. 

For example, by reducing social security contributions around the minimum wage, it is 

possible to enhance the effectiveness of the minimum wage as a tool to reduce low pay 

and fight poverty while limiting the rise in labour costs for employers. Second, ensure 

that minimum wages are revised regularly, based on accurate, up-to-date and impartial 

information and advice that carefully considers current labour market conditions and the 

views of social partners and experts (e.g. independent commissions). Third, allow 

minimum wages to vary by group (if differences in productivity or employment barriers 

between groups are large) and/or by region (if differences in economic conditions are 

large). Fourth, improve coverage of, and compliance with, minimum wage legislation. 

Collective bargaining institutions and social dialogue can help promote a broad sharing of 

productivity gains, including with those at the bottom of the job ladder, provide voice to 

workers and endow employers and employees with a tool for addressing common 

challenges. To promote good quality jobs for all in a changing world of work, collective 

bargaining systems have to have wide coverage, while providing sufficient flexibility to 

firms.  

The best way of ensuring the inclusiveness of collective bargaining is by having 

well-organised social partners based on broad memberships. This allows social dialogue 

to be widespread at the firm-level among worker organisations and employers and to be 

based on representative social partners at higher levels (e.g. sector, country). To extend 

social dialogue to all segments of the economy, including small firms and non-standard 

forms of employment, governments should put in place a legal framework that promotes 

social dialogue in large and small firms alike and allows labour relations to adapt to 

emerging challenges. In the absence of broad-based social partners, another way of 

promoting the inclusiveness of collective bargaining is through the use of administrative 

extensions that extend the coverage of collective agreements beyond the members of the 

signatory unions and employer organisations to all workers and firms in a sector. To 

avoid that extensions harm the economic prospects of start-ups, small firms or vulnerable 

workers, it is important that the parties negotiating the agreements represent the collective 

interest of all groups of firms and workers. This can be achieved by subjecting extension 

requests to reasonable representativeness criteria, a meaningful test of public interest and 
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providing well-defined procedures for exemptions and opt-outs of firms in case of 

economic hardship.  

Collective bargaining systems characterised by predominantly sector-level bargaining 

need to allow for sufficient economic flexibility at the firm and country levels. The 

introduction of flexibility in predominantly sector-level systems has often been 

considered as requiring a shift from sector to firm-level bargaining. While such a shift 

would indeed provide more flexibility to firms, it is also likely to induce a decline in 

bargaining coverage, undermining the inclusiveness of the system. Experience in a 

number of OECD countries has shown that less radical options are also available, based 

on the use of controlled opt-outs or sectoral framework agreements that explicitly leave 

space for further adaptation at the firm or individual level. In principle, these instruments 

preserve the integrity of sector-level bargaining, while at the same time enabling a closer 

link between productivity and working conditions at the firm-level. However, their 

effectiveness in providing additional flexibility for firms largely depends to an important 

extent on having high levels of collective worker representation across firms. Flexibility 

with respect to macroeconomic conditions can be fostered through the effective 

coordination of bargaining outcomes across bargaining units (e.g. industries or firms). 

Recent OECD analysis suggests that coordination can promote better labour market 

outcomes by providing more flexibility with respect to macroeconomic conditions (see 

Chapters 8 and 13 of this Volume). Effective coordination can be achieved through 

peak-level bargaining based on the presence of national confederations of unions and 

employers that provide guidance to bargaining parties at lower levels. Another possibility 

is pattern bargaining where a leading sector sets the targets - usually the manufacturing 

sector exposed to international trade - and others follow.  

Collective bargaining systems differ widely across countries in terms of their coverage, 

the flexibility that they provide to firms and their specific institutional set-up and these 

differences tend to be deeply rooted in the sociocultural fabric of countries. National 

traditions in collective bargaining are important. Yet, this does not imply that collective 

bargaining systems cannot and should not adapt to a changing economic context. Indeed, 

one of the most salient features of successful collective bargaining systems may be their 

ability to adapt gradually to changing economic conditions within their national 

industrial-relations tradition. This depends crucially on the quality of industrial relations, 

but also on a government that provides space for collective bargaining and social 

dialogue, while setting the boundaries. 

Promote job quantity and job quality by keeping non-wage labour costs down  

Labour taxes in the form of personal income taxes and social security contributions 

represent a key source of revenue to governments, but can have an adverse impact on 

employment, earnings and inclusiveness if excessively high. On average across the 

OECD, labour taxation accounts for about one third of labour costs.  

Changes in the composition of labour taxation that broaden the tax base and increase tax 

progressivity can contribute to better labour market performance. This could for example 

take the form of a partial shift away from social security contributions towards personal 

income taxes, when there is already a weak link between individual contributions and 

entitlements (e.g. health insurance, family allowances). A partial shift to personal income 

taxes would reduce the burden of taxation on labour by broadening the tax base since the 

application of personal income taxes is not limited to labour earnings from dependent 

employees. It would further reduce differences in fiscal treatment based on labour market 
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status and income source, thereby weakening possible unintended tax incentives for self-

employment or employment in the informal sector. If personal incomes taxes are more 

progressive than social security contributions, as is typically the case, this is likely to 

increase the overall progressivity of labour taxation, with beneficial implications for 

inclusiveness. Moreover, in contrast to social security contributions, personal income tax 

systems in many countries have credits or deductions that make effective rates close to 

zero or even negative at low income levels, which could benefit employment as well. 

Such a move also has the potential to strengthen the effectiveness of other policy 

instruments. For example, a partial shift to personal income taxes could help make the 

statutory minimum wage more effective in supporting pay for low-productivity workers 

(job quality), while mitigating any potential adverse effects on employment (job 

quantity). A similar argument applies to collectively agreed wage floors.
1
  

Reducing the overall burden of labour taxation by switching to taxes that weigh less 

directly on labour can promote employment and take-home pay. One example could be 

real estate taxes. This would not only be efficient, given the immobile nature of real 

estate, but also promote inclusiveness since low income households tend to own less 

property than higher income and more wealthy households. There are also arguments for 

strengthening the taxation of capital income at the individual level and increasing the 

reliance on consumption and environmental taxes. 

Building secure labour markets by protecting workers and removing barriers to 

work 

Since high-quality job creation and strong productivity growth require a sufficiently 

flexible labour market, which exposes workers to the risk of job loss, good labour market 

performance also requires building secure labour markets by providing workers with 

income support in the event of job loss and removing barriers to work. More generally, 

high-quality job creation needs to be combined with measures to support an effective 

labour supply by ensuring that work is accessible, attractive and sustainable.  

Effective safety nets against labour market shocks improve job quality 

Effective social safety nets alleviate concerns about job security among the employed, 

with important consequences for worker well-being. Moreover, adequate unemployment 

insurance and other social benefits – including sickness, disability, lone parent and social 

assistance benefits – enhance job quality by effectively insuring workers against 

individual labour market shocks (such as job loss) and smoothing consumption between 

joblessness and employment spells. While moderate employment protection also has a 

role to play unemployment insurance coupled with effective re-employment support is 

generally more effective in providing security to workers. Moderate layoff taxes or some 

degree of experience rating of employer contributions to finance active and passive 

labour market policies can then be used to provide employers’ with incentives to reduce 

the use of layoffs and take greater responsibility for the social cost of unemployment, 

sickness and disability (in terms of greater public spending, lower tax revenues, loss of 

human capital, health consequences, etc.). However, care should be taken not to unduly 

penalise certain types of firms and workers and to minimise any unintended consequences 

on the hiring and firing behaviour of firms, for example by introducing exemptions for 

employers hiring sick, disabled or long-term unemployed workers. 

Adequate safety nets should be accompanied by complementary policies to minimise 

work disincentives and promote effective job search. In most advanced economies, 
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adequate safety nets consist of multiple layers, including: i) unemployment insurance 

benefits for those who meet certain minimum contribution requirements; and ii) universal 

but modest unemployment and social assistance benefits that are available to all 

non-employed persons subject to a means test. Yet, benefits should be accompanied by 

strong incentives for effective job search to avoid the risk of benefit dependence and thus 

increased joblessness and higher costs for the public purse. Mutual obligation principles 

supported by effective employment services, including job-search assistance and skill 

development opportunities, active programmes and strictly-enforced job-search 

requirements are key.  

In emerging economies, the provision of effective social safety nets is particularly 

challenging due to the presence of widespread informal employment (see Box 4.1). In the 

case of unemployment insurance, for example, the requirement of not being in formal 

employment for receiving benefits provides potentially strong incentives for working 

informally while receiving benefits. Moreover, workers who do not perceive the potential 

benefits of social insurance may “opt out” by taking up informal employment. This can 

be detrimental to workers’ well-being in the longer term and undermines economic 

growth and the financial sustainability of social protection systems. To address both 

issues a number of emerging economies have introduced mandatory self-insurance 

schemes based on individual savings accounts for unemployment, while ensuring that 

some form of income support is available to those with insufficient savings. In principle, 

such a system could also be used to provide unemployment insurance to self-employed 

workers.  

In order to strengthen incentives to work, employability and opportunities, a 

comprehensive activation strategy is needed… 

An effective activation strategy must deal with all barriers to employment through the 

coordination of a range of policies and services. Jobless persons and individuals 

marginally attached to the labour market often face multiple barriers to labour force 

participation and quality employment. Some of these may result from the effect of 

ill-designed benefit schemes on recipients’ incentives to engage in active job search. 

However, jobless persons and individuals marginally attached to the labour market 

typically face other barriers that can cause them to refrain from actively seeking work 

and/or prevent them from finding suitable jobs. These barriers are particularly important 

for a number of groups – including older workers, mothers with young children, 

discouraged workers and people with disabilities. Therefore, raising labour force 

participation and improving employment performance – in terms of both job quantity and 

job quality – require a comprehensive activation strategy that makes work more 

accessible. This means addressing the different barriers to employment through the 

coordination, at both national and regional levels, of employment, health and social 

services, the administration of active labour market programmes and the design of tax and 

benefits policies. An effective activation strategy must combine measures to ensure that 

jobless people have the motivation to search actively and accept suitable jobs 

(e.g. through appropriate tax and benefit incentives) with actions to expand opportunities 

(e.g. job-search assistance, direct referrals, subsidised employment) and interventions to 

increase the employability of the least employable (e.g. training and work-experience 

programmes). 

Efficient employment services and active labour market programmes are crucial for the 

success of such an activation strategy. For harder-to-place workers, the provision of these 

services may require intensive counselling and skilled case managers, the effectiveness of 
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which is typically enhanced by a low client-to-staff caseload ratio. In order to cope with 

scarce resources, effective profiling tools must therefore be used sufficiently early in the 

jobless spell as a way to efficiently allocate jobseekers to less or more intensive service 

streams. It is also important to ensure that local employment offices have sufficient local 

labour market expertise to effectively place people into jobs. Private providers could play 

a useful supporting role to improve the delivery and targeting of employment services or 

alleviate capacity constraints, conditional on adequate performance management. 

Moreover, active programmes must be rigorously evaluated and ineffective ones must be 

swiftly terminated.  

… which combines active policies with appropriate taxes and transfers by 

enforcing a system of “mutual obligations” 

Employment services and active labour market programmes must be combined with tax 

and transfer policies. Effective activation needs to be accompanied by moderately 

generous and high coverage unemployment and social-assistance benefit systems. There 

are two reasons for this. First, where effective monitoring and sanction systems are in 

place within a “mutual-obligations” framework – in which governments have the duty to 

provide jobseekers with benefits and effective services to enable them to find work and, 

in turn, beneficiaries have to take active steps to find work or improve their employability 

– the threat of potential sanctions in terms of benefit withdrawal significantly increases 

the financial incentive for seeking and taking up gainful employment as well as seriously 

participating in active programmes.
2
 Second, unemployment and social-assistance 

benefits provide the principal instrument for linking jobless people to employment 

services and active labour market programmes. Within a “mutual obligations” 

framework, benefit recipients are referred to employment services, which provide 

job-search assistance or, depending on the unemployed person’s profile, direct them 

towards more intensive programmes, while monitoring their job-search effort or 

rehabilitation progress. By contrast, in the absence of unemployment and social assistance 

benefits, it is often difficult to reach out to those facing multiple barriers to employment, 

who risk being left behind. While moderately generous and comprehensive social benefits 

strengthen the effectiveness of activation policies, in the absence of effective active 

labour market policies, there is a risk that such benefits reduce work incentives and 

deepen labour market exclusion. Passive and active policies should therefore be 

conceived together rather than in isolation.  

Well-targeted, permanent in-work benefits can be effective to make work pay. Combined 

with active policies and social safety nets, well-targeted, permanent in-work benefits can 

be effective to set up the right incentives for low-pay workers to both work and climb the 

earnings ladder, while supporting the living standards of low-income families. Yet, 

incentives must be properly understood by potential recipients, implying that simple and 

transparent in-work benefit systems are typically more effective. Since these schemes 

tend to exert downward pressure on wages, their effectiveness can be enhanced by 

combining them with binding wage floors that are set at an appropriate, not-too-high 

level. Finally, in-work benefit schemes are more effective if combined with individual-

based taxation, since family-based tax systems often create an important work 

disincentive for second earners. Since second earners are often women, this has a 

tendency to further reinforce existing gender inequalities in the labour market.  
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Enhance the sustainability of work by providing good-quality, productive and 

healthy work environments  

A comprehensive activation approach also implies making work sustainable over the life-

cycle through policies that enhance the quality of the work environment. A healthy 

working environment can be promoted through policies preventing and addressing 

work-related health and safety risks. While work-related physical hazards are often 

well-addressed by existing policies in most advanced economies, they remain a source of 

concern in many emerging economies. Moreover, health and safety legislation and 

incentives have been slow in most OECD countries in recognising that physical health 

risks are on the decline and mental health risks are rising fast: psychosocial expertise is 

limited in labour inspectorates and equally so in occupational health services, where such 

services exist. As emphasised in the OECD Recommendation of the Council on 

Integrated Mental Health, Skills and Work Policy (OECD, 2015[1]), mental health risks 

can be minimised over the life-cycle through a comprehensive approach. This involves: 

the implementation and enforcement of rigorous legislation for psycho-social risk 

assessment and risk prevention; the introduction of appropriate financial incentives to 

promote high-performance work organisation and management practices that reduce the 

risk that work impairs one’s health; and more effective leverage of market incentives by 

making the business case for models of work organisation and management practices that 

result in better working conditions.
3
 The involvement of the social partners is crucial to 

ensure the effective implementation of incentives, regulation and guidelines. Initiatives to 

improve the quality of the work environment will also help people to prolong their 

working lives, which is particularly important in the context of rapid population ageing.  

4.2. Promoting labour market inclusiveness  

High levels of inequality can undermine social cohesion by reducing trust in institutions 

and can also become an obstacle to economic growth and well-being, including by 

undermining the ability of the less well-off to invest adequately in their children’s human 

capital. However, high inequality in income and opportunities is not inevitable and 

indeed, despite a widespread increase, there remain large differences across countries. 

Governments have a range of instruments at their disposal that can be used to tackle 

inequality or promote equal opportunities. The way they choose to address these 

challenges depends on the national context, including societal values regarding the 

importance of solidarity, redistribution and equality. Consistent with the OECD Inclusive 

Growth initiative and framework, this section discusses the key policy choices to address 

inequality by fostering the inclusiveness of the labour market, while also considering their 

implications for economic growth. Particular emphasis is given to policies that can 

enhance the position of low-income earners and their families. This not only reflects 

social concerns associated with low incomes, but also the recognition that low incomes 

typically result from a number of specific labour market challenges. Addressing these 

problems not only increases inclusiveness and social cohesion but can also promote 

economic growth.  

Promote equal opportunities  

The depth and persistence of economic inequalities reflect the degree of social mobility 

across generations as well as over the life-course. Low social mobility reflects the 

importance of people’s socio-economic background for the way they enter the labour 

market (inter-generational mobility) and the presence of different barriers to career 
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development once in the labour market (intra-generational mobility). Tackling deep and 

persistent inequalities therefore requires policies that provide access to quality education, 

health and labour market opportunities for disadvantaged people.  

Foster social mobility between generations  

The importance of socio-economic background for future labour market performance 

derives largely from the difficulty that individuals from poor socio-economic 

backgrounds and/or poor neighbourhoods have in acquiring solid labour market skills. 

This is also a key channel through which high income inequality can lower economic 

growth. By opening new opportunities, social mobility can also strengthen incentives for 

innovation and entrepreneurship, reinforcing its potential impact on economic growth.  

Public investments to improve the educational outcomes of those from lower 

socio-economic backgrounds are key for promoting social mobility. The evidence 

suggests that early interventions are the most cost-effective, such as improving the access 

to high quality pre-school programs for children from disadvantaged backgrounds. But 

measures targeting older students are also needed, such as reducing early school leaving. 

This requires effective mechanisms for the early detection of youth at risk of dropping 

out, combined with remedial education interventions. Governments can reduce school 

failure and dropout by eliminating system-level practices that undermine equity, such as 

grade repetition and early tracking, by ensuring that school choice does not exacerbate 

economic or spatial inequities, and by designing alternative upper secondary education 

pathways to ensure that students complete their education. For individuals who leave 

education with very low levels of skills, second-chance options for education can provide 

a way out of a low-skills/poor-economic-outcome trap. Countries should also ensure 

equal access to post-secondary education. Funding mechanisms can be instrumental in 

mitigating inequities, particularly after compulsory education, by ensuring that financial 

considerations are not a barrier to skills development. 

Reforms in the tax and benefits system can also help reduce the role of socio-economic 

background on the educational and health outcomes of children. Cash transfers or tax 

rebates targeted at poor households or households with children (such as family or child 

benefits/allowances) can improve the future labour market outcomes of their children. To 

increase their effectiveness, receipt of these benefits can be made conditional on the 

behaviour of beneficiaries with respect to education (e.g. school attendance) and health 

(e.g. medical check-ups), as in the conditional cash transfer (CCTs) programmes 

developed in many emerging economies as well as some advanced economies. To make 

conditional cash transfers work, it is important that they are combined with investments 

in the quality of education and health.  

Enhance upward mobility and career development over the life-course  

More must be done to help youth make a good start in the labour market, avoiding poor 

careers characterised by intermittent spells of low-paid work and unemployment. The 

OECD Action Plan for Youth recommends a set of measures to tackle high youth 

unemployment, including: strengthening the education system and preparing all young 

people for the world of work; encouraging employers to expand work-based and work 

integrated learning programmes (including quality apprenticeships or internship 

programmes); expanding active labour market strategies to enhance employability and 

job opportunities; and removing barriers to stable and rewarding work. Governments 

should also ensure that the cost of hiring youth reflects their productivity through the use 
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of wage-subsidies, the design of non-wage labour costs or a sub-minimum wage. There 

should also be strong incentives for employers to convert temporary contracts into open 

ended ones so that they provide a useful stepping stone into more stable employment 

rather than become a dead end to career progression. 

Workers should also be provided with opportunities to develop, maintain and upgrade 

their skills at all ages to reduce the risk of becoming trapped in low-quality jobs and 

joblessness, as well as to be able to respond to the rapidly changing demand for skills in 

existing and new jobs. While there are significant benefits from investing in adult 

learning for firms and individuals, there are various reasons why such investments tend to 

be sub-optimal in practice in many countries – particularly among the low-skilled and the 

disadvantaged, as well as in small and medium-sized enterprises. The lowest skilled are 

only a third as likely as the highest skilled to participate in adult education and training in 

most OECD countries. Governments at the national and the local levels, therefore, play a 

critical role in helping individuals and firms overcome these barriers. Specifically, 

policies should focus on: i) increasing and promoting the benefits of adult learning 

(e.g. by strengthening the recognition of acquired skills during the working life and not 

just those during the training programme); ii) helping individuals and firms overcome any 

financial constraints they might face (e.g. by offering co-financing arrangements) as well 

as non-financial constraints (e.g. through flexible provision); iii) helping individuals 

make good vocational education and training choices by providing high-quality 

information, advice and guidance; and iv) fostering stronger business-education 

partnerships which ensure that training programmes are well aligned with the needs of 

employers. Such efforts should focus in particular on the least-skilled as well as SME’s. 

The social partners also have an important role to play in fostering greater participation in 

training of under-represented groups. 

Good working conditions are essential for long, productive and healthy working lives. 

Working conditions must not impinge negatively on workers’ health, and work 

organisation should adapt to workers’ strengths and needs, making the most of a diverse 

workforce, including age and gender diversity (see Box 4.2). For example, this means 

taking into account how specific obligations in terms of family commitments vary across 

working lives and individual situations, and individual differences across workers in 

terms of maturity, experience and aptitude to carry out more physically and mentally 

demanding work. A working environment that is conducive to career development, 

work-life balance and good physical and mental health will help avoid that difficulties 

cumulate over the working life. Indeed, health problems and the difficulty of combining 

work and family life are among the main reasons for withdrawing from the labour force, 

especially for older workers and women. While working conditions and work 

organisation are primarily determined by employers, often together with trade unions or 

other forms of worker representation, policies and institutions can provide employers 

with incentives and tools to improve them.  
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Box 4.2. Reducing gender inequalities in the labour market 

Gender inequality is not only bad for labour market inclusiveness, it also harms economic 

performance. OECD analysis has shown that if the proportion of households with a 

working woman had remained at around 1990 levels, income inequality on average in the 

OECD – measured in terms of the Gini coefficient – would have been almost 

1 percentage point higher than it is now. Similarly, if the share of women working 

full-time and the gender pay gap had remained constant at their 1990 levels, this would 

have added another percentage point to income inequality. Enhanced educational 

outcomes for women, increased female labour force participation, and improved 

opportunities for career development for women also contribute to better economic 

performance and higher living standards. Despite significant progress, important gender 

gaps remain. As emphasised by the Recommendation of the Council on Gender Equality 

in Public Life (OECD, 2015[2]), Recommendation of the Council on Gender Equality in 

Education, Employment and Entrepreneurship (OECD, 2013[3]), countries must step up 

their efforts to ensure that public policy truly reflects inclusive labour markets in which 

both men and women can reach their full potential.  

 Gender stereotyping needs to be addressed in educational choices at school from a 

young age since it has important implications for education and career choice of 

girls. As a result, girls are still much less likely to study in STEM areas (science, 

technology, engineering and mathematics) and women are less likely to be 

employed in, typically high-paid, occupations using STEM skills. Career 

guidance initiatives and information campaigns to promote gender equality in 

STEM areas should focus on parents, teachers and students.  

 Measures supporting the reconciliation of work and family life are critical for men 

and women to participate in the labour market on an equal footing. The difficulty 

of combining work and family responsibilities very often results in women 

working part-time or dropping out of the labour force altogether. Policies that can 

help parents with young children include parental leave, childcare, 

out-of-school-hours care and flexible working arrangements. A better sharing of 

parental care can be achieved by instituting leave arrangements for the exclusive 

use of fathers, or provide “bonus” months when couples share leave entitlements.  

 While working part-time facilitates the combination of work and family 

responsibilities, it can come at a cost to long-term career and earnings prospects. 

This also contributes to the glass ceiling that women face in getting through to the 

top of their professions. To increase women’s representation in decision-making 

positions, countries have introduced mandatory quotas, target-setting, disclosure 

initiatives and monitoring processes. 

 Female entrepreneurship can be promoted by reducing gender gaps in access to 

finance and entrepreneurial skills and networks and skills through, for example, 

entrepreneurship training, coaching and mentoring programmes. 

 Gender gaps in labour market performance tend to be larger in most emerging 

economies than in the OECD average. In these countries, additional policy 

challenges for reducing gender gaps in labour market performance are closing 

remaining gaps in education, facilitating access to credit for women, fighting 

labour market discrimination and curbing informal employment. 
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Promote more equal outcomes without undermining employment and growth 

More equal opportunities lead to more equal outcomes, but more equal outcomes also 

lead to more equal opportunities by levelling the playing field. Indeed, it is the feedback 

effect of inequality in outcomes to inequality in education and health that is driving a 

negative relationship between inequality and economic growth. As a result, there is a 

strong argument for policies that seek to reduce inequality in outcomes directly, provided 

they do not unduly undermine incentives to invest in skills, work and entrepreneurship. 

Apart from the role of education and skills, which already has been discussed above, this 

mainly concerns the tax-benefit system and, to a more limited extent, wage-setting 

policies.  

Appropriately designed wage-setting institutions can be part of a broader strategy 

to reduce poverty and labour market exclusion  

Wage-setting policies in the form of statutory minimum wages or collective wage 

bargaining reduce wage inequality, but their effectiveness in reducing poverty is likely to 

be modest. While in-work poverty is associated with low wage levels, a substantial 

number of minimum-wage workers live in households with incomes above the poverty 

line and a number of poor people have earnings above the minimum wage but live in 

relatively large households without other earners. However, a moderate minimum wage 

can help to enhance the effectiveness of in-work benefits, designed to tackle low in-work 

incomes. Collective wage bargaining potentially affects a greater number of low-wage 

workers at risk of poverty, but also tends to have a greater impact on workers in 

households with incomes above the poverty line, especially in the context of a statutory 

minimum wage. Moreover, if not well designed, there is a risk that the benefits of 

reducing in-work poverty as a result of statutory or collectively agreed minimum wages 

are offset by greater poverty among jobless households when they reduce the 

employment prospects of low-productivity workers. The main features of well-designed 

minimum wage policies and collective bargaining systems are discussed in the context of 

creating high-quality jobs above.  

Redistribution through the tax-benefit system is crucial for limiting financial 

hardship  

Redistribution through the tax-benefit system can play a crucial role in making labour 

markets more inclusive by ensuring that the gains from economic growth are broadly 

shared in the population, including among families with low incomes. Most of its 

redistributive effect reflects the role of cash transfers – accounting for around two thirds 

on average across OECD countries – with progressive taxation accounting for the 

remaining part. Redistribution also takes place through the provision of public services, 

notably in the form of education and health. Efforts to strengthen the scope and 

effectiveness of redistribution should bear in mind possible adverse effects on work 

incentives, particularly among low-income families. The design of such policies is key 

for their effectiveness in reducing inequality and overcoming trade-offs with employment 

and economic growth.  

At the lower end of the income spectrum, government transfers have an important role to 

play in lifting low-income households from financial hardship, but they need to be paired 

with measures to promote self-sufficiency and prevent long-term benefit dependency. 

Even in the context of constant budgets, policies to address growing inequality could be 

made more efficient, for example by making greater use of in-work relative to 



82 │ 4. POLICIES AND INSTITUTIONS TO ENHANCE LABOUR MARKET PERFORMANCE 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

out-of-work benefits to encourage people to take up paid work and give additional 

income support to low-income households. Unemployment insurance can also contribute 

significantly to redistribution since the risk of unemployment tends to be highly 

concentrated at the bottom of the wage distribution. Increasing the coverage of 

unemployment insurance is a promising avenue for promoting labour market security and 

inclusiveness, provided it is carried out together with the rigorous enforcement of a 

“mutual-obligations” framework to preserve work incentives. This is especially important 

for non-standard workers who may not be eligible for unemployment benefits and the 

long-term unemployed who have exhausted the maximum duration of their benefit 

entitlements. 

There is also scope to strengthen the role of taxation for redistribution to ensure that 

everyone contributes a fair share, especially those at the top end of the income 

distribution. Over the past decades, incomes of top earners have risen much faster than 

those of other earners in most OECD countries while effective marginal tax rates on high 

incomes have remained stable or declined. Governments therefore should ensure that 

wealthier individuals contribute their fair share of the tax revenue, including by 

improving tax compliance, scaling back tax deductions and reassessing the role of 

property and inheritance taxes, while taking account of the impact of possible reform 

options on incentives for work, effort and skills development. A particular effort should 

be made to ensure that profits of companies, in particular multinationals, are taxed where 

revenues are generated (OECD, 2017[4]).  

Reduce spatial inequalities and support lagging regions  

Large regional labour market and income divides in many OECD countries and emerging 

economies can partly be addressed by promoting growth and competitiveness in lagging 

regions. At a minimum, this requires that high-quality public services, including public 

education, public health, public transport and public employment services, are maintained 

in lagging regions. However, unlocking these regions’ growth potential may in some 

cases require additional public investments in education, transport and infrastructure that 

could – if well designed – strengthen a region’s competitiveness and facilitate the 

diffusion of innovation and good practices across regions, industries and firms. Policies 

may also be needed to provide special support to firm and job creation in regions hit by 

technology or trade shocks, including by adequate innovation support, improving access 

to finance and supporting well-designed business incubators.  

But preventing lagging regions from falling behind further also requires specific policies 

to help displaced workers and disadvantaged groups. While trade liberalisation and 

technological progress bring important benefits to countries, some regions can be hard hit 

because of their industrial structure. Place-based employment and social policies should 

tackle the social problems associated with the local concentration of unemployment, 

social exclusion and poverty through: the provision of easily accessible anti-poverty 

programmes; the establishment of community centres and the use of urban regeneration 

projects; and retraining, work experience or entrepreneurship programmes that help 

displaced workers move into new activities or towards other regions with suitable job 

opportunities. Some regions may need to raise specific support for linguistic minorities 

and promote the acquisition of new skills and trades for indigenous people whose 

traditional ways for maintaining their livelihoods are being eroded in an increasingly 

modern and interconnected world.  
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Addressing the needs of lagging regions requires a good coordination between national, 

regional and local policies. Sub-national governments play an important role in the 

selection of public investment projects, the development of local infrastructure and the 

design of regional education, employment and social policies. But all levels of 

government, including the central government, should work together in a coordinated 

way to effectively promote regional development. Given the limited capacity of lagging 

regions to collect taxes to finance basic public services and the need for additional 

measures to support workers in lagging regions, some degree of inter-regional fiscal 

redistribution is required. A coordinated approach should also involve efforts to enhance 

the capacity of regional and local governments to effectively administer and implement 

large-scale investment projects, education and employment programmes.  

Specific policies are needed to ensure that underrepresented and disadvantaged 

groups are not left behind  

Policy should also ensure that groups at greater risk of labour market disadvantage are not 

excluded. A number of groups are fully integrated in the labour market and do not equally 

share the benefits of economic growth. For example, in OECD countries, the employment 

rate of people with disabilities is on average 44% lower than that of prime-age men. Also, 

the low-income rate in households with a migrant head is 21% higher than in the average 

household. And mothers in couples with young children are often not in work or working 

as secondary earners, bringing home less than 30% of household earnings in many 

countries. 

Supporting disadvantaged groups requires, in some cases, adapting policy interventions to 

their specific needs and employment barriers, which often are quite heterogeneous not 

only between groups but also within groups. For example, increasing the integration of 

women with caring responsibilities requires encouraging men to take care leave, 

increasing access to affordable child-care, and enhancing the availability of flexible 

working arrangements (see Box 4.2), as well as removing fiscal disincentives to work for 

second earners. However, in the case of sole parents, a comprehensive activation strategy 

should be put in place by promoting a mutual-obligations framework in which 

employment and childcare support (including out-of-school support) are combined with 

work and effective job-search effort. Childcare support should be designed to ensure that 

work pays once taxes, transfers and childcare costs are taken into account, without 

heightening the risk of poverty. Similarly, a more inclusive labour market policy for 

migrants implies tackling discrimination, ensuring equal access to active labour market 

policies, assessing and recognising qualifications and skills acquired abroad as well as 

providing migrants with specific training opportunities corresponding to their needs, 

including language courses. In the case of migrant mothers with children, however, equal 

access to childcare and social services (which includes effective provision of information 

on these services) plays a paramount role. And fostering the inclusion of people with 

disabilities requires organising disability policy around removing each person’s specific 

barrier(s) to his/her employability and making the incentives of all actors involved – 

sickness and disability benefit recipients, employers, authorities, service providers and 

medical professionals – consistent with this strategy. 

Entrepreneurship policies can also play a role in opening up opportunities for 

disadvantaged groups. Entrepreneurship policies should therefore be designed so as to be 

inclusive and ensure that everyone, including disadvantaged groups, have opportunities to 

start up and operate a business or be self-employed. This requires policy measures that 

are tailored to the specific challenges faced by the different disadvantaged groups, 
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possibly bundled into packages to allow addressing all barriers simultaneously, and that 

rely on specialist agencies to ensure policy effectiveness. Key policies to promote and 

support inclusive entrepreneurship include entrepreneurship training, coaching and 

mentoring, facilitating access to finance, and building entrepreneurial networks.  

4.3. Fostering resilient and adaptable labour markets for the future of work 

Economies and labour markets are in a constant state of flux, which reflects the creative 

destruction process inherent to well-functioning market economies as well as swings in 

the business cycle. Creative destruction involves the efficient reallocation of labour and 

capital to their most productive uses, which supports aggregate productivity, higher 

wages and better job quality. Policies can support the adaptability of labour markets by 

promoting efficient reallocation, which becomes particularly important when economies 

are subject to longer-term secular changes, such as technological progress, globalisation 

and demographic change. Policies, especially a sound macroeconomic policy framework, 

can also make economies more resilient to large swings in the business cycle 

(i.e. promote the ability to limit fluctuations in employment or unemployment and to 

quickly rebound in the wake of aggregate shocks). Beyond efficient reallocation and 

sound macroeconomic policies, resilience and adaptability also require an additional set 

of policies in the areas of skills, social protection, activation and social dialogue to 

maintain, if not enhance, labour market performance in the face of changing economic 

conditions. Such policies not only help improve labour reallocation, which boosts 

productivity and avoids the individual and social losses associated with prolonged 

unemployment, but also promote other objectives in their own right, such as job quality 

and labour market inclusiveness. Having the right combination of policies in place will be 

particularly important for shaping the future of work, ensuring that potential threats 

arising from secular trends are turned into opportunities, and that opportunities are shared 

fairly among all actors in society.  

Macro-economic and structural policies and institutions can strengthen labour 

market resilience and enhance long-term labour market performance 

The Great Recession of 2008-09 and the slow pace of the subsequent recovery in many 

countries have highlighted that large economic downturns can have long-lasting negative 

economic and social effects. Public policies that enhance labour market resilience, i.e. an 

economy’s capacity to limit fluctuations in employment and to quickly rebound in the 

wake of aggregate shocks, are key not only to limit the short-term social cost of economic 

downturns but also to support labour market and economic performance in the 

medium- to long-term. In particular, public policies can reduce the degree to which 

increases in cyclical unemployment translate into structural unemployment, lower labour 

force participation and lower wage and productivity growth. 

Macroeconomic policies play an important role in stabilising the labour market and 

preventing hysteresis in the wake of aggregate shocks. Monetary policy can be deployed 

rapidly and may have immediate effects on the real interest rate and aggregate demand by 

affecting inflation expectations. Even when interest rates cannot be reduced further 

during large economic downturns, monetary easing can be provided by unconventional 

measures and should be accompanied by a forceful fiscal policy response. Allowing 

automatic stabilisers to operate freely and complementing them by discretionary 

measures – preferably with a focus on high-quality public investment that crowds in 

private investment and raises the long-term growth potential of the economy – during 
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deep economic downturns is crucial in this respect. The evidence indicates that fiscal 

policy is particularly effective during economic downturns and when initial levels of 

public debt are low. This suggests that adverse effects on fiscal sustainability of an 

effective forceful fiscal policy response during economic downturns may be limited, 

especially when sufficient fiscal space is built up during economic upturns. Keeping 

public debt at prudent levels during good times and building sufficient flexibility into 

fiscal rules is crucial in this respect. 

Labour market policies need to be sufficiently responsive to changes in the need for 

public support. Having a system of adequate income support for the unemployed coupled 

with an effective activation strategy even before an economic downturn occurs is key. 

However, in countries where the maximum duration of unemployment benefits is low and 

unemployed workers have limited access to second-tier benefits (e.g. social assistance), 

there may be a case for temporarily extending their maximum duration during a 

recession. Moreover, resources for active labour market policies need to respond 

sufficiently strongly to cyclical increases in unemployment to promote a rapid return to 

work and preserve the mutual-obligations ethos of activation regimes. This would also 

strengthen automatic fiscal stabilisers. A major challenge in this context is to scale up 

capacity quickly, while maintaining service quality. Another is to maintain effectiveness 

in a context where the number of job opportunities is depressed. This may require 

temporarily shifting the emphasis of activation from work-first to train-first, in particular 

for hard-to-place jobseekers.  

Short-time work schemes can promote resilience by preserving vulnerable jobs that are 

viable in the long-term. Short-time work schemes have played an important role in 

limiting job losses during the Great Recession in a number of OECD countries. To ensure 

that short-time work schemes are operational before job losses materialise, it is desirable 

to establish them during normal times so that they can rapidly be activated and scaled up 

at the start of recessions. However, short-time work schemes should be kept small or 

dormant during normal times as they risk undermining the efficient reallocation of 

resources across firms, and hence productivity growth. Factors that can help ensure that 

take-up does not persist for too long in a recovery are to require firms to participate in the 

cost of these schemes and limit their maximum duration.  

Structural labour market policies and institutions that do not vary over the course of the 

business cycle also affect labour market resilience. Employment protection provisions for 

regular workers, if set at an adequate level, can promote labour market resilience by 

preserving job matches that are at risk of being suppressed but are viable in the medium 

term. However, excessively strict employment protection risks becoming counter-

productive by increasing incentives for the use of temporary contracts in good times that 

are also more easy to terminate in a downturn, thereby amplifying job cuts in the wake of 

economic downturns, and slowing the creation of jobs associated with regular contracts in 

a recovery. Well-designed collective bargaining systems are also found to promote labour 

market resilience by facilitating adjustments in wages and working time. This can be 

achieved through the effective coordination of bargaining outcomes across firms and 

industries and by allowing for sufficient flexibility at the firm level to align wages with 

productivity, including through the use of opt-out clauses in the case of economic 

hardship.  

Labour market and macroeconomic policies that promote labour market resilience may 

also have beneficial effects for long-run growth, employment performance and 

inclusiveness. Stabilising labour market outcomes during large economic downturns not 
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only reduces the social cost of economic downturns, but also reduces the risk that 

transitory increases in unemployment translate into structural increases in unemployment 

and structural declines in labour force participation. Moreover, the benefits of higher 

labour market resilience are likely to accrue disproportionately to the most vulnerable 

workers, including youth, those at risk of long-term unemployment and workers with 

temporary contracts. 

Rapid structural change places a premium on efficient labour re-allocation and 

on measures to help displaced workers back into work quickly 

Globalisation, technological progress and demographic change are having a profound 

impact on both labour demand and supply – creating new jobs in emerging areas and 

destroying some in declining ones. These trends are also changing the nature of jobs, the 

way they are being carried out, and by whom. Thus, labour markets will need to be 

adaptable to turn the potential threats posed by these trends into opportunities and ensure 

that productivity gains are passed on to workers while limiting the risk of technological 

unemployment, a deterioration in job quality, increases in skills mismatches, and the rise 

of long-term inequalities. 

Adapting to globalisation, technological progress and demographic change will require 

more than ever policies that promote the efficient redeployment of workers from 

low-performing to higher-performing businesses, industries and regions – while also 

helping lagging regions to catch up. These include labour and product market policies 

that do not constrain the entry and exit of firms and the mobility of workers across 

businesses and regions. If flexible forms of work, and particularly those associated with 

the platform economy, experience a rapid expansion, ensuring the portability of accrued 

rights and protections for all forms of work becomes particularly important to avoid that 

the loss of accrued rights becomes a barrier to job mobility. Housing policies could 

further promote geographical mobility of workers to help people move to the regions 

where the best jobs are available. This could be achieved by making the allocation of 

public housing more responsive to the needs of people moving from areas in decline and 

reducing constraints on the development of private rental markets. Reducing transaction 

costs – including by raising competition among intermediaries –would also help to 

support the mobility of home owners, especially in countries where the share of 

homeownership is high. Providing unemployed workers with subsidies to cover the costs 

of relocating can be a cost-effective way to enhance labour mobility and help displaced 

workers back into employment. In some countries, occupational licensing has acted as a 

barrier to mobility, without clear benefits in terms of better service quality, consumer 

health or safety. Such licensing should be used judiciously and standards should be 

harmonised across regions as much as possible. More generally, the mobility of workers 

across firms, industries and regions should be accompanied by effective skills policies, 

adequate social protection and constructive social dialogue.  

Adaptability also requires targeted policies that help displaced workers get back to work 

quickly. Standard activation policies may not be sufficient to help displaced workers back 

into work quickly. Intervening early is particularly important, since it has been found to 

be the most cost-effective way to provide support to displaced workers. New OECD 

analysis highlights the importance of rules that require advance notice of redundancy 

(Chapter 14). This allows the affected workers and relevant labour market authorities to 

start early in preparing for a smooth adjustment. In some countries, this may require a 

shift in workers’ protection from severance pay to advance notice to prevent the lack of 

advance notice from becoming an obstacle to job reallocation. While many displaced 
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workers may not need much additional help apart from being rapidly oriented/motivated 

towards active jobs search, some will be at risk of long-term unemployment and benefit 

exhaustion. Profiling tools are therefore needed to identify those workers early and target 

dedicated support at them – thereby avoiding that unnecessarily intensive (and expensive) 

special assistance services are provided to jobseekers not needing them. Systematic early 

needs assessments are particularly helpful, especially when the outcome is formalised in 

an individual action plan that can lead to early intervention when specific barriers to 

re-employment have been identified. It is also important that services are available to all 

displaced workers, and not just those affected by collective dismissal in large firms.  

Non-standard forms of work contribute to the adaptability of labour markets, 

but also raise concerns about job quality 

In all advanced and emerging economies, different types of non-standard forms of work 

(temporary and self-employment) already coexist with more traditional permanent 

contracts. In addition, technological advances are promoting the emergence of new forms 

of work such as “crowd work”, “gig work”, and other forms of on-demand, independent 

jobs which, despite currently representing only a small share of employment, may expand 

significantly in the near future.  

Non-standard forms of work can help labour markets be more adaptable but, in some 

cases, also raise concerns about job quality. Non-standard forms of work can offer an 

important source of flexibility for both workers and employers, which enhances the 

development of new business models, innovation and productivity. They may also 

facilitate the labour market integration of under-represented groups (and therefore 

promote inclusiveness) by helping individuals overcome barriers to participation. In some 

cases, they can promote a better work-life balance. For many individuals, non-standard 

employment is therefore a choice. However, labour market outcomes vary greatly across 

workers in non-standard jobs, in particular in terms of pay, job security and social 

protection. In addition, workers may be less likely to be covered by collective bargaining 

arrangements and/or some labour regulation, and may not be eligible for labour market 

programmes and support. They may also get low pay, receive less training and suffer 

more job strain. Given that certain population groups are over-represented in 

non-standard forms of work (typically women, youth, the least-skilled and workers in 

small firms as well as migrants), such forms of work risk generating a source of 

inequality in access to good jobs (with some groups confined to less attractive types of 

work) resulting in labour market segmentation. Concerns about low job quality and 

labour market segmentation are more prevalent when non-standard work is involuntary 

and results from a weak position in the labour market.  

The challenge for governments is to accompany innovation in the creation and use of 

non-standard employment arrangements while avoiding abuse, creating a level playing 

field between companies, and providing adequate protection for all workers. Differences 

in tax and regulatory treatment between standard employees and those in other forms of 

employment can promote inefficient arbitrage, with employers and workers choosing 

non-standard contracts solely to circumvent taxes and regulations on regular contracts. 

Such arbitrage may be exacerbated by regulatory gaps and ambiguities that result in the 

“misclassification” of workers. Not only does this unfairly transfer risks and costs from 

employers onto workers, but it also distorts competition. Businesses should succeed and 

expand on the basis of their superior technology, efficiency and/or quality of service, and 

not because of regulatory arbitrage. Governments therefore need to reduce differences in 

treatment across different forms of work, remove loopholes and ambiguity in regulation, 
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and ensure effective enforcement of existing regulation (including the use of appropriate 

penalties where necessary) – while preserving those flexibility-enhancing features of 

alternative employment arrangements that are beneficial for individuals and employers. 

Governments should also endeavour to provide adequate protection for all workers. In the 

area of social protection, and depending upon circumstances, this may require: adapting 

or extending existing social insurance schemes to cover previously excluded categories of 

workers; complementing social insurance with non-contributory schemes; implementing 

minimum floors for social benefits; and/or making social protection portable (i.e. linking 

entitlements to individuals rather than jobs). But governments should also try and extend 

other forms of protection to non-standard workers, including: the minimum wage (to 

protect against low-pay); and protection from arbitrary dismissal, discrimination, and 

health and safety risks, among others. Finally, while employers and workers themselves 

will have to find ways to reconcile flexibility with protection through collective 

bargaining, governments can help promote an environment conducive to constructive 

dialogue. This includes putting in place a legal framework that facilitates the adaptation 

of social partnerships to give a voice to workers in non-standard forms of work. These 

issues are likely to become more important as on-demand work expands. 

The challenges posed by the future of work may require a more fundamental 

shake-up of labour market, skills and social policies, rather than just 

incremental changes to the systems in place.  

Job losses associated with previous episodes of major technological upheaval have tended 

to be short-lived and have, in the long-term, made room for the creation of more 

productive and rewarding jobs. However, the expected speed and breadth of the changes 

occurring in the labour market, as well as evidence from a number of OECD countries 

that productivity gains are no longer broadly shared with workers, have raised concerns 

that this time might be different. If this is the case, then tinkering with existing systems 

may not offer an answer to the skills, labour market and social challenges of the future, 

and a more fundamental paradigm shift may be required. In fact, some challenges are 

already evident in the available data, and will require immediate action. For example, 

many non-standard workers have no access to old age, accident, unemployment or health 

insurance. A majority of individuals lack the basic digital skills to function in a 

technology-rich work environment. The number of workers who are member of trade 

unions has declined dramatically in several countries making it more difficult for 

collective bargaining to be effective. At the same time, labour markets are polarising and 

inequality is at its highest level for the past half century. Other challenges lie further 

ahead and the implications for policy remain uncertain. This means that labour market 

policy needs to be forward-looking and have a certain agility to allow for learning, 

experimentation and adaptation. Learning from other countries becomes particularly 

important in this context, as some may be better prepared for the changes that lie ahead 

than others.  

Social protection systems will need to be extended and adapted, but a more fundamental 

re-think may be required. While many countries are already struggling to provide 

adequate social protection for workers on non-standard work contracts, the advent of the 

platform economy is adding to these difficulties as an increasing number of workers only 

work occasionally and/or have multiple jobs and income sources, with frequent 

transitions between dependent employment, self-employment and work-free periods. 

Many of them do not even have worker status. These new ways of working are therefore 

bringing additional challenges for existing social security systems, which are often still 
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largely predicated on the assumption of a full-time, regular, open-ended contract with a 

single employer. As a result, some workers risk falling through the cracks – although the 

scale of the problem that lies ahead is difficult to predict at this stage. In some cases, 

employment regulation will need to be clarified or adapted to take into account new 

forms of employment. At the same time, tax and benefit systems themselves would need 

to be extended and or adapted to the new forms of work so that all workers are provided 

with a minimum form of protection. Portability of social security entitlements should be 

promoted where this is not already the case to prevent the loss of benefit entitlements 

when workers move between jobs. And governments may also need to expand the role of 

non-contributory schemes. Several countries are experimenting with various forms of 

basic income schemes that, besides being simple, have the advantage of not leaving 

anyone without support. However, an unconditional payment to everyone at meaningful 

but fiscally sustainable levels would require tax hikes as well as reductions in existing 

(often targeted) benefits, and would often not be an effective tool for reducing poverty. In 

addition, some disadvantaged groups would lose out when existing benefits are replaced 

by a basic income, illustrating the downsides of social protection without any form of 

targeting at all.  

Extending social protection should go hand in hand with measures that strengthen 

activation frameworks. The new forms of work that are emerging may hinder the ability 

of countries to enforce the principle of mutual obligations given that monitoring work 

activity may become more difficult. Activation strategies more generally might be 

weakened if a growing share of the unemployed are no longer eligible for unemployment 

benefits and will therefore slip under the radar of the authorities. In many ways, this 

parallels the challenges that many emerging economies already encounter due to the 

existence of large informal sectors, and more advanced countries may therefore have 

much to learn from the experience of emerging ones. One particular area where emerging 

economies have taken the lead is in establishing job guarantees – i.e. the promise of a job 

to anyone willing and able to work at some minimum wage rate. Compared to basic 

income schemes, job guarantees fit better with the principle of “mutual obligations”, 

whereby society’s responsibility to support those in need is matched by the individual’s 

duty to contribute something in return. Job guarantees also have the advantage over basic 

income schemes that they go beyond the provision of income and, by providing a job, 

help individuals to (re)connect with the labour market, build self-esteem, as well as 

develop skills and competencies. By establishing and maintaining a buffer of employed 

workers (which would grow during recessions and shrink during booms), a job guarantee 

would also contribute to labour market resilience. In more advanced economies, however, 

past experience with public sector employment programmes has shown that they have 

negligible effects on the post-programme outcomes of participants, and therefore are best 

considered as a form of income-support rather than a policy to promote self-sufficiency.  

The future of work could also raise important challenges for existing labour market 

regulation, including employment protection legislation, minimum wage laws, working 

time regulations and regulations to safeguard occupational health and safety. A rise of 

non-standard work would be accompanied by a reduction in job security for many 

workers as they would not be protected by the standard rules for hiring and firing that 

have been defined for open-ended contracts. Oftentimes, less strict rules would apply 

(e.g. in cases of temporary employment, temporary work agency work or dependent 

self-employment) while in others, workers would be excluded from employment 

protection legislation altogether (e.g. the self-employed). For some of the emerging new 

forms of work, it is not even clear what the status of workers is, who the employer is, and 
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what rules should apply to them. It will therefore be critical that countries examine their 

legal framework to determine whether it needs to be updated and/or adjusted in order to 

provide some form of minimum employment protection for all workers. The usefulness of 

minimum wage policy might also be challenged in the future world of work. Existing 

minimum wage legislation may not be applicable to many of the new forms of 

employment where workers become independent contractors, work for multiple clients 

and are often paid on a piece-rate basis. Countries also face policy challenges with 

regards to regulations that seek to improve workplace safety and health. New forms of 

employment, particularly crowd sourcing, tend to transfer responsibilities for 

occupational health and safety away from the employer and into the hands of individual 

workers, who often lack the training or resources to take appropriate measures to ensure 

that working conditions and the working environment are safe. Sometimes, strong 

competition between workers may result in corners being cut and unnecessary risks being 

taken while, at the same time, labour inspectorates are often not adequately prepared to 

deal with these new forms of employment. Regulations may therefore need to be 

adapted/clarified, and monitoring and control mechanisms strengthened and improved. 

An increase in non-standard forms of employment would also present a major challenge 

for collective bargaining systems. The new forms of work add to the challenge of 

organising worker voice since individuals are increasingly working alone, separated by 

geography, language and legal status. In some cases, there are also important regulatory 

challenges to overcome. For example, in some countries, it is illegal for independent 

workers to unionise since this would be considered forming a cartel and therefore against 

competition laws. Some innovative solutions are nevertheless emerging: non-standard 

workers are setting up new unions and “traditional” unions are trying to improve the 

coverage of non-standard forms of work. In some cases, companies voluntarily extend the 

terms set in collective agreements for standard workers to non-standard workers and/or 

engage in collective bargaining. What is needed from governments is a favourable 

regulatory environment that allows effective forms of worker representation to emerge so 

that both workers and firms benefit from the flexibility afforded by non-standard forms of 

work. 

Future skills challenges will require a significant upscaling of adult learning opportunities 

as well as the development of new tools for incentivising skills investments. A key 

challenge lies in the fact that large numbers of workers lack the basic digital skills 

required to survive in a technologically-rich work environment. Addressing this challenge 

will require a rapid and massive upscaling of adult learning opportunities. The rise in 

non-standard forms of work further compounds the challenge, since workers in such types 

of employment are less likely to receive training (and, in the case of the self-employed, 

bear responsibility for their own training). Addressing this challenge might require the 

development of new instruments for incentivising investments in training (such as 

personal training accounts, or lifelong training rights) as well as mechanisms to allow the 

portability of training rights between employers. But adjustments may also be needed to 

more traditional financial measures that promote access to learning opportunities, such as 

grants and loans, to make them accessible to adults of all ages; and provision of education 

and training should be made more flexible such that adults can overcome time constraints 

and care responsibilities which act as barriers to participation. More generally, existing 

infrastructures for lifelong learning may not be geared up for the significant changes that 

lie ahead. A key challenge lies in the facts that: i) the majority of workers exposed to 

deep and rapid changes in the labour market has already left initial education; ii) the skills 

of these workers will become obsolete rather quickly as a result of rapid technological 
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change; and iii) they will be required to stay in the labour force for longer. A significant 

upscaling of adult learning may therefore be required. In doing so, countries should fully 

exploit the opportunities presented by new technologies that allow access to courses to be 

scaled up massively at only a fraction of the cost of traditional courses, but care must be 

taken in avoiding marginalising those lacking basic digital skills. 

Conclusions  

To promote more and better-quality jobs and greater access to the labour market for 

under-represented groups, the new Jobs Strategy identifies a whole-of-government action 

around three broad principles:  

Promoting an environment in which high-quality jobs can flourish  

This requires a sound macroeconomic framework, a growth-friendly environment and 

skills evolving in line with market needs. A key new insight is that during sharp 

economic downturns it can be beneficial to channel resources to short-term work 

programmes that seek to preserve vulnerable jobs that are viable in the long term. 

Moreover, it is important to provide a good balance in employment protection for 

workers in different contracts. Liberalising temporary contracts while maintaining high 

levels of employment protection for workers on open-ended contracts can lead to the 

excessive use of the former and low job quality, high levels of inequality and low 

resilience, without clear gains in overall employment. 

Preventing labour market exclusion and protecting individuals against labour 

market risks  

Supporting job seekers for a quick (re)integration in employment remains essential, 

including by unemployment benefit and social assistance schemes that provide high 

coverage with rigorous enforcement of mutual obligations. At the same time, the new 

Jobs Strategy emphasises the importance of addressing problems before they arise by 

promoting equality of opportunities and taking a life-course perspective that prevents the 

accumulation of individual disadvantages that require costly interventions at a later stage. 

This requires ensuring that social background is not a major determinant of success in the 

labour market and investing in life-course policies that promote adult learning, enhance 

work-life balance and reduce the risk of work-related health problems. 

Preparing for future opportunities and challenges in a rapidly changing 

economy and labour market.  

Product and labour market dynamism will be key to deal with rapid economic change. 

However, workers need to be equipped with the right skills in a context where the 

demand for skills is evolving rapidly. Workers also need to remain protected against 

labour market risks in a world where flexible forms of work may increase. This includes 

social protection and labour market regulations but possibly also expanding the role of 

non-contributory schemes, minimum floors to social benefits, and making social 

protection more portable.  

  



92 │ 4. POLICIES AND INSTITUTIONS TO ENHANCE LABOUR MARKET PERFORMANCE 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

Notes

 
1
 In the case of insurance for unemployment, sickness and disability, there may be an argument for 

increasing the financial responsibility of employers for the cost of social protection by 

strengthening the link between employer contributions and expenditures (see “Building secure 

labour markets” below for further details).  

2
 A rigorous “mutual-obligations” framework should as much as possible be applied to any kind of 

benefit, to avoid substitution across benefits with different degree of conditionality. 

3
 For example, by specifying employer obligations with regard to psychosocial risk assessment and 

risk prevention, defining the role of workers’ representatives, providing tools and supports to 

enable employers to adjust the psychosocial work environment. Action is also needed to improve 

management’s responses to workers’ stress and mental health issues – e.g. by providing stress 

prevention and mental health training for managers and other stakeholders while offering toolkits 

and guidelines to line managers on how to deal with health issues when they emerge. 
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Chapter 5.  Implementing reforms 

To provide more concrete support for countries it is important to accompany the general 

policy principles of the new Jobs Strategy with concrete guidance for: i) identifying 

reform priorities and developing country-specific recommendations; ii) building support 

for successful reforms and iii) evaluating the effectiveness of reforms. These issues are 

developed in more detail in Part V of the Volume. 
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Introduction  

This chapter goes beyond the general policy principles of the new OECD Jobs Strategy 

by providing concrete guidance for their implementation and evaluation. More 

specifically, Section 5.1 makes use of the Jobs Strategy dashboard to identify countries 

with the same challenges based on their relative scores for the different dimensions of 

labour market performance and sets out the factors that need to be taken into account 

when developing country-specific recommendations. To assist countries with their 

implementation, Section 5.2 outlines some key elements that can help build support for 

reforms. Section 5.3 briefly discusses the importance of evaluating reforms.  

5.1. Identifying policy priorities and country-specific recommendations 

Developing country-specific recommendations requires identifying policy priorities based 

on labour market performance, while taking account of a country’s specific economic and 

social circumstances and starting point in terms of existing policy and institutional 

settings.  

Identifying policy priorities 

Apart from assessing labour market performance, the OECD Jobs Strategy dashboard can 

also be used to identify policy challenges based on relative performance (a given 

country’s performance on one outcome relative to other outcomes). As discussed in more 

detail in Chapter 17, identifying priorities based on relative performance allows setting 

policy priorities for all countries. Even when a given country tends to perform well or 

poorly across all/most dimensions of the dashboard, it is possible to identify one or 

several outcomes for which performance is weak relative to other outcomes. 

As an illustration, in Figure 5.1 countries are grouped according to their relative 

performance on labour market outcomes (Panel A of the dashboard, job quantity, job 

quality, inclusiveness) and on framework conditions (Panel B, resilience, labour 

productivity growth and skills). For simplicity, one main challenge is chosen for each of 

the two areas. It should be stressed that while this procedure allows establishing 

performance challenges for all countries, there may be large differences in absolute 

performance even among countries sharing the same challenge. For instance, countries 

with job quantity as the main challenge may include countries with below-average 

performance in job quantity as well as countries with above-average performance (if they 

are performing even better on job quality and inclusiveness). 

On average, countries with job quantity as the main challenge also do worse than the 

OECD average in terms of job quality and inclusiveness (Figure 5.1). Countries with 

inclusiveness as the main challenge perform around the OECD average in terms of job 

quantity and job quality, whereas countries with job quality as the main challenge 

typically outperform the OECD average in job quantity and inclusiveness. Regarding the 

performance areas of Panel B, countries with weak relative performance in one area tend 

to outperform the OECD average in other areas. 
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Figure 5.1. Broad performance challenges 

 

Note: The blue triangle indicates the average performance of OECD countries (see Chapter 3, Table 3.1 for 

details on the indicators). The black line indicates the average performance of countries with the same 

performance challenge. All indicators have been standardised and rescaled so that a higher score indicates 

better outcomes. 

Source: Chapter 17. 

StatLink 2 http://dx.doi.org/10.1787/888933881154 

Developing country-specific recommendations 

Once countries have identified their main broad performance challenges, the development 

of specific policy priorities requires taking account of countries’ specific challenges, 

institutional capacity and reform preferences. This acknowledges not only that countries 

differ in terms of their starting points but also that improving labour market performance 

is necessarily a gradual process and one that can take different forms in different 

countries.  

Country-specific policy recommendations should reflect global good practices as well as 

the country’s level of institutional capacity. For example, in emerging economies, where 

the institutional capacity of the state tends to be relatively weak and informal work is 

widespread, providing effective social protection is a major challenge. In these countries, 

a mandatory system of self-insurance based on individual savings accounts for 

unemployment complemented with a small collective component for those without 

sufficient savings may be an appropriate first step to improve coverage and effectiveness 
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of social protection. More generally, where social capital is low and administrative 

capacity lacking, policy action should aim at being particularly simple, transparent and 

easily accountable. Its implementation would require combining further investment in 

civil servants’ skills with the definition of a rigorously-applied code of conduct and the 

setting up of independent bodies for internal control and audit that have enforcement 

powers.  

Policy recommendations may also differ across countries depending on the degree of 

interventionism of social systems. More market-reliant countries may want to place more 

emphasis on measures to prevent labour market exclusion and poverty by promoting 

equality of opportunity – for example, by improving equal access to quality education – 

relative to measures that seek to promote equality of outcomes ex post– for example, by 

enhancing the redistribution role of the tax and benefits system. This allows taking some 

account of reform preferences without calling into question the importance of 

inclusiveness as a policy objective or compromising in terms of policy effectiveness. 

Finally, policy challenges will differ significantly across countries with different 

demographic developments even when performance gaps are similar. Countries with 

rapidly ageing populations may need to prioritise policies promoting working at older age 

and female labour force participation, whereas countries with younger populations may 

need to prioritise initial training and the school-to-work transition. Similarly, in a number 

of countries, the labour market integration of migrants may require specific policies.  

5.2. Implementing reforms  

Broad-based support for welfare-enhancing reforms may be low because their benefits 

often take time to materialise and may not be equally distributed. In most cases, the 

benefits of reforms materialise gradually through firm entry, hiring and productivity 

growth. By contrast, negative effects in terms of job and income losses may be 

immediate. For example, reforms reducing dismissal costs, while encouraging hiring in 

viable jobs in the long-run, would make it convenient to swiftly terminate inefficient 

positions. In some cases, specific groups of workers may lose from the reforms even if 

most people gain. For example, trade liberalisation, while benefiting consumers through 

more and better products at lower prices, often induces downsizing in unskilled-labour 

intensive sectors and regions.  

By combining policy reforms into coherent packages, it is possible to broaden support 

and make reforms more successful. Coherent reform packages can be used to strengthen 

the long-term benefits by exploiting synergies, minimise the short-term costs and foster a 

more equal sharing of long-term gains and short-term burden across a large number of 

stakeholders. This implies that reforms with potential short-term or distributional costs 

could be accompanied by complementary actions in terms of macroeconomic and other 

structural policies. If job losses are concentrated in specific regions, policies at the 

national level need to be coordinated with policies at the regional level to be effective. 

This requires coordination across levels of government and a fiscal system that can 

compensate for revenue shortfalls that regional governments are likely to suffer during 

times of crisis. 

Macroeconomic policy can offset the short-term costs of structural reforms. Monetary 

policy would typically react to a fall in aggregate demand and inflation expectations and 

stabilise the economy. However, room to intervene may be limited when interest rates are 

already very low. Resorting to unconventional monetary policy for prolonged periods of 
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time raises issues of effectiveness, financial stability and possibly an inefficient allocation 

of credit. In such cases, a growth-enhancing fiscal initiative can offset the short-term 

costs of structural reform if there is sufficient fiscal space. Depending on country 

specificities, such an initiative could take the form of an increase in productive public 

investment or a reduction in taxes that are most harmful to economic growth.  

Other structural policies can help minimising short-term costs. The recent experience of 

reforming countries suggests that short-term adverse effects of costly structural reforms 

can be reduced if they are accompanied by changes in collective bargaining, policy 

actions to enhance firm-level flexibility or, in some cases, designing reforms in ways to 

preserve acquired workers’ rights. For example, recent experiences suggest that, in 

countries with national, regional or branch-level collective bargaining, allowing scope for 

individual firms to adapt wages and working conditions to their individual situation can 

limit any short-term job losses resulting from the relaxation of dismissal regulations. 

More flexibility in working conditions and wage setting allows firms to make use of 

variables other than employment when adjusting to the required restructuring. 

Alternatively, more flexible dismissal legislation could be introduced and applied only to 

new hires. There is evidence that such “grandfather clauses” more than offset short-term 

employment costs of reforms of dismissal legislation. 

Sequencing reforms in effective ways – advancing those that are pre-requisite for the 

success of others – can play a key role in ensuring reform success. For example, 

short-term costs of some structural reforms tend to be smaller in countries with an 

effective activation strategy to support jobseekers. Yet, if efficient programmes are not 

already in place, there are limits to how rapidly active labour market policies can be scaled 

up when unemployment rises, since fine-tuning of these institutions typically takes several 

years. This suggests that building up an effective activation strategy should precede reforms 

that likely involve short-term labour market side effects. Similarly, product market and 

employment protection reforms are less costly in the short term when the former precede 

the latter. This is because when barriers to entry are lowered in industries with dominant 

incumbents, the latter react to the reform by reorganising and downsizing to deter entry of 

potential competitors, but this reaction is less likely when dismissals are more costly. On 

the other hand, greater competition and greater entry accelerates the positive effect of 

reforms reducing dismissal costs on hiring, thereby improving the net short-term effects 

induced by such a reform. Last but not least, undertaking reforms when the fiscal position 

is sound makes it easier to accompany them with an expansionary macroeconomic policy 

stance. 

Reforms are most often successful when governments are able to build support for them. 

Evidence suggests that this typically implies: i) winning an electoral mandate for the 

reform; ii) effective communication of the reform rationale and the consequences of 

inaction based on rigorous evidence; and iii) intensive tripartite discussions involving the 

government and the social partners, provided that the government has a strong bargaining 

position and that negotiations take place in a spirit of trust and cooperation. This typically 

occurs in the presence of strong government cohesion and the willingness to exchange 

support for the reforms against action aimed at minimising the short-term and 

distributional costs, including boosting aggregate demand (e.g. by enhancing productive 

public investment) or compensating losers. 
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5.3. Evaluating reforms  

While existing good practices provide evidence-based guidance for action, country 

specificities make each reform unique. For this reason, new policies and programmes 

need to be assessed regularly and rigorously and inefficient ones need to be swiftly 

adjusted or terminated. This requires investing in data collection to allow monitoring 

programme participation and the outcomes of firms and workers over time, including by 

mobilising administrative data in a way that respects confidentiality. It also requires 

building evaluation mechanisms into the design of policy reforms. In particular, 

small-scale experimentation of new measures – where possible based on a random-

assignment design – before implementing them on a large scale could represent an 

effective tool to avoid mistakes and/or build up the evidence base required to win 

consensus.  

Conclusions 

This chapter has provided some general guidelines for the implementation of the new 

OECD Jobs Strategy and the evaluation of reforms, all of which are developed in more 

detail in Part V of the Volume. In particular, it has explained how policy challenges can 

be identified using the new Jobs Strategy dashboard based on relative performance. 

However, specific policy recommendations need to take account of the challenges faced 

by individual countries, the means available and national reform preferences. Policy 

measures may also vary with the degree of intervention of social systems and 

demographic developments.  

The chapter also found that reforms are more successful if they benefit from broad 

support and identified key elements that can help build such support. These include 

combining policy reforms into coherent packages, which exploit synergies, minimise the 

short-term costs and foster a more equal sharing of the long-term gains and short-term 

burden across a large number of stakeholders. An effective sequencing of reforms, a clear 

electoral mandate for policies, the effective communication of their rationale and of the 

consequences of inaction, as well as constructive negotiations with stakeholders are 

further vital ingredients for successful reforms. 

Reforms should be evaluated rigorously, so that inefficient policies can be swiftly 

adjusted or ended. Investments in data collection and building evaluation mechanisms 

into programmes are essential to monitor their success. It can also be useful to test new 

measures on a small scale before implementing them more widely.
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Chapter 6.  Detailed policy recommendations 

This chapter contains the detailed policy recommendations of the new OECD Jobs 

Strategy. These policy recommendations are organised around three broad principles: 

i) promote an environment in which high-quality jobs can flourish; ii) prevent labour 

market exclusion and protect individuals against labour market risks; and iii) prepare for 

future opportunities and challenges in a rapidly changing labour market. The chapter 

ends with recommendations on the implementation of reforms, in order to provide 

countries guidance in building stronger and more inclusive labour markets. 
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Introduction 

This chapter presents the detailed policy recommendations of the new OECD Jobs 

Strategy. These policy recommendations are a key pillar of the OECD Inclusive Growth 

Initiative. 

The detailed policy recommendations are organised around three broad principles: i) 

promote an environment in which high-quality jobs can flourish; ii) prevent labour 

market exclusion and protect individuals against labour market risks; and iii) prepare for 

future opportunities and challenges in a rapidly changing labour market. To further assist 

countries in building stronger and more inclusive labour markets, the chapter also 

includes recommendations on the implementation of reforms.  

In the implementation of the new Jobs Strategy, it will be important to exploit synergies 

among different policy areas and ensure consistency with the OECD Going for Growth 

recommendations, the OECD Skills Strategy, the OECD Innovation Strategy and the 

OECD Green Growth Strategy. Thus, a whole-of-government approach is necessary. 

A. Promote an environment in which high-quality jobs can flourish  

1. Implement a sound macroeconomic policy framework that ensures price 

stability and fiscal sustainability while allowing for an effective counter-cyclical 

monetary and fiscal policy response during economic downturns 

 Monetary policy should pursue medium-term price stability by reacting to both 

inflationary and dis-inflationary shocks and aim to stabilise economic activity, 

including through non-conventional measures when interest rates cannot be 

lowered further during large economic downturns. 

 Automatic fiscal stabilisers should be allowed to fully operate, possibly supported 

by additional discretionary measures in response to particularly large economic 

shocks. Discretionary increases in public investment, including well-designed 

infrastructure projects and maintenance of the existing capital stock, can be 

particularly effective in containing unemployment pressure during prolonged 

economic downturns.  

 The use of fiscal policy for macroeconomic stabilisation is particularly effective 

when monetary policy is over-burdened and where monetary policy cannot be 

used for this purpose. 

 A sound fiscal policy framework should create sufficient fiscal space during 

upturns to allow for a stabilising fiscal policy response during downturns, 

including in the form of increased public investment and spending on labour 

market programmes. 

2. Promote growth and quality job creation by removing barriers to the creation 

and growth of new businesses, the restructuring or exit of underperforming 

ones, and by creating an entrepreneurship-friendly environment 

 Promote business dynamism and competition in both manufacturing and 

especially services to revive productivity growth, by implementing labour market 

and other policies that facilitate entry of new firms, reallocation of workers 
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towards the most productive firms and the restructuring or orderly exit of the 

weakly productive ones. 

 Create an entrepreneurship-friendly environment to raise investment, innovation 

and job creation by raising the efficiency of tax systems; providing a sound legal 

and judicial infrastructure; enhancing the robustness of financial markets that 

serve the real economy; continuing efforts to strengthen the rule of law and fight 

corruption; and by improving the governance of state-owned enterprises. 

3. Ensure that employment protection legislation yields dismissal costs which 

are predictable, balanced across contract types and not overly restrictive, while 

protecting workers against possible abuses and limiting excessive turnover.  

 Reduce differences, and to the extent possible, equalise advance notice, ordinary 

severance pay and layoff taxes across types of contract, but keeping them at a 

level that does not hinder efficient labour reallocation.  

 Clarify the conditions that firms are expected to meet to dismiss workers on open-

ended contracts for economic reasons and make worker compensation predictable. 

The latter may be achieved by adopting a comprehensive definition of fair 

economic dismissal while setting different notice periods and ordinary severance 

pay depending on the reason. 

 In the case of dismissal for personal motives, restrict, and if needed clarify, the 

definition of unfair dismissal, for which remedial action can be sought in courts, 

to abuses, including false reasons, reasons unrelated to work, discrimination, 

harassment and prohibited grounds. 

4. Facilitate the adoption of flexible working-time arrangements to help firms 

adjust to temporary changes in business conditions, while helping workers to 

reconcile work and personal life.  

 Enhance work-life balance by removing legal impediments and discriminatory tax 

and social security provisions against the use of voluntary part-time work and 

flexible work schedules, while promoting the use of teleworking arrangements.  

 Increase the flexibility of working time to temporary changes in business 

conditions through the use of working-time accounts and overtime, 

collectively-agreed working-time adjustments and publicly provided short-time 

work schemes to provide additional flexibility to firms and reduce excessive 

turnover.  

 Use short-time work schemes as a tool to preserve jobs in times of crisis, but limit 

their use in good times to avoid that that they undermine the efficient reallocation 

of resources across firms, and hence productivity growth.  

o Prepare for economic downturns by establishing a short-time work 

scheme that can be scaled up or activated in times of crisis, if no such 

scheme exists, while providing clear and easily accessible information on 

the modalities for their use.  

o Ensure that the use of short-time work schemes is largely limited to 

economic downturns, by requiring firms to participate in the cost of 
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short-time work, limiting the maximum duration of short-time work 

schemes and targeting them at firms in temporary difficulties.  

5. Reduce non-wage labour costs, especially for low-wage workers, and 

differences in fiscal treatment based on employment status.  

Consistent with the OECD’s recommendations on Tax Policy Design for Inclusive 

Growth, the following principles can help to improve the design of labour taxation for 

good labour market performance:  

 Broaden the tax base of labour taxation to reduce non-wage labour costs as well 

as differences in fiscal treatment based on employment status, with a particular 

focus on low-wage workers. This can be done by switching to taxes that weigh 

less heavily on labour or by adjusting the composition of labour taxation.  

 For a given level of labour taxation, consider increasing its progressivity by 

relying more heavily on progressive personal income taxes for the financing of 

social protection when there is already a weak link between individual 

contributions and entitlements, removing exemptions and deductibles from 

personal income taxation that are regressive and treating all forms of 

remuneration evenly (e.g. wage earnings, fringe benefits, stock options). 

 Provide clear incentives to firms for minimising labour market risks by 

strengthening the link between employer social security contributions and 

expenditures in the context of existing insurance-based sickness, disability and 

unemployment benefit schemes, while avoiding penalising certain types of firms 

and workers and minimising any unintended consequences on the hiring and 

firing behaviour of firms.  

6. Consider using a statutory minimum wage set at a moderate level as a tool to 

raise wages at the bottom of the wage ladder, while avoiding that it prices 

low-skilled workers out of jobs.  

 Accompany minimum wages with tax and benefit measures to ensure that 

measures to make work pay have their intended effects for workers, while 

limiting the impact of minimum wages on the cost of labour for firms.  

 Ensure that minimum wages are revised regularly, based on accurate, up-to-date 

and impartial information and advice that carefully considers current labour 

market conditions and the views of social partners. 

 Where appropriate, allow minimum wages to vary by age group (to reflect 

differences in productivity or employment barriers) and/or by region (to reflect 

differences in economic conditions). 

7. Promote the inclusiveness of collective bargaining systems while providing 

sufficient flexibility for firms to adapt to aggregate shocks and structural 

change.  

Collective bargaining systems differ widely across countries in terms of their coverage 

and the flexibility that they provide to firms. Moreover, these differences tend to be 

deeply rooted in their socio-cultural fabric. The challenge is to adapt collective bargaining 

systems to a changing world of work within the broad terms of the existing national 
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industrial-relations tradition. Systems characterised by predominantly sector-level 

bargaining tend to be associated with high coverage, but also risk undermining 

employment and productivity growth if not well-designed. In countries characterised by 

predominantly firm-level bargaining, coverage tends to be limited to large firms and their 

workers, the main question is how the reach of collective bargaining and social dialogue 

can be extended.  

 The best way of fostering an inclusive collective bargaining system is through 

well-organised social partners based on broad memberships. To extend social 

dialogue to all segments of the economy, including small firms and non-standard 

forms of employment, governments should put in place a legal framework that 

promotes social dialogue in large and smalls firms alike and allows labour 

relations to adapt to new emerging challenges.  

 In the absence of broad-based social partners, administrative extensions of 

sectoral agreements can help make collective bargaining systems more inclusive 

by achieving higher coverage, but need to be well-designed to ensure their 

representativeness, and avoid undermining the economic prospects of start-ups, 

small firms or vulnerable workers. This could be done by subjecting extension 

requests to reasonable representativeness criteria, a meaningful test of public 

interest or requiring well-defined procedures for exemptions and opt out.  

 Collective bargaining systems should provide sufficient flexibility to allow wages 

and working conditions to adjust to difficult economic conditions. In the case of 

predominantly sector-level collective bargaining, this can be promoted through 

organised decentralisation which preserves the integrity of sector-level bargaining 

while providing the possibility of controlled opt-outs or, by leaving space in 

sector-level agreements through the use of framework agreements for bargaining 

at the firm or individual level. To engage effectively in organised decentralisation, 

it is important to have high levels of local representation of workers in firms. 

Flexibility to macroeconomic conditions can be fostered through the effective 

co-ordination of collective bargaining outcomes across bargaining units through 

peak or pattern bargaining.  

 Promote the quality of labour relations by: fostering broad, representative and 

well-organised employer and worker associations; creating built-in incentives for 

the regular re-negotiation of collective agreements; providing high quality and 

objective statistics on the state of the economy; and supporting mechanisms that 

enhance the accountability of the social partners for the effective implementation 

of collective agreements.  

8. Foster the development of suitable skills for labour market needs, while 

promoting the use of these skills and their adaptation during the working life to 

respond to evolving skills needs.  

Consistent with the OECD Skills Strategy:  

 Put in place a high-quality initial education and training system, from early 

childhood education through school and beyond, which gives individuals the best 

possible start in the labour market by providing them with strong basic skills, 

socio-emotional skills and specific skills required by employers, as well as the 

capacity for lifelong learning and to make education, training and occupational 

choices throughout their working lives.  
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 Develop strong links between the world of education and the world of work to 

ensure that the skills acquired through the education and training system 

correspond to labour market needs, and hence avoid major issues with skill 

mismatch. Policies to foster closer links between education and work 

include: work-based learning; the involvement of social partners in the 

development and delivery of curricula matching market needs; and an element of 

cost-sharing in skills funding. 

 Encourage better skills use in the workplace, including through collective 

bargaining and the promotion of good management and high-performance 

management and working practices. 

 Adapt education and training programmes in different regions to meet the specific 

needs of the regional economy.  

9. Promote formal employment by enhancing the enforcement of labour market 

rules, making formal work more attractive for firms and workers and promoting 

skills development to enhance worker productivity 

 In countries where there are many informal jobs, tackle informality by improving 

the efficiency of public spending and the quality of the public services and, where 

they exist, strengthening the link between contributions and benefits in social 

insurance schemes; by simplifying tax and administrative systems; by increasing 

resources for labour inspectorates and making the enforcement process 

transparent and strict; and by promoting skill development to compensate for the 

higher cost of formal jobs and enhance access to formal-sector employment.  

B. Prevent labour market exclusion and protect individuals against labour market 

risks 

1. Promote equal opportunities to avoid that socio-economic background 

determines opportunities in the labour market through its role for the 

acquisition of relevant labour market skills or as a source of discrimination.  

 Promote access to quality education for disadvantaged children and youth. 

Promoting access to pre-school programmes for children from disadvantaged 

backgrounds is particularly important, but countries should also ensure equal 

access to post-secondary education. 

 Tackle the problem of school dropout through early identification and targeting of 

at-risk students. For individuals who leave education with very low levels of 

skills, second-chance options for education can provide a way out of a low 

skills/poor-economic-outcome trap. 

 Develop policies to tackle discrimination in the labour market against women, 

older workers, LGBT, ethnic minorities, migrants and disabled through enforced 

regulations, suitable incentives and information campaigns encouraging 

employers to hire, promote and/or retain these workers. 

 Following the Recommendation of the Council on Gender Equality in Public Life 

(OECD, 2015[1]), Recommendation of the Council on Gender Equality in 

Education, Employment and Entrepreneurship (OECD, 2013[2]), countries must 

step up efforts to ensure that public policy truly reflects inclusive labour markets 
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in which both men and women can reach their full potential. This includes, among 

other things, tackling gender stereotyping in education choice, promoting a more 

equal sharing of caring responsibilities between men and women and addressing 

glass-ceiling effects.  

2. Adopt a life course perspective to prevent that individual disadvantages 

cumulate over time, requiring interventions at a later stage, which are usually 

less effective and involve larger fiscal costs.  

 Use policy and social dialogue to encourage and enable people to develop, 

maintain and upgrade skills at all ages, making sure that the appropriate skill mix 

of vocational education and training opportunities vary according to workers’ 

barriers and evolve throughout the working life.  

 Provide workers with the right incentives to avoid early withdrawal from the 

labour force, consistent with the Recommendation of the Council on Ageing and 

Employment Policies (OECD, 2015[3]).  

 Consistent with the Recommendation of the Council on Mental Health, Skills and 

Work Policy (OECD, 2015[4]), shape incentives, define regulations and provide 

guidance to adapt working conditions to workers’ strengths and needs over the 

life cycle, including enhancing reconciliation of work and family life, thereby 

avoiding impinging on workers’ physical and mental health. This can be done 

by: i) developing a rigorous legislative framework for physical and psycho-social 

risk assessment and risk prevention; ii) using appropriate financial incentives; and 

iii) making the business case for management and organisational practices that 

result in better working conditions. 

3. Develop a comprehensive strategy to activate and protect workers, by 

combining adequate and widely accessible out-of-work benefits with active 

programmes in a mutual-obligations framework. 

 Develop a comprehensive activation strategy that makes work more accessible by 

dealing with all barriers simultaneously by combining measures to ensure that 

jobless people have the motivation to search actively and accept suitable jobs with 

actions to expand opportunities and interventions to increase the employability of 

the least employable.  

o Develop and implement effective profiling tools early in the jobless spell 

so that intensive counselling and tailored case-management are targeted 

to harder-to-place jobless individuals and staff caseload is contained.  

o Make work pay through tax-benefit reforms and by providing targeted 

in-work benefits, while making sure that schemes are sufficiently simple 

and transparent to be understood by potential recipients. 

o Spending on active labour market policies needs to respond to cyclical 

increases in unemployment to allow for a rapid return to work and 

preserve the mutual-obligations ethos of activation regimes.  

 Combine activation measures with adequate and widely accessible 

unemployment, disability and social- assistance benefits to provide income 

support to jobless people.  



106 │ 6. DETAILED POLICY RECOMMENDATIONS 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

o To help ensure that activation measures reach all people facing barriers to 

work it is important that income support in the form of unemployment, 

disability and social assistance benefits cover a large part of the potential 

target population.  

o Consider temporarily extending the maximum duration of unemployment 

benefits during a recession in countries where the maximum duration of 

unemployment benefits is short and unemployed workers have limited 

access to second-tier benefits (e.g. social assistance). Complement these 

extensions with enhanced access to training programmes. 

 Embed activation and income-support measures in a rigorous mutual-obligations 

framework which makes income support and effective re-employment services 

conditional on beneficiaries taking active steps to find work or improve their 

employability. This requires making sure that job seekers efforts are strictly 

monitored and that warnings and sanctions are articulated in a balanced way. 

4. Adopt specific policies for underrepresented and disadvantaged groups, 

ensuring that they simultaneously address all barriers to employment.  

 Identify and analyse the barriers to quality employment faced by specific groups 

and jobless individuals using a comprehensive approach through coordinated 

actions concerning the design of tax-and-benefit policies and the provision of 

employment, education, training, health, childcare, housing, transport and other 

social services.  

 Promote the labour market inclusion of people with caring responsibilities, by 

developing flexible working-time arrangements, removing fiscal disincentives to 

full-time work for second earners, encouraging sharing responsibilities between 

adults in the family as well as securing availability of and access to affordable and 

good-quality childcare and elderly care. 

 Ensure that work is rewarding for lone parents, older workers and people with 

health issues by putting in place a comprehensive activation strategy based on the 

principle of mutual obligations in which employment, transfers and support 

services are exchanged for work and effective job-search or rehabilitation effort, 

while ensuring that work pays once taxes, transfers and other costs are taken into 

account, without heightening the risk of poverty. 

 Organise disability policy around the principle of promoting ability, removing 

each person’s specific barrier(s) to his/her employability, where this is possible, 

but taking care of avoiding increasing the poverty risk. Take steps to make the 

incentives of all actors involved – sickness and disability benefit recipients, 

employers, service providers as well as gate-keeping authorities and medical 

professionals – consistent with this strategy. 

 Assess and recognise qualifications and skills acquired abroad and provide 

migrants with accessible language and training opportunities corresponding to 

their needs.  
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5. Support lagging regions through coordinated policies at the national, 

regional and local levels that promote growth and competitiveness based on 

their specific assets and tackle social problems associated with local 

concentrations of labour market exclusion and poverty. 

 Promote regional growth and competitiveness by ensuring high-quality basic 

public services complemented with well-designed public investments to 

strengthen a region's competitiveness and facilitate the diffusion of innovation 

and good practices across regions, industries and firms.  

 Use place-based policies to tackle social problems related to the local 

concentration of unemployment, social exclusion and poverty by alleviating 

financial hardship, supporting local communities and promoting employability.  

 Coordinate regional and local development policies with national policies to 

foster policy coherence and effectiveness; to ensure sufficient financial resources 

for local and regional policies are available; and to strengthen the capacity of 

local and regional government to administer and implement them. 

 Remove impediments to geographical mobility, including by making the 

allocation of public housing more responsive to the needs of people moving away 

from areas in decline and by considering the provision of subsidies to cover the 

costs of relocating in case people are unlikely to find employment in their region 

of residence, e.g. after a plant closure. 

C. Prepare for future opportunities and challenges in a rapidly changing labour 

market 

1. Promote the reallocation of workers between firms, industries and regions, 

while supporting displaced workers.  

 Promote the reallocation of workers between firms, industries and regions through 

product, labour market and housing policies. 

 Support displaced workers through effective skills policies (including the 

accreditation of informal and formal learning), adequate social protection and 

constructive social dialogue. 

2. Enable displaced workers to move quickly into jobs, using a mixture of 

general and targeted income support and re-employment assistance, combined 

with prevention and early intervention measures.  

 Provide adequate income support to displaced workers, ensuring that delays in 

access to unemployment benefits as a result of severance payments do not delay 

access to re-employment support, and being mindful that higher benefits for 

displaced workers might create inequities.  

 In countries with low unemployment insurance coverage and spending on 

ALMPS, provide targeted re-employment assistance to displaced workers in the 

form of counselling, job search assistance and retraining.  
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 Minimise post-displacement costs by beginning the adjustment process during the 

notification period through early interventions by the public employment service 

and/or initiatives by the social partners to provide counselling and training before 

workers are laid-off. In order to make early intervention possible, countries 

should allow for at least a short advance notice period, while taking care that this 

does not undermine job reallocation and hiring on permanent contracts, and 

provide firms and workers with incentives to cooperate and connect with 

employment services as early as possible. 

 Partner effectively with other actors who have the requisite contacts and expertise, 

such as private labour market intermediaries and public and private vocational 

training providers as well as employers and trade unions. 

3. Accompany innovation in new forms of employment with policies to 

safeguard job quality by avoiding abuse, creating a level-playing field between 

firms, and providing adequate protection for all workers regardless of 

employment contract.  

 Minimise abuse and the misclassification of workers by: reducing differences in 

regulatory and tax treatment across different forms of work; removing regulatory 

gaps and ambiguities; providing companies with adequate guidance on how (and 

based on what criteria) an employment relationship will be presumed; and 

guaranteeing the effective enforcement of existing regulation. 

 Address tax evasion and under-reporting, while bringing new types of workers 

into the tax system.  

 Provide adequate social protection for all workers by: extending existing social 

insurance schemes to previously excluded categories of workers or adapting them 

to non-standard forms of work (e.g. by revising thresholds on earnings or 

contributory periods that limit workers’ receipts of benefits); making social 

protection more portable (i.e. linking entitlements to individuals rather than jobs); 

and strengthening non-contributory social assistance schemes.  

4. Plan for the future by anticipating change; facilitating inclusive dialogue 

with the social partners and other relevant stakeholders on the future of work; 

and where necessary, adapting today’s labour market, skills and social policies 

to the emerging needs in the changing world of work.. 

 Adopt robust systems and tools for assessing and anticipating change, combined 

with effective mechanisms and procedures which ensure that such information 

feeds into policy-making as well as into lifelong guidance. 

 Ensure that all relevant stakeholders are involved in discussions around the future 

of work, aiming for consensus around the challenges that lie ahead and the 

possible solutions which could be implemented.  

 Prepare for a possible paradigm shift in skills, labour market and social policy by 

considering new options to replace old ones, and piloting and evaluating such 

schemes were feasible.  
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D. Implementation 

1. Make reforms successful by adapting them to country specificities, carefully 

packaging and sequencing them to limit their potential cost in the short-run or 

for specific groups and building support for them. 

 Where social capital is low and administrative capacity lacking, opt for 

particularly simple, transparent and easily-accountable policy actions. Combine 

their implementation with further investments in civil servants’ skills, the 

definition of a rigorously-applied code of conduct and the establishment of 

independent bodies for internal control and audit that have enforcement powers. 

 When structural reforms involve short-term or distributional costs, offset these 

adverse effects – through appropriately expansionary monetary or – if fiscal space 

exists – fiscal policy and/or by accompanying costly reforms with appropriate 

reforms of collective bargaining, policy actions to enhance firm-level flexibility 

or, in some cases, designing reforms in ways to preserve workers’ entitlements as 

they have been acquired at the reform date (e.g. grandfathering). 

 Get the sequence of reforms right by ensuring that effective activation schemes 

are already well functioning when reforms potentially involving short-term 

employment costs are implemented and by having product market reforms 

preceding the loosening of employment protection legislation. 

 Build support for reforms by seeking an electoral mandate for them, 

communicating effectively on their rationale, and negotiating constructively with 

stakeholders. 

2. Ensure that reforms are fully implemented, effectively enforced and 

rigorously evaluated; invest in data collection if suitable data are not available. 

 Invest in data collection, including by mobilising administrative data in a way that 

respects confidentiality, to allow monitoring regulatory compliance, programme 

participation and tracking worker and firm outcomes over time.  

 Ensuring compliance requires well-resourced labour inspectorates, both in terms 

the number of staff and their qualifications, as well as a transparent and strict 

enforcement process.  

 Ensure that policies and programmes are regularly assessed in a rigorous way and 

that inefficient ones are swiftly amended or terminated. 

 Build evaluation mechanisms into policy actions. Consider small-scale 

experimentation of new measures before implementing them on a large scale. 
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Chapter 7.  Fostering worker productivity 

Productivity growth is a precondition for promoting better wages and working conditions 

and hence achieving high quality jobs for all. This chapter therefore discusses the main 

drivers of worker productivity and the role of policies and institutions to foster it. To this 

end, it focuses on the role of skills development, the performance of firms, with an 

emphasis on work and management practices, and the process through which workers 

are allocated to jobs in different firms.  

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.  
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Introduction 

Productivity growth is the main driving force of better wages and working conditions in 

the long-term, and hence rising living standards. As such, it is also a necessary, albeit not 

sufficient, condition for achieving high quality jobs for all. Hence, good economic and 

labour market performance are inextricably linked.  

The objective of this chapter is to discuss the main sources of worker productivity and the 

role of policies and institutions. To this end, it starts by discussing the role of skills since 

this is one key determinant of worker productivity. At the same time, however, 

employers’ decisions and strategies also matter. The chapter therefore also focuses on the 

role of good working conditions for learning and innovation in the workplace and, more 

specifically, the use of high-performance work and management practices. Moreover, to 

ensure that good performance is rewarded and translates into high-quality job creation a 

fluid labour market is needed that promotes an efficient allocation of workers to firms and 

skills to jobs.  

The chapter is structured as follows. Section 7.1 provides a brief discussion of the role of 

skills. Section 7.2 discusses the role of public policies for promoting the conditions for 

learning and innovation in the workplace. Section 7.3 discusses the role of policies and 

institutions for promoting a more efficient allocation of workers across jobs and firms. 

The final section concludes. 

7.1. Boosting performance through a better supply and use of skills  

Good skills are crucial for the success of both workers and firms. By increasing worker 

productivity, skills can strengthen incentives for firms to create jobs, offer higher wages 

and provide better non-wage working conditions. Skills can also make work more 

attractive to individuals as a result of better productivity, wages and working conditions. 

And a greater attractiveness of work in turn will increase labour force participation. 

Consequently, investing in workforce skills throughout the working life is critical for 

achieving better labour market outcomes in terms of both job quantity and job quality. 

Moreover, it is important to achieve a good match between the skills acquired by workers 

and those needed by employers and to ensure that the skills that workers possess are fully 

used in their jobs.  

Skills are a key determinant of worker productivity and wages 

Adults with higher proficiency in literacy, numeracy and digital problem-solving tend to 

have better outcomes in the labour market than their less proficient peers: they have 

greater chances of being employed and, when employed, are more productive in their jobs 

and earn higher wages. Across the countries participating in the Survey of Adult Skills, 

an adult who scores one standard deviation higher than another on the literacy test is 

0.8 percentage point more likely to be employed and has a 6% higher wage, on average, 

after accounting for other factors, including educational attainment (OECD, 2016[1]). But 

literacy, numeracy and problem-solving only capture a subset of the skills that individuals 

possess. Educational attainment, beyond its impact on cognitive skills, further boosts 

labour market outcomes: an additional year of completed formal education is associated 

with an increase in the likelihood of being employed of about one percentage point and 

increases wages by 12% (OECD, 2016[1]).  
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A different way to assess the relative influence of skills on wages is to determine the 

extent to which worker characteristics predict differences in wages (Figure 7.1). 

According to the Survey of Adult Skills, on average across countries, one third of the 

variation in wages is explained by factors such as experience, years of education and 

skills proficiency. Educational attainment accounts for 13% of the variation, work 

experience for 9%, proficiency in literacy and numeracy for 5% and field of study for 1%. 

Individual characteristics, such as gender, immigrant background, marital status and 

language spoken at home, account for a further 4% of the variation. The unobserved 

component of wages partly reflects unobserved worker characteristics (e.g. unobserved 

ability). Indeed, the evidence summarised in OECD (2015[2]) suggests that the bulk of the 

variation in wages – about three quarters – can be traced to the (observable or 

unobservable) characteristics of workers, with the remainder being determined by their 

job or employer. In summary, adult skills are the main determinant of wages and 

productivity and are acquired through education and training as well as on-the-job 

learning.  

Figure 7.1. Contribution of education, literacy and numeracy to the variation in wages 

Contribution of each factor to the explained variance in hourly wages 

  

Note: Each bar summarises the results from one regression on the log of real hourly wages. Its height 

represents the explained share of the variance of that regression (R-squared). The sub-components of each bar 

show the contribution of each factor (or set of regressors) to the total R-squared. The regressors for each 

factor are: years of working experience and its squared term for “Experience”; proficiency in literacy and 

numeracy for “Skills proficiency”; years of education for “Education”; and gender, marital status, migration 

status and language spoken at home for “Individual characteristics”. 

a) The Survey of Adult Skills only covers England (GBR-ENG), Northern Ireland (GBR-NIR) and Flanders 

(BEL-VLG). 

Source: OECD (2016[1]), Skills Matter: Further Results from the Survey of Adult Skills, 

https://doi.org/10.1787/9789264258051-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881173 

Consequently, providing high-quality initial education is critical to give individuals the 

best possible start in the labour market. Investing in high-quality early childhood 

education and initial schooling, particularly for children from disadvantaged 

socio-economic backgrounds, has proved to be an efficient strategy to ensure that all 
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children are well positioned and become effective learners. This is discussed in detail in 

the OECD Skills Strategy (OECD, 2012[3]). However, people also need opportunities to 

maintain their skills, up-skill and/or re-skill throughout their working lives. At the 

country level, there is a clear relationship between the extent of participation in organised 

adult learning activities and average proficiency in key information-processing skills. In 

addition, much learning takes places outside formal education and training. It is therefore 

also important to recognise and certify skills proficiency to facilitate and encourage adult 

learners to undertake continued education and training. The design of life-long learning 

systems will be discussed in more detail in Chapters 10 and 14 of this Volume.  

To reap the full potential of skills for worker productivity they need to be 

well-matched to job demands and fully used  

While developing a better supply of skills is a necessary condition for achieving good 

labour market outcomes, it is not sufficient. It is equally important that the skills provided 

by the education and training system correspond to the skills that are required by firms and 

that the labour market matches workers to jobs in which they can put their skills to the best 

use. Indeed, a mismatch between the skills of workers and the demands of their jobs can 

have adverse economic implications: at the individual level, it affects job satisfaction and 

wages; at the firm level, it increases the rate of job turnover and may reduce productivity; at 

the macro-economic level, it increases unemployment and reduces economic growth 

through the waste of human capital and the implied reduction in productivity. While some 

mismatch is inevitable in a rapidly evolving economy in which new technologies disrupt 

old ones requiring new/adapted skills, the evidence suggests that the problem is pervasive. 

On average across OECD countries/economies that participated in the Survey of Adult 

Skills, 17% of workers reported that they were overqualified – i.e. that they had higher 

qualifications than required to perform their jobs – and 19% reported that they were 

underqualified for their jobs – i.e. that they had lower qualifications than required to 

perform their jobs (Figure 7.2).  

To improve the relevance of worker skills for labour market needs, it is important to 

develop stronger links between the world of education and the world of work. In 

particular, work-based learning (whether this be structured, such as in apprenticeships, or 

unstructured, such as through work experience) offers a useful solution to the problem of 

skills matching since provision adjusts more or less automatically to the (immediate) 

needs of the labour market. More generally, employers and trade unions can play an 

important role in shaping education and training to make them more relevant to current 

needs of the labour market, for instance, by being involved in curriculum design. The 

social partners can also help in assessing and anticipating skills needs, another important 

tool to ensure that the skills produced by the education and training system are in line 

with labour market needs. Such information then needs to be translated into impartial, 

accurate and accessible information designed to help people make learning decisions, 

based on a good understanding of their abilities, skills, interests and values, as well as of 

the options available to them (OECD, 2011[4]). This will be particularly important for 

addressing skill shortages, but also will help to reduce the issue of overskilling by 

prioritising educational investments in line with the skills required in the labour market. 

Such involvement of the social partners requires a constant and effective dialogue 

between employers and the world of education –  schools, universities, and other training 

institutions –, to adapt curricula to changing skills needs.  



7. FOSTERING WORKER PRODUCTIVITY │ 117 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 
  

Figure 7.2. Qualification mismatch in OECD countries 

Percentage of mismatched workers, 2016 

 
Note: Data refer to 2015 for Canada, Chile and Turkey 2015 and to 2013 for Germany. Countries are ranked 

in descending order of the prevalence of total mismatch (underqualification and overqualification). OECD is 

the unweighted average of the countries shown. 

Source: OECD Skills for Jobs Database, 2018, https://stats.oecd.org/Index.aspx?DataSetCode=MISMATCH. 

StatLink 2 http://dx.doi.org/10.1787//888933881192 

One way of addressing the problem of overskilling in particular is to promote a better use 

of skills by currently employed workers in the workplace.
1
 Workers who use skills more 

intensely in their jobs tend to be more productive, earn higher wages and be more 

satisfied with their job, reducing staff turnover (UKCES, 2014[5]; OECD, 2016[1]). For 

example, in the Survey of Adult Skills, the intensity of use of reading skills at work 

correlates strongly with output per hour worked at the country level  –  a link which 

remains strong even after accounting for average proficiency scores in literacy and 

numeracy (OECD, 2016[6]). Put simply, the intensity with which workers use 

information-processing skills is important in accounting for differences in labour 

productivity, beyond workers’ level of proficiency. Using skills at work is also important 

for their maintenance and, hence, avoiding atrophy. Adults who engage more often in 

literacy- and numeracy-related activities and use information and communication 

technology more – both at and outside of work – have greater proficiency in literacy, 

numeracy and problem-solving skills, even after accounting for educational attainment 

(OECD, 2016[1]). The use of skills in the workplace depends to an important extent on 

work and management practices and the role of policies and institutions. This is discussed 

more fully in Section 7.2.  

Finally, to ensure that workers are well-matched to firms in terms of skills, it is equally 

important that firms have the means to attract, retain and, if necessary, let go of workers, 

and workers can move freely between firms in the pursuit of better job opportunities (see 

Section 7.3).  

7.2. Promoting the conditions for learning and innovation in the workplace  

While a good supply and use of skills are key for worker productivity, it also matters for 

which firm one works. This section focuses on the role of good wages and working 

conditions for firm performance and high-performance work and management (HPWM) 
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practices. It is argued that good working conditions contribute to long-term 

employer-employee relationships, and by doing so, strengthen incentives for both 

workers and firms to invest in skills, technologies and innovation. The challenge for 

policy is to provide the conditions for learning and innovation in the workplace and, at 

the same time, sufficient flexibility to allow for the efficient reallocation of workers 

across firms. 

Good working conditions not only matter for worker well-being but also for firm 

performance  

Among many other factors –  see OECD (2015[7])  –  working conditions may matter for 

both the level and growth rate of productivity. Better working conditions may support the 

level of productivity by increasing worker effort, motivation and morale (Akerlof, 

1982[8]), reducing incentives for shirking by employees and the need for monitoring 

(Shapiro and Stiglitz, 1984[9]), reducing recruitment and training costs due to worker 

turnover (Salop, 1979[10]) strengthening the ability to attract and retain suitable workers 

(Weiss, 1980[11]) and promoting health at work (Box 7.1).
2
 Working conditions may 

further affect the growth rate of productivity by providing the conditions for learning and 

innovation. Indeed, the main virtue of providing relatively good working conditions may 

be to foster long-term employer-employee relationships that create incentives for both 

workers and firms to invest in skills, technologies and innovation. This logic is at the 

heart of so-called high-performance work and management (HPWM) practices, which 

include aspects of work organisation – team work, autonomy, task discretion, mentoring, 

job rotation, applying new learning – as well as management practices – employee 

participation, group-based incentive pay, training practices and flexibility in working 

hours (Johnston et al., 2002[12]).
 

Apart from promoting incentives for learning and 

innovation, they typically seek to make work more responsive to emerging challenges and 

opportunities by facilitating the adoption of innovative production technologies and the 

experimentation with new ideas.
3
  

The available empirical evidence tends to support the view that HPWM practices can help 

promote productivity (Bloom and Reenen, 2011[13]). While the evidence typically relates 

to the level of productivity rather than its growth rate and causality is not always reliably 

established, it provides a number of plausible insights. First, individual practices that are 

associated with higher productivity include group-based incentive pay, decentralised 

decision-making and employee voice (Bloom and Reenen, 2011[13]). Second, the overall 

coherence of HR practices may be more important for firm performance than the use of 

individual practices on their own (Ichniowski, Shaw and Prennushi, 1997[14]). For 

example, the combination of group-based incentive pay and teamwork tends to be more 

effective than either measure on its own. Third, HPWM practices encourage a better use 

of skills in the workplace. For example, OECD (2016[6]) finds that HPWM practices 

explain about a fifth of the variation in the intensity with which workers use 

information-processing skills.  

Despite the potentially important benefits of HPWM practices, there are large differences 

in their use across firms, industries and countries – e.g. Ichniowski and Shaw (2003[15]), 

Lazear and Shaw (2007[16]), Bloom and Van Reenen (2011[13]). For instance, the share of 

jobs in HPWM workplaces ranges from about 10% in Greece to about 40% in Denmark, 

Finland and Sweden (Figure 7.3). One possible explanation for these differences is that 

their benefits differ across firms, depending on their production technology, the 

availability of other input factors (e.g. skills, capital), consumer preferences and the wider 

institutional context. Consequently, a more widespread use of such practices may not be 
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optimal for firms given the environment in which they operate. Another is related to the 

presence of information or transaction costs. Information or transaction costs may relate 

to the acquisition of management expertise, the introduction of new management systems 

and the adjustment of the workforce to new tasks and work practices. This could explain 

why HPWM practices spread more easily among firms with a certain size or a strong ICT 

infrastructure (Bresnahan, Brynjolfsson and Hitt, 2002[17]; Bartel, Ichniowski and Shaw, 

2007[18]).  

Figure 7.3. High-performance work and management practices 

Share of jobs with HPWM practices 

 

Note: Share of workers in jobs where the summary HPWM practices is above the top 25th percentile of the 

pooled distribution. 

a) The Survey of Adult Skills only covers England (GBR-ENG), Northern Ireland (GBR-NIR) and Flanders 

(BEL-VLG). 

Source: OECD (2016[6]), “Skills use at work: Why does it matter and what influences it?”, in 

OECD Employment Outlook 2016, https://doi.org/10.1787/empl_outlook-2016-6-en.  

StatLink 2 http://dx.doi.org/10.1787/888933881211 
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Box 7.1. High-performance work and management practices and the OECD Job Quality 

framework 

High-performance work and management (HPWM) practices are likely to affect many 

aspects of job quality. They tend to place a particularly strong emphasis on the intrinsic 

value of work by investing in people and the organisation of work. This box briefly 

reviews some of the links between HPWM practices and the key dimensions of job 

quality as defined in the OECD Job Quality framework – e.g. OECD (2014[19]), Cazes 

et al. (2015[20]).  

1. Earnings. In firms characterised by HPWM practices, reward packages are likely 

to be: i) relatively generous to attract and retain good workers; ii) closely aligned 

with firm performance to maintain strong group incentives; and iii) not too 

dispersed within firms to promote teamwork and harmonious work relationships. 

However, such pay practices may also induce increased wage dispersion across 

firms since they promote assortative matching between firms and workers based 

on the presence of complementarities between high-performance firms and 

high-ability workers.  

2. Security. In firms characterised by HPWM practices, job security is likely to be 

higher. The emphasis on training and skills development requires a commitment 

of firms to longer-term employer-employee relationships. Among other things, 

this is likely to result in increased labour hoarding during temporary downturns. 

Moreover, the use of flexible forms of work organisation can help finding internal 

solutions to structural challenges rather than external ones based on hiring and 

firing.  

3. Work environment. HPWM practices are likely to be particularly important for 

the quality of the work environment. The OECD measures the quality of the work 

environment in terms of the balance between job demands and job resources. Job 

demands relate to physical demands, work intensity and the flexibility of working 

time. Job resources include various HPWM practices and relate to task discretion 

and work autonomy, training and learning opportunities and the scope for career 

advancement. By investing in job resources, HPWM practices allow workers to 

cope with greater job demands, reduce psycho-social health risks and boost 

worker and firm performance (Arends, Prinz and Abma, 2017[21]). 

The role of policies and institutions for good firm performance 

Work and organisational practices are ultimately decided by employers. But public 

policies have also a role to play by promoting the conditions for learning and innovation 

in the workplace and the adoption of HPWM practices.
4
 Beyond the key role of 

developing and adapting skills, which has already been discussed above, this could 

involve setting standards to rule out unsustainable work practices, while preserving 

incentives for good performance of firms. Social dialogue in the workplace between 

management and worker representatives also has a potentially important role to play.  
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Work and organisational practices are set by firms subject to legal standards and 

social norms 

Policies and institutions can rule out unsustainable work practices that undermine worker 

well-being as well as business performance in the medium to longer-term by setting legal 

working standards. Despite being in the long-term interest of firms themselves, not all 

firms might meet minimum standards in the absence of regulation due to the role of poor 

management, liquidity constraints or an excessive focus on short-term outcomes. 

Working standards may relate to: occupational health and safety to reduce physical and 

mental health risks; working time to limit excessive working hours and the use of night 

shifts, while establishing the right to rest breaks and paid leave; work-life balance policies 

in the form of parental leave, as well as; a balanced employment protection that 

strengthens incentives for learning, without undermining experimentation or job 

reallocation. It may also include a moderate minimum wage that strikes a balance 

between strengthening incentives for the adoption of more efficient organisation and 

management practices, including a better use of skills, and maintaining good employment 

prospects for low-skilled workers.  

But governments should also leave sufficient space to provide incentives for good 

performance and reap the benefits of HPMW practices. High performance firms need 

flexibility to allow experimenting with new ideas and adapting to emerging challenges 

and opportunities. Moreover, product market competition typically strengthens incentives 

for more efficient work and management practices. Simple cross-country correlations 

provide some indication that firms are more likely to adopt HPMW practices the more 

flexible the institutional environment – e.g. Hall and Soskice (2001[22]), Frege and 

Godard (2014[23]), Bloom and Van Reenen (2011[13]).
5
 This, however, does not 

necessarily mean that more market-oriented policies are required for stronger productivity 

growth within firms. OECD (2007[24]) shows that countries with more interventionist, but 

coherent employment and social policies, recorded similar levels of economic growth as 

more market-reliant countries. These countries tend to be characterised by government 

policies that focus on the protection of workers rather than their jobs and a strong reliance 

on the social partners for the determination of working conditions.  

Governments can also actively promote HPWM practices by setting clear expectations on 

the behaviour of business through the establishment of social norms. While compliance 

with norms is voluntary, firms often prefer to abide by them when they can. Norms can 

be particularly important in emerging and developing economies where regulatory 

standards can be weak or enforcement lax. The impact of norms can be reinforced 

through information dissemination and advice on best practices, as well as through the 

provision of management training. There exist a number of multilateral initiatives that 

seek to promote responsible business conduct in the area of employment and industrial 

relations. The OECD Guidelines for Multinational Enterprises are the most 

comprehensive government-supported corporate responsibility instrument (see Box 7.2). 

A unique feature of the Guidelines is that they come with a system of National Contact 

Points (NCPs) to disseminate them, provide training and offer mediation in specific 

instances.   
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Box 7.2. The OECD Guidelines for Multinational Enterprises 

The OECD Guidelines for Multinational Enterprises, adopted in 1976 and revised in 

2000 and 2011, are the most comprehensive government-supported corporate 

responsibility instrument in existence today. Their forty-six adhering governments – 

35 OECD countries and 11 non-OECD countries – are committed to encourage 

enterprises in their country to observe a set of widely recognised principles and standards 

for responsible business conduct in their business operations and supply chains. In the 

area of employment and industrial relations, it commits government to encourage 

enterprises and their supply chains amongst others to: 

 Contribute to the effective abolition of child and forced labour, 

non-discrimination and equality of opportunity, respect the right to worker 

representation and ensure the health and safety of workers in their operations. 

 In the event of collective lay-offs, provide reasonable notice to worker 

representatives and co-operate with the worker representatives and appropriate 

governmental authorities so as to mitigate to the maximum extent practicable 

adverse effects. 

 In the context of bona fide negotiations with workers’ representatives on 

conditions of employment, not threaten to transfer activities from the country 

concerned to other countries in order to influence those negotiations unfairly. 

 Refrain from seeking or accepting exemptions to labour and other regulatory 

standards. 

Adhering countries take up the obligation to set up national contact points (NCPs), with 

the general aim of furthering the effectiveness of the guidelines. NCPs undertake 

promotional activities, handle enquiries and contribute to the resolution of grievances 

related to the non-observance of the Guidelines in specific instances. Most specific 

instances relate to human rights, employment and industrial relations. NCPs may be 

organised as tripartite, government or independent agencies. 

Source: OECD (2008[25]), “Do Multinationals Promote Better Pay and Working Conditions?”, in OECD 

Employment Outlook 2008, https://doi.org/10.1787/empl_outlook-2008-7-en; and OECD (2017[26]),  

Annual Report on the OECD Guidelines for Multinational Enterprises 2016, 

http://mneguidelines.oecd.org/2016-Annual-Report-MNE-Guidelines-EN.pdf . 

Social dialogue in the workplace has the potential to promote better outcomes for 

firms and workers  

Social dialogue and collective bargaining not only contribute to better conditions for 

workers, but may also affect productivity. Their impact on firm productivity depends in 

theory on two potentially opposing channels (Freedom and Medoff, 1984[27]). By 

providing a voice to workers, collective worker representation can help overcome 

common challenges (e.g. adoption of new technologies or the prevention of work-related 

health problems) and promote productivity (“voice” channel). At the same time, by 

strengthening the bargaining power of workers, collective bargaining can lead to a larger 

share of rents for workers, induce a more compressed wage structure and stronger worker 

protections, with potentially adverse effects for resource allocation, profitability, 

https://doi.org/10.1787/empl_outlook-2008-7-en
http://mneguidelines.oecd.org/2016-Annual-Report-MNE-Guidelines-EN.pdf
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investment and human capital accumulation, as well as productivity (“monopoly” 

channel). 

The empirical evidence on social dialogue and collective bargaining in the workplace 

tentatively suggests either no or small positive net effects on firm productivity, with 

considerable heterogeneity across workplaces, industries and countries – e.g. Hirsch 

(2004[28]), Addison (2016[29]), Doucouliagos et al. (2018[30]).
6
 The effects are likely to be 

more positive the better the quality of the labour relations (Krueger and Mas, 2004[31]; 

OECD, 2016[6]),
7
 the higher the degree of product market competition (Freedom and 

Medoff, 1984[27]) and when collective worker representation in the workplace is present 

(OECD, 2018[32]). It may also help if the voice and monopoly channels are clearly 

separated as is the case in dual systems that combine sector-level collective bargaining 

with works councils in the workplace (Marsden, 2015[33]; Freeman and Lazear, 1995[34]).  

In principle, collective worker representation in the workplace could strengthen the use 

and effectiveness of HPWM practices, by promoting the use of skills in the workplace, 

facilitating the flow of information, encouraging the participation of workers in 

management decisions and building employee support for organisational change. 

However, the evidence on the role of collective worker representation for either the use or 

effectiveness of HPWM practices tends to be relatively weak, albeit mostly positive 

e.g. Addison (2016[29]), OECD (2016[6]), Laroche and Salesina (2017[35]).  

7.3. Promoting an efficient allocation of workers across jobs and firms 

Providing the conditions for learning and innovation in the workplace also requires that 

good performance is rewarded by allowing high-performing firms to thrive and grow and 

ensuring that workers are employed in firms that fit their skills. This not only would 

strengthen incentives for good performance and skill acquisition, but also would amplify 

their benefits by increasing the contribution of high-performing firms and human capital 

to overall economic growth. However, the extent to which good performance is rewarded 

differs importantly across countries due to differences in the efficiency and effectiveness 

of job reallocation across firms. There are also important differences in the extent to 

which the skills of workers match those required by the firms for which they work.  

An efficient allocation of jobs is needed to ensure that high-performance firms 

create high-quality jobs  

All modern economies are characterised by sizeable labour reallocation across firms, 

industries and regions. Each year, more than 20% of jobs, on average, are created and/or 

terminated, and around one-third of all workers are hired and/or separate from their 

employer, with most of these flows occurring within industries (OECD, 2009[36]). There 

are large differences in job reallocation rates across countries, ranging from 15% of jobs 

being created or destroyed in a number of continental European countries to 25% in 

countries such as the United Kingdom and the United States.  

Labour reallocation is an important driver of aggregate productivity growth (OECD, 

2009[36]; OECD, 2010[37])
8
 and differences in its efficiency can account for sizeable 

differences in productivity performance across countries (Hsieh and Klenow, 2009[38]; 

Bartelsman, Haltiwanger and Scarpetta, 2013[39]). Moreover, OECD research suggests 

that skill mismatch reduces productivity as a result of inefficiencies in the process of job 

reallocation across firms (McGowan and Andrews, 2015[40]).
9
 For policy, this implies that 

aggregate productivity can be promoted and skills mismatch reduced by removing 
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barriers to the efficient reallocation of workers across firms, provided this is not offset by 

weaker incentives for learning and innovation within continuing firms.  

The efficiency of job reallocation depends on the ease with which firms adjust their 

workforce in response to changing business conditions, entrepreneurs can start or 

liquidate a business and workers move across firms and places in search of better career 

opportunities. This section focuses mainly on the role of employment protection for 

reallocation, but also discusses some issues in relation to the regulation of product 

markets and worker mobility. A more in-depth discussion of entry and exit barriers in 

product market markets and geographical mobility is presented in Chapter 14 of this 

Volume.  

To allow for efficient job reallocation employment protection should not be 

overly strict 

Employment protection legislation defines the rules that govern the hiring and firing of 

workers (see Box 7.3 for a general introduction to employment protection). It is generally 

justified by the need to protect workers from unfair behaviour on the part of their 

employers, to internalise some of the social cost of labour turnover and to preserve 

firm-specific human capital by preventing the destruction of jobs that are viable in the 

longer-term (Pissarides, 2010[41]). However, overly restrictive regulations hinder 

productivity growth by reducing job turnover and the efficient reallocation of resources. It 

can also have a negative impact on the employment opportunities of outsiders. The 

inclusiveness aspects of employment protection will be discussed in Chapter 10. 

Employment protection has raised concerns over labour market fluidity and 

duality 

Employment protection for workers on open-ended contracts reduces job dismissals, but 

in doing so, also reduces incentives for hiring on open-ended contracts by employers and 

on-the-job search by workers. As a result, employment protection tends to have either no 

or a small negative effect on employment – see OECD (2006[42]) and Kemperer (2016[43]) 

for surveys. Its main effect is therefore to reduce overall labour market fluidity in terms 

of worker and job flows (Micco and Pagés, 2006[44]; OECD, 2010[37]; Bartelsman, 

Haltiwanger and Scarpetta, 2013[39]).
10

 A detailed look at the impact of different 

employment-protection provisions suggests that this is mainly driven by high severance 

pay, long trial periods and strict reinstatement rules (Bassanini and Garnero, 2013[45]). 

The productivity effects of employment protection tend to be mostly negative, suggesting 

that its adverse effects on job reallocation tend to dominate any potentially positive 

effects on learning and innovation. Using cross-country industry data, Bassanini, 

Nunziata and Venn (2009[46]) show that dismissal regulations depress productivity growth 

in industries where layoff restrictions are most likely to be binding.
11

 These effects may 

reflect the role of employment protection for the efficiency of job reallocation, the 

engagement of firms and entrepreneurs in risky activities such as innovation (Bartelsman, 

Gautier and De Wind, 2016[47]; Griffith and Macartney, 2014[48]), or the excessive use of 

temporary contracts (Dolado, Ortigueira and Stucchi, 2016[49]).   
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Box 7.3. The regulation of employment protection in OECD and key emerging economies 

The OECD employment protection indicators measure the costs and procedures involved 

in dismissing workers on open-ended contacts – either individually or collectively – 

(Figure 7.4, Panel A) or hiring workers on fixed-term contracts or temporary-agency 

workers (Figure 7.4, Panel B). The regulation of individual dismissals of workers on 

open-ended contracts consists of three key aspects: i) procedural inconveniences for 

employers engaging in a dismissal process, such as notification and consultation 

requirements; ii) notice periods and severance pay in the case of fair dismissal; and 

iii) difficulty of dismissal, which relates to the permissible grounds for dismissal and the 

repercussions for the employer if a dismissal is found to be unfair. Most countries further 

impose additional restrictions for collective dismissals of a large group of workers at the 

same time. The regulation of the use of fixed-term contracts or temporary-agency workers 

relates to the circumstances where they can be used, the number of times they can be 

renewed and their cumulative duration. 

As of 2013, the employment protection rules for the individual dismissal of workers on 

open-ended contracts were most stringent in a number of key emerging economies and 

also tended to be rather stringent in countries such as Czech Republic, Germany, 

the Netherlands and Portugal (before recent reforms in some of these countries). They are 

least strict in the United States, Canada and the United Kingdom. The use of fixed-term 

and temporary contracts is least stringent in common-law countries where employment 

protection for workers on open-ended contacts is relatively weak, but also in some 

countries that maintain relatively strict rules for workers on open-ended contracts such as 

the Netherlands and Sweden. With few exceptions, countries with more stringent rules for 

the use of temporary contracts also tend to have more stringent rules for temporary- 

agency work. 

Firing and hiring regulations across countries exhibit a number of patterns (OECD, 

2013[50]). First, one can distinguish two broad classes of employment protection systems 

across countries: i) countries where the definition of unfair dismissal is very narrow but 

workers are usually compensated, no matter whether termination was fair or not; 

ii) countries where compensation for fair dismissals tends to be low or zero, but the 

definition of unfair dismissal is broad and compensation high. Second, beyond 

common-law countries, there is no obvious relationship between the difficulty of 

dismissing workers on open-ended contracts and the ease of using fixed-term contracts or 

temporary-agency workers.  

Over the past decade, there has been a clear tendency towards reducing the strictness of 

employment protection in relation to workers on open-ended contracts. Reforms have 

tended to focus on limiting the possibility of reinstatement in the case of unfair dismissal 

and the extension of the probation period. At the same time, there has also been some 

tendency to restrict the use of temporary contracts and temporary-agency work, albeit 

reforms have tended to be modest and some went in the opposite direction (e.g. Mexico). 

The recent convergence in the protection of open-ended and fixed-term contracts stands 

in marked contrast with developments during the 1990s, when many countries 

deregulated hiring on temporary contracts, while maintaining stringent rules for regular 

contracts. 
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Figure 7.4. Employment protection in OECD and key emerging economies 

 2013 

 

Source: OECD (2013[50]), “Protecting jobs, enhancing flexibility: A new look at employment 

protection legislation”, in OECD Employment Outlook 2013, https://doi.org/10.1787/empl_outlook-2013-6-

en.  

StatLink 2 http://dx.doi.org/10.1787/888933881230 
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quality. While employment protection reduces the risk of involuntary job loss, and hence 

objective concerns over job security, it also reduces the probability of finding another job. 

Aghion et al. (2016[51]) and Hijzen and Menyhert (2016[52]) suggest that, for a given level 

of unemployment, the speed of job reallocation tends to be positively related to 

well-being, suggesting that its impact on job-finding dominates that on job loss. This also 

may explain the apparent paradox documented in Postel-Vinay and Saint-Martin (2005), 
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Clark and Postel-Vinay (2009[53]) and Saucier-Lepage and Wasmer (2016[54]) that, across 

countries, more stringent employment protection is associated with weaker perceived job 

security, lower life satisfaction, and increased stress levels. Apart from affecting labour 

market security, employment protection may also affect earnings. It may lower wages to 

the extent that expected dismissal costs are passed on from employers to employees
12

 or, 

alternatively, increase them by strengthening the bargaining position of workers 

(Leonardi and Pica, 2013[55]).  

Beyond the direct effects of employment protection on workers with open-ended 

contracts, employment protection can also have consequences for the composition of 

open-ended and fixed-term contracts. More specifically, when employment protection is 

rather strict employers can circumvent employment-protection provisions by substituting 

open-ended contracts by fixed-term or service contracts, with potentially important 

adverse consequences for job quality, inclusiveness and productivity performance. This 

will be discussed in more detail in Chapter 10.  

Employment protection needs to balance flexibility for firms with security for 

workers 

Well-designed employment-protection rules protect workers against abuse, limit 

excessive layoffs, while supporting a dynamic business environment. This requires a 

balanced employment-protection framework that provides flexibility for firms and 

protection for workers, while avoiding excessive differences in legal treatment by reason 

of dismissal and type of contract. Large differences in compensation by reason of 

dismissal increase the risk that this becomes a source of conflict between employer and 

employee that needs to be resolved in court. Large differences by contract generate 

incentives for firms to circumvent provisions for open-ended contracts by relying more 

heavily on fixed-term contracts (OECD, 2014[56]). 

This first of all requires that workers are effectively protected against unfair dismissals, 

i.e. dismissals that relate to false reasons and reasons unrelated to work, including 

discrimination, harassment and prohibited grounds. However, to avoid harming the 

economic flexibility of firms, it is important that the definition of unfair dismissal is 

restricted to those reasons alone and that dismissals for serious economic and personal 

reasons are considered fair. While such a restrictive definition of unfair dismissal already 

exists in most common-law countries, implementing this in civil-law countries could be 

challenging in practice. To an important extent, this reflects the difficulty of 

unambiguously defining the boundary between fair and unfair dismissal in the law. This 

is particularly an issue in the case of dismissals for personal reasons since it can be 

difficult to establish whether they are work-related or not.
13

 

At the same time, the conditions for economic dismissals in terms of advance notice and 

severance pay should strike the right balance between containing excessive layoffs, 

insuring workers against the risk of job loss and providing flexibility to firms.
14

 While it 

is difficult to determine the optimal levels of severance pay and advance notice, the 

predominantly negative productivity effects of employment protection in the empirical 

literature suggest that they should not be too high.
15

 Since this would imply limited 

insurance against the risk of unemployment, it is important that high-coverage 

unemployment benefits are available to unemployed workers as part of a broader 

activation strategy based on mutual obligations (see Chapter 9).
16

  

Regulations that limit the gap in protection between workers on open-ended and 

fixed-term contracts can further help to strengthen incentives for learning and innovation 
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without undermining the efficient reallocation of resources.
17

 Importantly, having 

balanced employment-protection regulations across contract types would also help to 

reduce labour market segmentation and related concerns about low quality jobs with poor 

opportunities for career advancement (see Chapter 10). Full convergence in termination 

costs could be achieved through the introduction of either a single contract – with 

termination costs increasing with job tenure and applied to all workers, while suppressing 

fixed-term contracts – or a unified contract – with the same termination costs applying to 

all contracts, independently of whether they are permanent or temporary. However, their 

effective implementation would require extending the definition of fair dismissal and 

restricting that of unfair dismissal.
18

 

The cost and effectiveness of employment protection also depend on the efficiency of the 

system for dispute resolution. For employers, costly, complex or time-consuming legal 

processes can add significantly to the effective costs of dismissing workers. But equally, 

if it is difficult or costly for employees to pursue cases of unfair dismissal, they might be 

exposed to arbitrary actions from employers. More than half of OECD countries have 

specialised courts or procedures to handle unfair dismissal cases, making courts more 

accessible, reducing the time taken to deal with cases and improving satisfaction with 

outcomes. In addition, alternative dispute resolution mechanisms are often in place 

(OECD, 2013[50]). Resolving disputes early (either through pre-court dispute resolution 

mechanisms or pre-trial conciliation) saves time and money compared with waiting for a 

court decision (Knight and Latreille, 2000[57]; Montes Rojas and Santamaría, 2007[58]; 

Hayward, 2004[59]).  

Reduce barriers to firm entry and exit  

Supressing anti-competitive product market regulations can spur productivity growth by 

promoting entry, enhancing market discipline and facilitating access to intermediate 

inputs. Product market regulations also shape the diffusion of existing technologies from 

the national frontier to laggard firms. Reducing the stringency of product market 

regulations, particularly entry barriers, is associated with higher productivity growth, 

stronger catch-up of firms to the national frontier (Andrews and Gal, 2015[60])) and higher 

investment and job creation (Gal and Hijzen, 2016[61]). While much progress has been 

made in opening up markets in energy, transport, and communications since the 1990s, 

substantial scope for reform remains in retail and professional services in many countries 

(Gal and Hijzen, 2016[61]). Restrictions in retail have tended to slow the transition from 

small-scale, low productivity, often family-owned businesses to larger, more productive 

businesses using more sophisticated management and work practices, with adverse 

consequences for the creation of quality jobs. Restrictions in professional services 

typically relate to the recognition of qualifications and occupational licencing. In some 

countries, occupational licensing has acted as a barrier to mobility, without clear benefits 

in terms of service quality, consumer health or safety. 

Bankruptcy regimes make it less likely that inefficient firms with low growth potential 

will continue to operate, underpinning the reallocation of capital and labour toward 

high-performing firms. In principle, it can also foster experimentation with risky 

technologies, technology diffusion and innovation. However, this is less likely if credit 

conditions are tightened as a result of reduced loss recovery in case of bankruptcy. 

Striking the right balance between these two forces makes the design of bankruptcy 

provisions complicated. Adalet McGowan, Andrews and Millot (2017[62]) show that there 

is much scope to improve the design of insolvency regimes in order to reduce the barriers 

to the restructuring of weak firms and the personal costs associated with entrepreneurial 
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failure. Since the survival of low productivity firms that would typically exit in a 

competitive market may partly stem from bank forbearance, complementary reforms to 

insolvency regimes are essential to ensure that a more aggressive policy to resolve non-

performing loans is effective.  

The ability of high-performing firms to create high quality jobs also hinges on their 

access to credit (Aghion, Fally and Scarpetta, 2007[63]). Financing constraints tend to be 

more acute for young firms to the extent that they have limited internal funds and lack a 

track record to signal their “quality” to investors. This financing gap is partly bridged by 

venture capitalists or business angels, who address informational asymmetries by 

intensively scrutinising firms before providing capital and subsequent monitoring (Hall 

and Lerner, 2010[64]). Empirical evidence suggests that venture capital has a sizeable 

positive impact on innovation and growth (Andrews and Gal, 2015[60]).  

Promote the mobility of workers across jobs  

The policy discussion on job reallocation typically focuses on the role of flexibility on the 

employer side, with less attention being paid to the role of barriers to and incentives for 

mobility on the worker side. This section briefly reviews some of the elements that are 

important for worker mobility.  

Efficiency-enhancing job reallocation can be costly for both firms and workers, 

particularly when associated with involuntary worker movements, due to the role of 

dismissal and displacement costs. Voluntary worker mobility, where workers quit their 

job for another one in a different firm, induces downsizing in low-productivity firms even 

if firm flexibility is limited. Davis, Faberman and Haltiwanger (2006[65]) show for the 

United States that small reductions in employment –  which account for a very large part 

of overall job destruction –  are largely accommodated through quits rather than layoffs. 

Voluntary worker mobility is to an important extent driven by the ability of high-

performing firms to offer higher wages, provide better working conditions and more 

appealing career perspectives than their less productive competitors. This highlights the 

role of wage-setting for job reallocation (Haltiwanger et al., 2018[66]).  

Wage-setting institutions, such as statutory minimum wages and collective bargaining, 

are mainly motivated by concerns about fair pay and working conditions, but can also 

have implications for the cost and effectiveness of job reallocation. By compressing the 

distribution of wages across firms for similar jobs, they potentially reduce worker 

incentives for job-to-job mobility, while increasing the risk that low-productivity workers 

are displaced, with potentially important implications for the cost and effectiveness of 

labour reallocation. OECD (2018[32]), for instance, suggests that centralised bargaining 

systems tend to be associated with lower productivity growth if coverage of collective 

agreements is high. In the same vein, McGowan and Andrews (2015[40]) suggest that 

flexible wage-setting policies reduce skills mismatch. Concerns about the adverse effects 

of centralised bargaining on productivity growth have motivated calls for more 

decentralised forms of collective bargaining that provide more space to firms for setting 

wage and working conditions according to business conditions (see Chapter 8 for more 

details).
19

  

While wage incentives are important for job-to-job mobility they are not sufficient. 

Workers also should have the right skills required for the job. In general, skills barriers to 

job mobility tend to be less important when skills are transferable across jobs (Montt, 

2015[67]). Skills transferability can be promoted by placing more emphasis on the 

provision of general or cognitive skills in the education and training system while relying 
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more on the job-learning for the acquisition of additional job-specific skills. To limit the 

adverse effects of occupational licensing on job mobility, one possibility may be to rely 

more heavily on occupational competences rather than formal qualifications for the 

attribution of licenses. The portability of accrued rights and protections related to, for 

example, severance pay, unemployment insurance or training across jobs also matters. To 

address the role of limited portability for job-to-job mobility a number of countries have 

introduced mandatory individual saving accounts. For example, Austria and Brazil have 

mandatory individual saving accounts for the purpose of severance pay, while France has 

made training rights portable by making use of individual training accounts. The 

portability of entitlements for social protection is particularly important given the 

increasing prevalence of new forms of work, such as those associated with the platform 

economy.  

Additional measures to reduce the costs of job transitions may also be needed. These 

could include targeted policies for displaced workers or policies to help people move to 

the regions where the best jobs are available (see Chapter 14). Policies targeted at 

displaced workers typically complement standard activation policies with specific 

measures to intervene early during the advance-notice period and address specific barriers 

to re-employment through, for example, retraining or the use of financial incentives. In 

some countries, sector-level initiatives between the social partners also exist with the aim 

of facilitating job transitions and ensure that the skills of workers remain up-to-date. 

Geographical mobility can be promoted through housing policies that do not impede 

residential mobility (e.g. transaction costs on buying property and stringent planning 

regulations) or the use of financial incentives for relocation. In some countries, 

occupational licensing has acted as a barrier to mobility. Such licensing should be used 

judiciously and standards should be harmonised across regions as much as possible.  

Conclusions 

This chapter discussed the main sources of worker productivity and the role of policies 

and institutions. To this end, it focused on the role of skills development, the performance 

of firms, with an emphasis on high-performance work and management practices, and the 

process through which workers are allocated to jobs in different firms. 

Skills are paramount for worker productivity and success in the labour market more 

generally. Skills do not only allow workers to be more effective in their jobs, but they 

also promote learning, innovation and the adoption of new technologies. However, just 

having a skilled workforce is not enough. It is equally important that the skills of workers 

are effectively matched to the needs of employers. This highlights the importance of 

education and training systems that equip workers with the skills that are required by 

employers, the use of high-performance work and management practices built around 

long-term employer-employee relationships and an efficient matching process that 

allocates workers to firms and skills to jobs according to their most productive use.  

To promote both learning and innovation in the workplace and an efficient job 

reallocation process, policies need to strike the right balance between stability –  to 

promote incentives for human capital accumulation –  and flexibility –  to allow for 

efficient job reallocation. While this may suggest a possible trade-off for policy, in 

practice, stability is best achieved by human-resources policies that seek to promote firm 

performance by investing in the workforce. Indeed, high-performance work and 

management practices rely to an important extent on the flexibility of such practices to 

adapt to emerging challenges. The main focus of regulation should therefore be to protect 
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workers against exploitation and abuse (and entrepreneurs against the personal cost of 

failure), while leaving employers, along with social partners, sufficient space to manage 

their business. The next chapter will discuss the role of regulation in more detail by 

focusing on the role of wage-setting institutions for achieving a broader sharing of 

productivity gains.  

Looking ahead, in a rapidly changing world of work, it will be increasingly important to 

ensure that workers can move easily across jobs according to their skills and 

opportunities. This will put a premium on policies that support flexible product and 

labour markets, but also on policies that facilitate job transitions related to skills, social 

protection and social dialogue. Chapter 14 will provide a deeper discussion of policies 

that can help the labour market become more adaptable in a context of rapid structural 

change. 

Notes

 
1
 There is also a need to make better use of the skills of those out of employment. The importance 

of “activating” those skills and the policies required to do so are discussed in the Chapter 9.  

2
 Early studies emphasised that if all firms act alike, the benefits of efficiency wages in terms of 

productivity disappear and their main consequence will be to depress employment by increasing 

labour costs. This is known as the “efficiency-wage” explanation for unemployment. Similar to the 

standard competitive model of the labour market, this yields a negative relationship between job 

quality and job quantity. The relevance of efficiency wages as an explanation for unemployment 

may nevertheless be limited. In practice, different human-resource practices are likely to co-exist 

due to differences in the benefits of efficiency wages across firms or the availability of other, more 

tailored, instruments for motivating and selecting workers, such as performance pay (Lazear and 

Shaw, 2007[16]). 

3
 This way, HPWM practices help to transform firms in effective learning organisations (Senge, 

1990[69]). 

4
 Barriers derive from the lack of management skills and expertise as well as the need for 

significant upfront investments in organisational capital. Incentives are shaped by the context in 

which firms operate. 

5
 Bloom and Van Reenen (2010[70]), for example, show that firms in countries with more flexible 

employment protection rules tend to invest more in people management. This may reflect the 

possibility that in such countries worker turnover tends to be higher and that this increases the 

importance of investing in people management. 

6
 While there is no evidence of a negative effect of social dialogue or collective bargaining within 

firms, there are number of studies that have found negative effects at the sector or country level 

(OECD, 2018[32]).  

7
 OECD (2016[6]) shows that strong collective bargaining institutions are found to be positively 

associated with a higher utilisation of workers’ skills in the workplace. It is argued that this reflects 

the role of good industrial relations, institutions and practices for encouraging the participation of 

workers in firm decisions and facilitating the buy-in of employees to changes in work organisation 

and management practices associated with higher skills use. 

8
 The link between job reallocation and productivity is typically investigated using dynamic 

accounting decompositions. This entails decomposing aggregate productivity growth into the 

contribution of firm entry and exit – which is positive if entrants are more productive than exiting 

firms – and, for continuing firms, the contribution of within-firm productivity growth at a given 
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employment level and that of job reallocation between firms. The evidence tends to suggest large 

positive contributions of within-firm productivity growth independent of labour reallocation, but 

also a positive contribution of firm entry and exit and job reallocation between continuing firms. 

9
 Further analysis shows that the impact of skills mismatch on productivity mainly reflects 

overskilling, suggesting there is a close connection between skills mismatch and skills use. 

10
 Reduced worker flows tend to be mainly associated with reduced job-to-job mobility, at least in 

normal times, while job-to-non-employment mobility is largely unaffected (Bassanini and 

Garnero, 2013[46]). 

11
 Autor, Kerr and Kugler (2007[68]) provide tentative evidence for the United States suggesting 

that wrongful-discharge protections reduce productivity growth. 

12
 However, this should not affect overall job quality to the extent that the reduction of wages 

reflects the value of employment protection to workers. 

13
 However, worker incentives for filing a legal complaint in the case of dismissal also play a role, 

since this increases the number of cases in which the courts need to establish the precise nature of 

dismissal. Incentives for filing legal complaints tend to be larger in countries where the level of 

compensation for unfair dismissals is much higher than that of fair dismissals and the costs of 

court cases to workers are small or non-existent (Venn, 2009[71]). 

14
 An alternative way of limiting excessive layoffs is to make use of experience-rated 

unemployment insurance contributions as in the United States.  

15
 Progressive tenure profiles are typically considered most appropriate for striking the right 

balance between providing incentives for worker investment in their job on the one hand and 

experimentation and hiring on the other. 

16
 To insure workers specifically against the risk of severance (as opposed to unemployment) one 

could envisage the use of employer-funded insurance accounts (e.g. Ireland) or individual savings 

accounts (e.g. Austria, Brazil) which can be accessed upon dismissal. 

17
 While temporary contracts can help in principle facilitate job matching and reallocation, such 

contracts tend to be disproportionately used by low-productivity firms, and particularly those with 

business models that place little weight on learning and innovation. Firms with HPWM practices 

are in general less inclined to make use of temporary contracts. 

18
 Moreover, suppressing fixed-term contracts in the case of a single contract runs the risk of 

promoting alternative and potentially more vulnerable forms of independent work (see also 

Chapter 12 on new forms of work). 

19
 However, it should be noted that other interpretations are possible as well and additional 

research is needed to better understand the relationship between wage-setting, job mobility and 

reallocation. 
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Chapter 8.  Promoting fair wages and labour taxes 

While productivity growth is a pre-condition for rising standards of living it does not 

automatically translate into higher wages and better working conditions for workers. 

This chapter discusses the role of minimum wages, collective bargaining and labour 

taxation for promoting a broad sharing of productivity gains. Wage-setting institutions 

can help avoid that the proceeds of productive labour disproportionately go to capital, 

but also risk pricing low-productivity workers out of the market. To increase their 

effectiveness and mitigate any potentially adverse employment effects, a good 

coordination of wage-setting institutions with the system of labour taxation is crucial. 

This will also help to limit the adverse effects of labour taxation on labour market 

outcomes.  

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.  
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Introduction 

Productivity growth is a pre-condition for higher living standards. Yet, productivity 

growth does not automatically translate into higher wages and better working conditions, 

nor does it necessarily lead to the creation of more quality jobs. The challenge for 

policy-makers is to promote a broad sharing of productivity gains without undermining 

employment.  

This chapter discusses the role of policies and institutions for promoting a broad sharing 

of productivity gains, with a focus on wage-setting institutions and labour taxation. 

Labour market institutions such as a minimum wage or collective bargaining can help, by 

setting minimum standards for employment and avoid that the proceeds of productive 

labour disproportionately go to capital. This is particularly important for workers with a 

weak bargaining position such as those with low skills and precarious contracts. 

Moreover, the coordination of wage-setting institutions with the system of labour taxation 

can enhance their effectiveness in ensuring a broad sharing of productivity gains, while 

containing the risk that they undermine the employment opportunities of the workers they 

seek to help. Policy coordination is equally important from the perspective of labour 

taxation since wage-setting institutions determine to an important extent the effects of 

labour taxation on labour market outcomes.  

The remainder of the chapter is structured as follows. Section 8.1 discusses the role of the 

statutory minimum wage for ensuring that work is rewarding for everyone. Section 8.2 

discusses the role of collectively-agreed wages and working conditions for a broader 

sharing of productivity gains while maintaining a good alignment between labour costs 

and productivity. Section 8.3 discusses the role of labour taxation for wages and 

employment, with a particular focus on those in the bottom of the distribution.
1
 The final 

section concludes. 

8.1. Minimum wages can help ensure that work is rewarding for everyone  

Statutory minimum wages are the most direct policy lever governments have for 

influencing wage levels, especially at the bottom of the distribution. More specifically, 

minimum wages have been justified for: i) ensuring fair pay and preventing exploitation; 

ii) making work pay; iii) boosting tax revenue and/or tax compliance by limiting the 

scope of wage under-reporting; and iv) anchoring wage bargaining, particularly for 

vulnerable workers with a weak bargaining position.  

Currently, 28 out of 36 OECD countries have statutory minimum wages in place. 

Minimum wages also exist in most non-OECD emerging economies.
2
 Statutory minimum 

wages may exist alongside collectively agreed wage floors and can sometimes substitute 

for them when collective bargaining coverage is low. In the eight OECD countries 

without statutory minimum wages (Austria, Denmark, Finland, Iceland, Italy, Norway, 

Sweden and Switzerland), a large part of the workforce is, at least formally, covered by 

wage floors specified in sector- or occupation-level collective agreements. The role of 

collectively-agreed minimum wages is discussed in the next section. 

Minimum wages, as a stand-alone policy, can be useful but tend to have limits  

A long-standing debate exists around the impact of minimum wages on employment. 

There are theoretical explanations for both a negative or a positive effect of 

minimum-wage increases on employment, and thus the question is ultimately an 
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empirical one.
 
Based on a review of the evidence, OECD (2015[1]) concludes that the 

impact of moderate minimum-wage increases on employment tends to be small in both 

advanced and emerging economies, although effects on some vulnerable groups – such as 

youth – may be more negative. Yet, this conclusion remains controversial.
3
 While on 

average across OECD countries, gross minimum wages are set at around 50% of the 

median, what exactly defines an appropriate level of the minimum wage, i.e. a minimum 

wage that supports workers’ earnings, without undermining employment, is not clear and 

inevitably depends on country-specific factors, including the behavioural response of 

employers, the degree of competition in product and labour markets and its interaction with 

other policies, in particular taxes and benefits.
4
  

High minimum wages reduce wage inequality, particularly in the presence of ripple 

effects higher up in the wage distribution.
5
 Ripple effects (or knock-on/spill-over effects) 

reflect the situation where increases in the minimum wage result in wage adjustments 

higher up in the wage distribution. Wage increases above the minimum wage may be 

needed to maintain incentive structures in the workplace based on wage differences 

between lower and higher-paid workers, while wage reductions in the top may be needed 

to compensate for mandated wage increases in the bottom. Ripple effects have been 

documented for some countries, such as France, the United States and several emerging 

economies, but not in others.
6
 When inequality is assessed over the long-run, the 

inequality-reducing effect of minimum wages may be more modest due to the possibility 

of mobility in and out of employment and up and down the wage ladder (OECD, 2015[1]). 

Minimum wages only have a rather limited effect on reducing poverty – see Card and 

Krueger (1995[2]); Neumark and Wascher (2008[3]); MaCurdy (2015[4]). This reflects 

several factors: i) poor households often have no one working; ii) minimum-wage 

workers often live in non-poor households; and iii) in-work poverty is often the result of 

low working hours and household composition, rather than low hourly wages (OECD, 

2009[5]). The level of the minimum wage is of course also critical: it may be too low to 

have a significant impact on poverty headcounts, or too high so that the positive effects of 

higher hourly wages on poverty are more than offset by their adverse impacts on 

employment and working hours among low-paid workers. All in all, minimum wages are 

a relatively blunt instrument for reducing poverty.  

Coordinating minimum wages with the tax and benefit systems is key to make 

them more effective  

Gross minimum-wage levels expressed as a share of median wages vary significantly 

across OECD countries and emerging economies (Figure 8.1). In the OECD area, they 

range from below 40% of median wages in the Czech Republic, Mexico, the 

United States, Estonia and Japan, to 60% and over in Turkey, Chile, France and Slovenia 

and a minimum-to-median-wage ratio of nearly 1 in Colombia.
7
  

Gross values of the minimum wage neither give an accurate picture of workers’ 

take-home pay, nor of the costs of employing minimum-wage workers for firms due to 

the role of taxes and transfers. To lower employers’ costs and the risk of employment 

losses following minimum-wage hikes, some countries, most notably France, have 

introduced sizeable reductions in employer social security contributions for workers at 

around the minimum wage, thereby lowering the ratio of minimum-to-median labour 

costs below that of the minimum-to-median wage. Other countries have attempted to 

increase the effectiveness of the minimum wage to “make work pay” using targeted 

reductions in income taxes and/or employee social contributions for low-wage workers. 
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Some countries offer tax credits or in-work benefits targeted at low-wage workers 

(e.g. Belgium, Mexico, United Kingdom, United States), while others rely on progressive 

income taxes to keep the tax burdens of low-wage earners well below those applicable to 

the typical worker (e.g. New Zealand).  

A good coordination between minimum wages and the tax and benefits system is key to 

mutually reinforce their impact. As discussed above, such a coordination helps to make 

minimum wages more effective in ensuring that work pays and addressing poverty, 

without significant employment losses. But minimum wages can also enhance the 

effectiveness and affordability of in-work benefits and tax credits in supporting the 

incomes of workers and their families. By imposing a wage floor, they limit the risk that 

employers lower wages in an effort to “pocket” in-work benefits and tax credits, thereby 

neutralising their impact on the take-home pay of workers.
8
 At the same time, for in-work 

benefits or tax concessions to remain well targeted and affordable, wage floors should be 

set at moderate levels and reliable information on wages and working time should be 

available to the authorities for means-testing. 

Figure 8.1. Gross and net minimum wages and labour cost at the minimum wage 

% of gross median wage, net median wage and median labour cost respectively, 2016 

 

Note: Labour cost is calculated as the gross minimum wage + employer social security contributions. Data 

refer to a single person without children aged 40 working full-time. Social assistance and cash housing 

supplements are assumed to be available where relevant. Countries are ordered in ascending order of the 

gross minimum wage.  

Source: OECD Database on Minimum Wages (https://stats.oecd.org/Index.aspx?DataSetCode=MIN2AVE) 

and OECD Tax-Benefit Models (http://www.oecd.org/social/benefits-and-wages.htm). Net minimum wages 

and labour costs are not provided for Colombia and Mexico as these countries are not currently included in 

the OECD Tax-Benefit Model. 

StatLink 2 http://dx.doi.org/10.1787/888933881249 

Another way to minimise any possible dis-employment effect of the minimum wage is to 

apply different rates across regions, economic activities or workforce groups to reflect 

differences in economic conditions and productivity. While in most countries, minimum 

wages are set at the national level, in Canada, Japan, Mexico, the United States and 

several emerging economies, they are set at sub-national level, while in Costa Rica, Japan 
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and Mexico rates differ by sector or occupation. Around half of OECD countries with a 

statutory minimum set lower rates for youth. Lower rates are also set in some cases for 

workers on training/apprenticeship contracts, for workers with disabilities as well as for 

long-term unemployed – for details, see OECD (2015[1]).  

Regularly revise minimum wages based on accurate information, impartial 

advice and the views of the social partners  

Minimum wages need to be regularly revised to ensure that they maintain their usefulness 

as a policy instrument and need to be set based on accurate information and a wide range 

of views. Most OECD countries review and adjust minimum wages every year. Not 

revising the minimum wage regularly can result in a significant erosion of its value in real 

terms. Irregular revisions may also heighten the risk of the minimum wage being adjusted 

for political reasons, with insufficient consideration of current and future labour market 

effects. However, rather than revising minimum wages mechanically (e.g. by linking 

them to average wage growth), this should be done carefully by taking due account of 

labour market conditions for the intended beneficiaries based on accurate, impartial and 

up-to-date information.  

The process of setting the minimum wage varies significantly across countries, 

e.g. OECD (2015[1]), Boeri (2012[6]). Minimum wages may be: i) legislated by the 

government or parliament (e.g. the United States); ii) set by government following a 

formal, but non-binding, consultation process with the social partners (the majority of 

OECD countries, including France, Japan, Portugal, Spain and the United Kingdom); 

iii) the outcome of a bargaining process between social partners, with or without the 

involvement of government (e.g. Belgium and Mexico); or iv) set by an independent body 

(e.g. Australia).  

Independent commissions are particularly well placed to give objective 

recommendations, based on a wide range of economic and social factors. The operation 

of these bodies varies from country to country in terms of the advisory (e.g. France) or 

legally-binding (e.g. Australia) nature of their recommendations, the extent to which the 

view of the social partners are taken into account and their independence.
9
 When the 

advice of these commissions is taken seriously and social partners support the process, it 

may be less important who ultimately sets the minimum wage.  

8.2. Collective bargaining can contribute to a broader sharing of productivity gains 

Governments can further promote a broad sharing of productivity gains by supporting 

collective bargaining and social dialogue. Collective bargaining and social dialogue 

contribute to the determination of wages and non-wage working conditions and help 

ensure that workers with a weak bargaining position share in the benefits of productivity 

growth. Collective bargaining and social dialogue can operate alongside statutory rules 

for wages and working conditions or act as a substitute, provided that coverage is high. In 

addition, collective bargaining and social dialogue provide voice to workers, while 

endowing employers and employees with a tool for addressing common challenges. 

Indeed, collective bargaining and social dialogue play a potentially central role for most, 

if not all, aspects of labour market performance. This crucially rests on the ability of 

workers and firms to associate and the coverage of collective agreements negotiated. 

However, since the 1980s, collective bargaining has been confronted with serious 

challenges in the face of global competition, technological change and a long-running 

trend towards decentralisation of bargaining.  
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Collective bargaining has increasingly come under pressure 

On average across OECD countries, trade union density almost halved during the past 

30 years, falling from 30% in 1985 to 17% in 2016 (Figure 8.2, Panel A). As of 2016, less 

than 10% of the workforce is unionised in countries such as Estonia, France and Turkey 

and considerably more than half in countries such as Denmark, Finland, Iceland and 

Sweden. Union members tend to be predominantly male, middle-aged, and medium to 

highly skilled, tend to work in large firms, and typically have a permanent contract. 

Trade unions either engage directly with employers or bargain with employer 

organisations. Membership to employer organisations varies considerably across 

countries, but, in contrast to union density, has been relatively stable over time 

(Figure 8.2, Panel B). In countries characterised by predominantly firm-level bargaining 

(e.g. Central and Eastern European countries, OECD countries outside Europe), employer 

organisations typically do not engage in collective bargaining and employer organisation 

tends to be low. By contrast, employer association membership is high in Belgium, 

Luxembourg, the Netherlands, Sweden, as well as in Austria where membership is 

compulsory. Employer organisations tend to be most important in manufacturing and 

construction and more likely to represent the interests of employers in large firms.  

The number of workers covered by collective bargaining has tended to decline in tandem 

with trade union density in countries predominantly characterised by firm-level 

bargaining, but has been relatively stable in others, except Germany and, more recently, 

Greece. On average across OECD countries, it decreased from 45% in 1985 to 32% in 

2016 (Figure 8.2, Panel C). Collective bargaining coverage is above 50% only in 

countries with sector-level bargaining based on either high employer organisation density 

or a widespread use of administrative extensions that expand the reach of collective 

agreements beyond the signatory parties in a sector. Collective bargaining coverage tends 

to be highest in manufacturing and construction as well as in larger firms. In the presence 

of multi‑employer bargaining at sectoral or national level, collective bargaining coverage 

of small firms tends to be much higher.  

All in all, the weakening of labour relations in many OECD countries has put collective 

bargaining systems under strong pressure and concerns have been growing about their 

ability to contribute to better labour market outcomes, notably when coverage has 

declined significantly or when social partners’ representativeness and strength have 

declined following shrinking membership rates.  
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Figure 8.2. Trade union density and collective bargaining coverage have trended to fall 
Trade union density, employer organisation density, and collective bargaining coverage by country and year, 

1980-2016 

 

Note: OECD are employee-weighted averages across countries shown.  

Source: OECD Trade Unions and Collective Bargaining Database, 

(www.oecd.org/employment/collective-bargaining.htm). 

StatLink 2 http://dx.doi.org/10.1787/888933881268 
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To assess the role of collective bargaining for labour market performance, it is important 

to go beyond the membership rates of the social partners and collective bargaining 

coverage by also taking account of other key features that characterise collective 

bargaining systems (OECD, 2017[7]): i) the level of bargaining at which collective 

agreements tend to be negotiated (e.g. firm level, sector level, national level or a 

combination of different levels); ii) the role of wage co-ordination between sector-level 

(or firm-level) agreements, such as the setting of common wage targets, to take account 

of macroeconomic conditions; and iii) the degree of flexibility for firms to modify the 

terms set by higher-level agreements. The level of bargaining ranges from centralised 

systems, in which there is little or no room for firms to derogate from sector- or 

national-level agreements, to fully decentralised systems, where collective bargaining can 

take place only at the firm level. Between these two extremes, organised decentralisation 

allows sector-level agreements to set broad framework conditions but leaves detailed 

provisions to firm-level negotiations. The role of these different features of collective 

bargaining systems for labour market performance is discussed below. 

Collective bargaining can contribute to better labour market performance  

Collective bargaining has the potential to play a central role in all aspects of labour 

market performance, including: i) wages and non-wage working conditions; 

ii) employment and unemployment; iii) inequality; and iv) productivity. 

There is a broad consensus in the literature that collective bargaining contributes to a 

broad sharing of productivity gains by promoting wages and working conditions. Within 

countries, at the individual level, there is a wage premium for workers covered by firm-

level bargaining compared with those who are not covered or those covered only by 

sector-level bargaining and such workers tend to enjoy more generous fringe benefits 

such as pensions and holiday pay, see e.g. Bryson (2014[8]), Ferracci and Guyot (2015[9]) 

and OECD (2018[10]).
10

 There is also some indication that the work environment tends to 

be of higher quality in firms with a recognised form of employee representation (e.g. a 

union or works council), thanks to lower work intensity, more training options and higher 

prospects for career advancement (OECD, 2018[10]).  

By contrast, the role of collective bargaining for employment and unemployment has 

been the subject of a long-standing and intense debate. Comparing collective bargaining 

systems across countries, Calmfors and Driffill (1988[11]) conjectured that the effect of 

collective bargaining varies according to their level of centralisation (i.e. the level at 

which bargaining takes place, national or sector or firm), with the best performance in 

terms of employment in the most centralised and the most decentralised systems.
11

 

However, empirical studies did not provide much backing for this hypothesis – see 

OECD (1997[12]), Traxler et al. (2001[13]), Aidt and Tzannatos (2002[14]), Bassanini and 

Duval (2006[15]) and Eurofound (2015[16]).
12

 Soskice (1990[17]) instead highlighted the 

importance of the co-ordination of wages across bargaining units – typically sectors – as a 

tool to adjust to aggregate economic conditions. Subsequent studies found that 

co-ordination plays a key role in improving the performance of sector-level bargaining – 

e.g. Elmeskov et al. (1998[18]), Aidt and Tzannatos (2002[14]), OECD (2004[19]), Bassanini 

and Duval (2006[15]), OECD (2012[20]), Eurofound (2015[16]).
13

 

Building on a more granular characterisation of national collective bargaining systems 

that takes account not just of the degree of bargaining coverage but also the level of 

bargaining, the use of wage co-ordination and the degree of flexibility for firms, OECD 

(2018[10]) finds that co-ordinated systems are linked with better employment and 
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unemployment outcomes than fully decentralised systems. Moreover, co-ordinated 

systems are associated with lower unemployment for vulnerable groups, including youth 

and low-skilled workers as well as women than fully decentralised systems. There is 

therefore no indication that such systems deliver good labour market outcomes for 

“insiders” (e.g. skilled prime-age males) at the expense of jobs for “outsiders” (e.g. youth, 

women and low skilled) – see Saint-Paul (1996[21]) and Bertola (1999[22]). Predominantly 

centralised systems with no co-ordination hold an intermediate position, with somewhat 

better employment outcomes than in fully decentralised ones but similar outcomes in 

terms of unemployment. 

Collective bargaining also matters for wage dispersion, with greater dispersion in settings 

with no collective bargaining, e.g. OECD (2011[23]), Jaumotte and Buitron (2015[24]) and 

OECD (2018[10]).
14

 Wage dispersion tends to be lowest among workers who are covered 

by sector-level bargaining. The lower dispersion in wages associated with sector-level 

bargaining in part reflects lower returns to education, seniority and potential experience 

for workers covered by collective agreements (OECD, 2018[10]). 

The effect on wages is also reflected in the relationship of collective bargaining with 

productivity growth. By its nature, sector-level bargaining tends to focus on the typical 

firm in a sector, and as a result, tends to reduce average wage differences between firms 

in the same sector. Similarly, co-ordinated systems place more emphasis on 

macro-economic conditions and have a tendency to reduce average wage differences 

between sectors. In this sense, lower wage flexibility at the sub-national level and lower 

wage dispersion across firms could be seen as two sides of the same coin. This has raised 

concerns about efficient job reallocation and productivity growth. OECD (2018[10]) shows 

that centralised bargaining systems tend to be associated with lower productivity growth 

if coverage of agreements is high. This result suggests that the lack of flexibility at the 

firm level, which characterises centralised bargaining systems, may come at the expense 

of lower productivity growth. By contrast, higher coordination in decentralised systems is 

not found to have adverse effects on productivity. 

Many OECD countries have taken steps towards decentralisation in the past two decades. 

Overall, the analysis in OECD (2018[10]) suggests that organised decentralisation which 

allows sector-level agreements to set broad framework conditions but leaves detailed 

provisions to firm-level negotiations tends to deliver good employment performance, 

better productivity outcomes and higher wages for covered workers. By contrast, other 

forms of decentralisation that simply replace sector- with firm-level bargaining tend to be 

associated with somewhat poorer labour market outcomes. 

Balancing inclusiveness and flexibility in collective bargaining systems 

The main challenge for social partners and governments is to make collective bargaining 

work better in terms of employment, job quality and inclusiveness, while avoiding that it 

becomes a straitjacket for firms. The exact nature of this challenge and the way it is 

addressed will differ from country to country and depend to an important extent on the 

existing national collective bargaining traditions. Systems characterised by predominantly 

sector-level bargaining tend to be associated with high coverage and lower inequality, but 

also risk undermining employment and productivity growth if not well-designed. In 

contrast, systems characterised by predominantly firm-level bargaining allow for a better 

alignment of wages and productivity, but coverage tends to be low, limiting the potential 

benefits of collective agreements mainly to workers in large firms.  
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The best way of ensuring the inclusiveness of collective bargaining is by having 

well-organised social partners based on broad memberships (OECD, 2018[10]). This 

allows social dialogue to be widespread at the firm-level among worker organisations and 

employers and to be based on representative social partners at higher levels (e.g. sector, 

country). Governments should therefore promote social dialogue in large and small firms 

alike and allow labour relations to adapt to emerging challenges, including in relation to 

non-standard forms of work. In systems with sector-level bargaining, administrative 

extensions are another way of promoting the inclusiveness of collective bargaining by 

extending the coverage of collective agreements beyond the members of the signatory 

unions and employer organisations to all workers and firms in a sector. To avoid that 

extensions harm the economic prospects of start-ups, small firms or vulnerable workers – 

see Haucap, Pauly and Wey (2001[25]), Magruder (2012[26]) and Hijzen and Martins 

(2016[27]) –, they need to be well-designed to ensure that the parties negotiating the 

agreements represent the collective interest of all groups of firms and workers. This can 

be achieved by subjecting extension requests to reasonable representativeness criteria, a 

meaningful test of public interest and providing well-defined procedures for exemptions 

and opt-outs of firms in case of economic hardship (OECD, 2017[7]).
15

 

Collective bargaining systems characterised by predominantly sector-level bargaining 

need to allow for sufficient economic flexibility at the firm and country levels. The 

introduction of flexibility in predominantly sector-level systems has often been 

considered as requiring a shift from sector to firm-level bargaining. While such a shift 

would indeed provide more flexibility to firms, it is also likely to induce a decline in 

bargaining coverage, undermining the inclusiveness of the system. Experience in a 

number of OECD countries has shown that less radical options are also available, based 

on the use of controlled opt-outs or sectoral framework agreements that explicitly leave 

space for further adaptation at the firm or individual level (Ibsen and Keune, 2018[28]). In 

principle, these instruments preserve the integrity of sector-level bargaining, while at the 

same time enabling a closer link between productivity and working conditions at the 

firm-level. However, their effectiveness in providing additional flexibility for firms 

largely depends on having high levels of collective worker representation across firms.  

Flexibility to macroeconomic conditions can be fostered through the effective 

co-ordination of bargaining outcomes across bargaining units (e.g. industries or firms). 

Effective wage co-ordination can be achieved through peak-level bargaining based on the 

presence of national confederations of unions and employers that provide guidance to 

bargaining parties at lower levels. Another possibility is pattern bargaining where a 

leading sector sets the targets – usually the manufacturing sector exposed to international 

trade – and others follow. A precondition for a well-functioning co-ordination of wage 

bargaining is to have strong and representative employer and employee organisations as 

well as effective mediation bodies (Ibsen, 2016[29]). 

Collective bargaining systems differ widely across countries in terms of their coverage, 

the flexibility that they provide to firms and their specific institutional set-up and these 

differences tend to be deeply rooted in the sociocultural fabric of countries. National 

traditions in collective bargaining are important and need to be respected. Yet, this does 

not imply that collective bargaining systems cannot and should not adapt to a changing 

economic context. Indeed, one of the most salient features of successful collective 

bargaining systems may be their ability to adapt gradually to changing economic 

conditions, while considering their national industrial-relations tradition. This depends 

crucially on the quality of industrial relations (Blanchard and Philippon, 2006[30]), but 
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also on a government that provides space for collective bargaining and social dialogue, 

while setting the boundaries.
16

 

8.3. Designing labour-market friendly tax policies  

The effectiveness of wage floors – whether statutory or collectively agreed – can be 

enhanced, and any potentially adverse employment effects mitigated, through their 

coordination with the system of labour taxation. By the same token, the wage and 

employment effects of labour taxation depend to an important extent on the nature of 

wage-setting institutions. This section provides a detailed discussion of the role of labour 

taxation for labour market performance. While the argument for policy coordination is 

similar in the context of in-work benefits, this discussion is relegated to Chapter 9 as part 

of a comprehensive discussion on social protection and activation.  

Labour taxes differ significantly in terms of their level and composition across 

countries 

Labour taxes represent a key source of revenue for governments. A considerable part is 

used to fund social protection. However, as not all labour taxes are earmarked, they 

cannot always be linked to specific public social expenditures. Even if they are, the link 

between individual contributions and expenditures tends to be relatively weak due to the 

redistributional nature of social protection systems in most countries. This means that 

individual contributions are best considered as a tax on work rather than a form of 

mandatory savings by employers or employees. It also implies that the way social 

protection systems are financed can have important implications for labour market 

performance.
17

   

Labour taxes drive a wedge between the cost of labour to employers and the value of 

work to employees in terms of labour incomes. This is called the tax wedge. It is 

calculated by expressing the sum of personal income taxes, payroll taxes, and employee 

and employer social security contributions, minus benefits as a percentage of labour 

costs.
18

 Figure 8.3 documents the statutory tax wedge averaged across eight different 

family types in 2015 across OECD countries. Note that the statutory tax wedge does not 

take account of contributions for private social insurance which are very important in 

some countries. 

On average across OECD countries, the tax wedge amounted to almost one third of 

labour costs in 2015. However, it varies considerably across countries, from less than 

20% in New Zealand, Czech Republic, Ireland and emerging economies except Turkey, 

to over 40% in Austria, Belgium and France. These differences reflect to an important 

extent the importance of public social expenditures. Social security contributions, which 

are earmarked for social protection, account for over two-thirds of the tax wedge on 

average across countries. While personal income taxes are not earmarked, a large share of 

their revenues is generally used to finance social protection (OECD, 2007[31]). Social 

security contributions tend to be more relatively important in countries where personal 

income taxes are very low such as Chile as well as in several Central and Eastern 

European countries, while they tend to be less important in countries where social 

security benefits are means-tested such as Australia and New Zealand, as well as in 

Denmark and Iceland.  

While the average tax wedge for the OECD has been largely stable between 

2005 and 2015, this hides significant changes in a number of countries. Significant 
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decreases are observed in the Netherlands, New Zealand, Sweden and Turkey, while 

significant increases are observed in Mexico and Luxembourg. In a number of countries, 

there have also been substantial changes in the composition of the tax wedge. In Denmark 

and the Netherlands, there has been a substantial shift from social security contributions 

to personal income taxes. In Hungary, social security contributions have been shifted 

from the employer to the employee.  

Figure 8.3. The tax wedge and its principal components 

Average statutory tax wedge as % of total labour costs, 2015 

 

Note: Average over eight different household types characterised by marital status, number of children, 

earnings levels expressed as proportion of average wages and whether there are one or two earners.   

a) Unweighted average of countries shown. 

Source: OECD (2016[32]), Taxing Wages 2016, https://doi.org/10.1787/tax_wages-2016-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881287 

The tax wedge has potentially important consequences for employment and 

wages  

Labour taxes can have potentially important consequences for both job quantity and job 

quality, particularly in the case of low-productivity workers. In a labour market without 

frictions, labour taxes reduce employment and wages. By increasing the cost of labour to 

employers and reducing the take-home pay for employees, it reduces both labour demand 

and supply, resulting in lower employment and wages, without creating any involuntary 

unemployment. The relative importance of wage and employment effects depends on the 

bargaining position of employees.
19

 To the extent that workers have a relatively weak 

bargaining position, particularly those with low skills and precarious contracts, they 

disproportionately bear the economic burden of labour taxes – in the form of lower net 

wages –, irrespective of their statutory incidence on employers or employees. In a labour 

market with frictions, labour taxes also affect the unemployment rate when the burden of 

labour taxation differs between in-work and out-of-work income, i.e. when 

unemployment benefits are not taxed at the same level as wages (Pissarides, 1998[33]) or 

when the scope of shifting them onto workers in terms of lower wages is limited due to 
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the presence of statutory or collectively-agreed minimum wages. This is particularly 

relevant for low-skilled workers.  

Cross-country evidence suggests that the average tax wedge tends to increase 

unemployment and, to a lesser extent, reduce labour force participation (Bassanini and 

Duval, 2006[34]).
20

 The effect of the tax wedge on unemployment differs importantly 

across countries due to its dependence on wage-setting institutions. The tax wedge tends 

to have a more negative impact on unemployment in countries with a high minimum 

wage (Bassanini and Duval, 2006[34]) or high union membership and a low or 

intermediate degree of centralisation/coordination (Daveri and Tabellini, 2000[35]). By 

contrast, in countries with low union membership (e.g. mostly English-speaking 

countries) or countries where collective bargaining is strongly coordinated (e.g. the 

Nordic countries) the costs of higher labour taxes tend to be largely shifted to workers in 

the form of lower take-home pay, while the effects on labour costs and employment tend 

to be limited.
21

  

Micro-economic evidence, which typically provides more attention to the specific nature 

of reforms and the context in which they take place, generally supports cross-country 

findings. There is some indication that wages adjust more strongly to labour taxes and 

employment effects tend to be smaller in countries with flexible wage-setting institutions 

such as such as Canada, Chile and the United States (Gruber and Jonathan, 1994[36]; 

Gruber and Jonathan, 1997[37]; Anderson and Meyer, 2000[38]; Deslauriers et al., 2018[39]) 

than in countries with more rigid wage-setting institutions such as Colombia (Kugler and 

Kugler, 2009[40]).
22

 The importance of wage shifting also depends on the extent to which 

contribution payments and benefit entitlements are linked. Based on a series of reforms in 

France, Bozio, Breda and Grenet (2017[41]) show that wage shifting is more important 

when there is a strong tax and benefit linkage. Moreover, wage shifting appears to be less 

important when reforms are targeted at specific age groups or are implemented gradually 

for different groups of workers.
23

 Finally, using matched employer-employee data for 

Norway, Stokke (2016[42]) shows that wage shifting tends to be more important for 

workers with low skills, presumably because of their weaker bargaining position.  

There is some indication that the composition of the tax wedge also matters. 

OECD (2007[31]) finds that the negative effect of the tax wedge on unemployment is 

entirely driven by social security contributions. This may reflect the possibility that 

personal income taxes do not depend on employment status and highlights the value of 

using a broad tax base. Alternatively, it may reflect the possibility that the negative 

unemployment effects of the tax wedge are mitigated by the degree of tax progressivity 

(Lehmann et al., 2016[43]).
24

 Since personal income taxes are typically more progressive 

than social-security contributions, this may explain why the adverse effect of the tax 

wedge on employment is concentrated among social security contributions. This also 

would imply that the adverse unemployment effects of the average tax wedge are 

concentrated among low-wage workers.  

The design of the tax wedge should therefore take account of the possible adverse 

employment effects of overall labour taxes, particularly for low-productivity workers. 

This is all the more important in the current context of population ageing in many 

OECD countries, widening inequality and the rising prevalence of non-standard forms of 

work. However, attention also needs to be paid to the composition of overall labour 

taxation, its progressivity as well as the link between social security contributions and 

entitlements. These elements not only matter for employment, but also for job quality, in 

terms of the take-home pay of employees and the ability to provide security to workers 
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through social protection, as well as labour market inclusiveness. The remainder of this 

sub-section develops these issues in more detail by building on the OECD Principles for 

Tax Policy Design for Inclusive Growth (Brys et al., 2016[44]).
25

 

Broaden the base and increase the progressivity of labour taxation, while 

strengthening the responsibility of employers for labour market risks 

A major advantage of broadening the tax base for the purpose of financing of social 

protection is that it reduces the average burden of taxation on labour. A second advantage 

is that broadening the tax base has the potential to reduce differences in fiscal treatment 

based on employment status or income source. Such differences in fiscal treatment may 

provide incentives for workers to move from dependent employment into self-

employment, tax evasion based on the under-declaration of earnings per employee or 

working in the informal sector. This can have potentially important consequences for the 

level of social protection for the individuals involved and may undermine the fiscal 

sustainability of the social protection system as a whole.  

The tax base can be broadened by adjusting the composition of labour taxation, removing 

inefficiencies in labour taxation or relying more heavily on other forms of taxation. The 

tax base can be broadened by shifting the composition of labour taxes away from social 

security contributions to other forms of labour taxation with a broader tax base such as 

personal income or consumption taxes. While social security contributions mainly weigh 

on payrolls, personal income taxes typically do not depend on labour market status 

(employed, or non-employed) or income source (dependent or self-employment) and 

consumption taxes apply equally to all individuals.
26

 A second possibility would be to 

remove inefficiencies in labour taxation by scaling back poorly targeted forms of income 

tax relief and reduced value-added tax (VAT) rates. These include, for example, the 

deductibility of mortgage interest from personal income taxes or preferential VAT rates 

on expenditures that disproportionately benefit rich households. To the extent that this 

reduces the tax burden on workers with lower incomes this is likely to promote their job 

prospects and earnings potential. A third possibility would be to increase the reliance on 

alternative sources of financing. From the perspective of tax efficiency, measures that 

increase the emphasis of taxation on immobile sources of income are most promising. 

Real estate taxes provide one example. This would not only be efficient, given the 

immobile nature of real estate, but also promote inclusiveness since low income 

households tend to own less property than higher income and more wealthy households. 

There are also arguments for strengthening the taxation of capital income at the individual 

level and increasing the reliance on consumption and environmental taxes. 

There is also a case to be made for more progressivity in labour taxation. Labour tax 

progressivity has a tendency to reduce the adverse unemployment effects of labour taxes 

in general, but particularly for low-skilled workers. By increasing access to work and the 

take-home pay of low-skilled workers, tax progressivity also increases inclusiveness.
27

 

Moreover, in contrast to social security contributions, personal income tax systems in 

many countries have credits or deductions that make effective rates close to zero or even 

negative at low income levels, which could benefit employment as well. But the benefits 

of increased tax progressivity in terms of unemployment and inclusiveness need to be 

weighed against its potential costs in terms of incentives for work, effort, skills 

development and tax compliance. While there is considerable uncertainty about the 

optimal degree of tax progressivity – see Boadway (2012[45]) and Piketty and Saez, 

(2013[46]) for recent reviews –, taking account of unemployment and equity 
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considerations in addition to the traditional labour-supply considerations will tend to shift 

the balance in favour of more labour tax progressivity. 

The most obvious way of increasing the progressivity of labour taxation is to shift away 

from the current emphasis on social security contributions by placing more emphasis on 

personal income taxes. The benefits of tax progressivity therefore provide an additional 

argument for shifting towards personal income taxes in addition to its role for broadening 

the tax base. A partial shift from social security contributions to personal income taxes 

makes most sense for social programmes that are highly redistributive, such as social 

assistance, or social expenditures that seek to cover “risks” that are largely independent of 

the labour market behaviour of employers and employees such as health care, old-age and 

family allowances. Since health care, old-age pensions, family allowances and social 

assistance account for a sizeable share of total social expenditures, there is considerable 

room for such a shift in many OECD countries. 

Finally, increasing the responsibility of employers for labour market risks in the context 

of sickness, disability and unemployment can also be considered. This can be achieved by 

strengthening the link between employer contributions and expenditures for those 

components of social protection. In practice, this can be done by giving employers direct 

responsibility for the cost of certain labour market risks during a time-limited period in 

combination with a waiting period for benefit entitlements (this is fairly common in the 

case of sickness, see Chapter 9) or by increasing their responsibility indirectly by linking 

employer contributions to the firm’s benefit history through experience-rating 

(e.g. Netherlands in the case of disability, United States in the case of unemployment 

insurance). Experience-rating social security contributions allows taking account of both 

benefit inflows and outflows, but also tends to be difficult to administer. Systems based 

on direct responsibility are easier to administer than systems based on experience-rating, 

but act primarily on the inflow margin (when time-bound) and, in the case of 

unemployment insurance, may be of limited effectiveness when a firm's decision to lay 

off workers reflects its financial situation and, hence, its ability to take direct 

responsibility for the cost of unemployment. On the part of employees, increasing the link 

between entitlements and contributions moderates wage claims and supports labour 

supply by making labour taxes less distortionary. This logic is most readily applied to 

pensions.   

Conclusion 

This chapter has discussed the role of minimum wages, collective bargaining and labour 

taxation for promoting a broad sharing of productivity gains. The overall message of the 

chapter is that wage-setting institutions can contribute to a broader sharing of productivity 

benefits without undermining employment or the basis for productivity itself. However, 

for this to be the case, their design is crucial as well as their articulation with other 

policies and institutions.  

The minimum wage represents a useful albeit limited tool for promoting broadly shared 

productivity gains by ensuring fair pay and preventing exploitation. It may also have 

implications for wages further up the wage distribution, but the evidence on such “ripple” 

effects is rather mixed. A good coordination with the tax-and-benefits system is key to the 

design of minimum wages since this can help increase their effectiveness in boosting 

take-home pay, while limiting their potential adverse side effects on employment.  
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Collective bargaining allows for a potentially broader sharing of productivity gains by 

affecting the wages and working conditions of all workers covered by collective 

agreements, but has come increasingly under pressure as a result of global competition, 

technological change and a long-running trend towards decentralisation of bargaining. 

Moreover, the world of work is changing rapidly, with workers moving more easily 

between employers, sometimes combining several jobs at the same and the emergence of 

new forms of work. These challenges require rethinking the role of collective bargaining 

and collective action in a changing world of work.  

To further facilitate a broader sharing of productivity gains, it is important to limit non-

wage labour costs, particularly for low-wage workers. This can be achieved by 

broadening the base for labour taxation, while increasing its progressivity. Of course, the 

prime reason for having labour taxes in the first place is to finance social expenditures 

which themselves are an important instrument for a broad sharing of productivity gains. 

This will be discussed in Chapters 9 and 10.  

While wage-setting institutions have a role to play, it is also important to caution against 

excessive expectations. Wage-setting institutions can correct for poor wage outcomes as a 

result of a weak bargaining position of workers, but they cannot correct for a very 

unequal distribution of productivity across firms or workers. This requires different 

measures related to, for example, technology diffusion and skills development (see 

Chapters 7, 10 and 14).  

Notes 

 
1
 The role of social benefits, including in-work benefits, will be discussed in detail in 

Chapters 9 and 10. 

2
 Including in the OECD’s six key partner countries (Brazil, China, India, Indonesia, Russian 

Federation and South Africa) and Costa Rica (currently seeking membership) and Colombia 

(invited to become a member)  

3
 See for example the recent debate in the United States between Dube, Lester and Reich 

(2010[51]), Allegretto, Dube and Reich (2011[52]), Allegretto et al. (2017[53]) on the one hand, and 

Neumark, Salas and Wascher (2014[54]) on the other. 

4
 Firms may mitigate the impact of minimum wages on labour costs by adopting more efficient 

work practices to raise productivity – e.g. Riley and Rosazza-Bondibene (2017[55]); Hirsch et al. 

(2015[56]), – reducing non-wage labour costs – e.g. Kaminska and Lewandoski (2015[57]) or in the 

absence of an effective enforcement, firms do not fully comply with the legislation – e.g. Bhorat, 

Kanbur and Rayet (2012[58]); Rani et al. (2013[59]); Garnero (2018[50]) – or employ workers 

informally (Comola and De Mello, 2011[60]). Weak competition in product and labour markets has 

a tendency to reduce the impact of minimum-wage increases on employment and may even render 

them positive. When product market competition is weak, i.e. firms can increase profits by setting 

prices above the competitive level, employers can shift part of the increase in labour costs that 

results from a higher minimum wage to consumers through higher product prices (Allegretto and 

Reich, 2018[61]) or, alternatively, absorb some of the increase in labour costs by accepting lower 

profits (Draca, Machin and Van Reenen, 2011[62]). When labour market competition is weak, firms 

may be in a position to increase profits by offering wages below the competitive level. This 

situation may arise when there is only a single firm active in a labour market or when there are 

significant search frictions on the part of workers that limit competition for workers between firms, 

leading to cases of “monopsony”. In this case, a minimum wage can help to increase wages and 

employment at the same time.  
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5. 

A significant number of papers have associated minimum wages with lower wage inequality - 

e.g. DiNardo et al. (1996[64]), Lee (1999[63]), Autor, Manning and Smith (2016[65]) for the 

United States, DiNardo and Lemieux (1997[66]) for Canada, Machin (1997[67]) for the 

United Kingdom and Koeniger, Leonardi and Nunziata (2007[68]) for 11 OECD countries.  

6.
 E.g. Koubi and L´Hommeau (2007[69]) and Goarant and Muller (2011[70]) for France and Card 

and Krueger (1995[2]), Lee (1999[63]), Neumark, Salas and Wascher (2014[54]) (2004), Autor, 

Manning and Smith (2016[65]) for the United States and Dickens and Manning (2004[71]) (2004) 

and Stewart (2012[72]) for the United Kingdom.   

7
 The median includes workers in informal employment where wages tend to be much lower than 

in the formal sector and compliance is weak. However, even when the index is restricted to formal 

workers the minimum wage in Colombia remains very high by OECD standards.  

8
 This is one of the stated aims of introducing the UK National Minimum Wage. This is also a 

concern in the United States where significant parts of the Earned Income Tax Credit (EITC) fail 

to reach low-paid workers – see Rothstein (2010[73]); Lee and Saez (2012[74]).  

9
 In France, the commission has only an advisory role on the discretionary increase that the 

government can add to the automatic increase due to price and productivity increases. In Ireland 

and the United Kingdom, the commissions are composed of experts and representatives of the 

social partners and the government has to justify in parliament the decision not to follow their 

advice. In Germany, the government can refuse the recommendation of the minimum wage 

commission, which is composed by social partners and two experts without voting rights, but 

cannot change it. Finally, in Australia, the Fair Work Commission is entirely independent and its 

decisions are legally binding 

10
 Evidence using microdata for the US and for the UK points to an average union membership 

wage premium of between 10% and 15%. 

11
 This motivated the critical stance of the 1994 OECD Jobs Strategy on sector-level bargaining 

and its recommendation to decentralise collective bargaining. In the original Jobs Strategy, 

centralised or co-ordinated bargaining arrangements were viewed more positively than sector-level 

bargaining but not explicitly supported. While countries with such systems typically managed to 

sustain relatively high employment levels, the empirical evidence based on country panels was 

judged to be weak. More fundamentally, the ability to foster fully centralised bargaining systems 

or systems that are effectively co-ordinated so as to promote resilience and contain wage spirals 

was put in doubt. 

12
 In part, this reflects the fact that seemingly similar systems differ importantly in the way they 

operate in practice due to the role of institutional details and the broader socio-economic context 

(OECD, 2017[7]; Hijzen, Martins and Parlevliet, 2018[79]). 

13
 The Reassessed OECD Jobs Strategy in 2006 embraced this “augmented” version of the 

Calmfors-Driffill hypothesis which entailed that decentralised and centralised or co-ordinated 

bargaining systems result in better employment performance than sectoral bargaining systems. 

14
 See also Blanchflower and Freeman (1993[47]), Card, Lemieux and Riddell (2004[48]) and 

DiNardo and Lee (2004[49]). 

15
. The case of Australia, where a government body determines minimum standards for each 

sector, represents an alternative approach for ensuring basic terms of employment among all firms 

in a sector in the presence of firm-level bargaining (OECD, 2018[10]). 

16
 Governments can promote the quality of labour relations by: fostering broad, representative and 

well-organised employer and worker associations; creating built-in incentives for the regular re-

negotiation of collective agreements; providing high quality and objective statistics on the state of 

the economy; and supporting mechanisms that enhance the accountability of the social partners for 

the effective implementation of collective agreements.  
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17

 To the extent that labour taxes represent a form of mandatory savings, and hence can be 

considered as part of the compensation package of employees, they should affect neither the utility 

from work to employees (which matters for labour supply) or the cost of labour to employers 

(which matters for demand) and leave employment and wages unaffected. However, since in 

practice the link between contributions and entitlements is imperfect, they can reduce the net 

take-home pay of the employee, and hence job quality, with negative consequences for labour 

supply and/or increase the cost of labour to employers and reduce labour demand. 

18
 Ideally, consumer taxes would also be included because they create a wedge between the total 

labour costs faced by the employer and the return to work by the employee. However, this is not 

done here as this requires taking account of detailed expenditure patterns which is not obvious in 

practice.  

19
 This depends in turn on the relative responsiveness (“elasticity”) of labour demand and supply to 

wages. If labour demand is perfectly inelastic and labour supply is not, the burden of taxation falls 

entirely on firms. On the contrary, if labour supply is perfectly inelastic and labour demand is not, 

the burden of taxation falls entirely on workers. Since labour demand tends to be considerably 

more elastic than labour supply, the conventional wisdom is that the burden of labour taxation is 

mostly borne by workers in the form of lower take-home wages.  

20
 These results appear to be broadly representative for macroeconomic studies, with similar results 

found in OECD (2007[31]), Murtin, De Serres and Hijzen (2014[76]) and Gal and Theising 

(2015[75]). Note that these studies typically identify short-run effects. To the extent that wages 

adjust only slowly to changes in labour taxes one might expect these employment effects to 

(partially) dissipate with time.  

21
 Because of the interaction of labour taxation with wage-setting institutions, it also has been 

suggested that it can undermine labour market resilience by amplifying the unemployment effects 

of aggregate shocks (Blanchard and Wolfers, 2000[77]).  

22
 However, apart from labour market frictions, these differences may also reflect the nature of 

reforms and particularly, the extent to which contribution payments and benefit entitlements are 

linked. 

23
 Evidence from permanent social security reductions by respectively Saez, Schoefer and Seim 

(2018[78]) and Saez, Matsaganis and Tsaklogou (2012[80]) targeted respectively at new hires in 

Greece and youth in Sweden point at limited wage shifting (and more important employment 

effects). This may reflect the role of fairness considerations (and legal constraints) that prevent 

employers from wage discriminating between employees in the same firm based on age or cohort. 

24
 Labour tax progressivity may reduce unemployment through three different channels. First, 

progressivity implies rising marginal tax rates and higher marginal tax rates moderate wage claims 

(Pissarides, 1998[33]). Second, shifting the burden of taxation to high-wage workers reduces the 

role of interactions between labour taxation and institutional features that create wage floors for 

low-wage workers. Third, unemployment is reduced because of a composition effect that results 

from the greater responsiveness of low-wage employment to taxation relative to that of 

higher-wage workers (Lehmann et al., 2016[43]).  

25
 These are: broadening tax bases; strengthening the overall progressivity of the tax system; 

nudging pre-tax behaviours and opportunities; and enhancing tax policy and administration. The 

discussion here focuses on the first three, with a specific focus on financing social protection. 

26
 OECD (2007[31]) shows that the required increase in personal income or consumption tax rates 

to compensate for the loss in revenue of a reduction in the social security contribution rate are 

much smaller. This is even the case under constant employment.  

27
 Not surprisingly, the arguments for in-work benefits are very similar. This is discussed in detail 

in Chapter 9.  
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Chapter 9.  Protecting and supporting workers 

This chapter focuses on the role of policies and institutions for promoting an effective 

labour supply by ensuring that work is accessible, attractive and sustainable over the life-

course. This first of all requires tackling barriers to employment through the use of a 

comprehensive activation strategy that combines measures to enhance motivation with 

measures to promote employability and foster job opportunities. However, it also 

requires measures to make work more attractive and sustainable by ensuring that work 

pays, workers are protected against the risk of unemployment and workers can enjoy a 

healthy work environment.   

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law. 

Note by Turkey:   

The information in this document with reference to “Cyprus” relates to the southern part of the Island. There 

is no single authority representing both Turkish and Greek Cypriot people on the Island. Turkey recognises 

the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is found within the 

context of the United Nations, Turkey shall preserve its position concerning the “Cyprus issue”. 

Note by all the European Union Member States of the OECD and the European Union:  

The Republic of Cyprus is recognised by all members of the United Nations with the exception of Turkey. 

The information in this document relates to the area under the effective control of the Government of the 

Republic of Cyprus.  
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Introduction 

To promote quality jobs for all in a changing world of work, policies and institutions to 

promote productivity growth and job creation need to be combined with policies and 

institutions to support an effective supply of labour. Yet, many jobless and marginally 

attached individuals face various barriers to good quality employment, relating to their 

individual situation as well as the quality of the jobs available. Addressing these barriers 

is crucial to prevent that a sizeable share of the working-age population is effectively 

excluded from the labour market.  

Promoting an effective labour supply requires a mix of policies that stimulate both job 

quantity and job quality. It includes policies that primarily relate to job quantity, i.e. 

employment and social policies that address employment barriers related to work 

motivation, worker employability and job opportunities. If designed well, such measures 

can also improve job quality through enhanced job matching, with potentially important 

implications for earnings and job stability. However, an effective labour supply also 

requires policies that ensure that work is attractive and sustainable over the life-cycle 

through improvements in job quality. This includes, amongst others, measures to ensure 

that work pays, to protect workers against the risk of joblessness and to support a healthy 

working environment.  

The remainder of this chapter is structured as follows. Section 9.1 discusses the role of 

in-work and out-of-work benefits to make labour markets more secure by protecting 

workers against the risk of unemployment and in-work poverty, while preserving and 

promoting good work incentives. Section 9.2 presents the main elements of a 

comprehensive activation strategy based on a mutual-obligations framework that seeks to 

make work accessible for all by tackling employment barriers. Section 9.3 discusses how 

governments can support a quality work environment to ensure that work is attractive and 

sustainable over the life-course. The last section concludes.  

9.1. Protecting workers against the risk of unemployment and in-work poverty  

This section focuses on the role of out-of-work benefits for protecting workers against 

income losses in the case of joblessness and in-work benefits for protecting workers 

against the risk of in-work poverty. Apart from supporting the incomes of poor working 

families, in-work benefits also play an important role in alleviating the potentially 

negative impact of unemployment benefits on work incentives.  

Insuring workers against joblessness 

Public income support for the unemployed, either in the form of unemployment insurance 

or assistance programmes, serve two main policy objectives. First, these programmes 

protect individual workers against the risk of income loss during joblessness, smoothing 

consumption between unemployment and employment spells. This also acts as an 

automatic stabiliser at the aggregate level (see Chapter 13), while ensuring a fair 

distribution of income and containing poverty (see Chapter 10). Second, by alleviating 

liquidity constraints and allowing more time for workers to look for a suitable position, 

unemployment benefits can enhance the quality of job matches in terms of both earnings 

and job stability, with potentially important implications for aggregate efficiency.  

There is considerable variation across countries in the design of unemployment benefit 

systems, and hence, the extent to which they support incomes during joblessness and 
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facilitate job search. Figure 9.1 summarises some of the key institutional details by means 

of net benefit replacement rates - which express the net income of a beneficiary as a 

percentage of net income in the previous job – for different unemployment durations. On 

average across countries, the replacement rate declines from 64% at the start of the 

unemployment spell to 53 % during the first year and just 28% on average during the first 

five years. In countries with universal unemployment benefit systems such as Australia, 

New Zealand and the United Kingdom, modest unemployment benefits are available to 

all non-employed persons subject to a means test. Most other countries operate mixed 

systems with unemployment insurance benefits for those who meet certain contribution 

requirements and means-tested social-assistance benefits for those who do not receive 

unemployment benefits. In those countries, the generosity of income support tends to 

decrease over the unemployment spell due to the role of declining benefit schedules or 

limits to the maximum duration of receiving unemployment insurance benefits.  

Figure 9.1. Unemployment benefit schemes protect workers against the income losses during 

joblessness 

Net replacement rates for an average-income earner in % of previous income, 2015 

 

Note: The net replacement rate is the ratio of net income out-of-work to net income while in-work. 

Unemployment benefits include unemployment insurance, unemployment assistance as well as family 

benefits. Social assistance and housing‑ related benefits are not included. Calculations consider cash income 

as well as income taxes and mandatory social security contributions paid by employees. They are averages 

over four different stylised family types (single parents and one‑ earner couples, with and without children) 

and two earnings levels on the lost job (67% and 100% of average full‑ time wages). OECD is the 

unweighted average of the countries shown. 

Source: OECD Tax‑ Benefit Models, www.oecd.org/els/social/workincentives. 

StatLink 2 http://dx.doi.org/10.1787/888933881306 

Unemployment benefits smooth consumption and can also contribute to better 

post-unemployment outcomes if well designed 

Unemployment-insurance and assistance programmes are indeed effective in smoothing 

consumption between job spells. While unemployed persons who are not eligible to 

income support dramatically reduce their level of consumption, the drop is usually very 

limited among those who are eligible (Gruber, 1997[1]; Kroft and Notowidigdo, 2016[2]). 
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These positive effects on consumption tend to be larger among unemployment-benefit 

recipients, who have no assets and those whose spouse is not employed (Browning and 

Crossley, (2001[3]). Unemployment insurance can also play an important role in 

supporting aggregate demand during economic downturns. For example, evidence for the 

United States suggests that the effects of adverse economic shocks on aggregate 

consumption are larger in counties with less generous unemployment insurance (Di 

Maggio and Kermani, 2016[4]). 

Evidence on the ability of income-support schemes to improve the quality of job matches 

is mixed. While unemployment-benefit recipients can take more time and be more 

demanding in terms of the job offers to accept, their employability tends to decline over 

the unemployment spell as a result of human capital depreciation and discrimination 

among recruiters against long-term unemployed (Schmieder and Von Wachter, 2016[5]). 

Recent studies detect no or only small positive impacts of the generosity of 

unemployment insurance on post-unemployment earnings.
1
 The effects on 

post-unemployment earnings may depend on the characteristics of workers as, for 

instance, financially constrained workers benefit more from generous benefits than other 

recipients (Centeno, Centeno and Novo, 2009[6]) or the design of unemployment 

insurance systems.  

Poorly designed unemployment benefits can contribute to job instability if they provide 

incentives for alternating between short-duration jobs and unemployment (Boeri, Cahuc 

and Zylberberg, 2015[7]). This is more likely to arise in the absence of waiting periods for 

receiving unemployment benefits, when minimum contribution requirements for 

eligibility are too short, and when rules are implicitly designed to cover seasonal variation 

in labour demand. Moreover, poorly designed partial unemployment insurance schemes 

may provide incentives for workers to become unemployed when partial benefits are 

withdrawn after some period of time and rights for full benefits are restored quickly 

e.g. Kyyrä (2010[8]), Fontaine and Malherbet (2016[9]), Le Barbanchon (2016[10]). Partial 

unemployment insurance associated with low eligibility requirements can also create 

incentives for firms to lay off workers or make excessive use of flexible contracts, 

increasing the cost of income-support schemes.  

Generous unemployment benefits may discourage job-search efforts and increase 

joblessness 

More generous unemployment insurance may lengthen unemployment spells and the 

overall level of unemployment through its impact on job-search incentives and the 

acceptance rate of job offers (Chetty, 2008[11]). The usual argument is that unemployment 

insurance reduces incentives for job search by distorting the relative price of leisure and 

consumption. This is the “moral hazard effect” and reduces social welfare. However, it 

may also reduce job-search intensity by reducing the pressure on cash-strapped 

unemployed persons to find a job. This “liquidity effect” follows from the 

consumption-smoothing role of unemployment insurance and is intended.  

In normal times, more generous unemployment benefits tend to reduce job-search 

intensity and increase the duration of unemployment spells, with varying intensity across 

countries and groups (Tatsiramos and van Ours, 2014[12]; Schmieder and Von Wachter, 

2016[5]). Rigorous impact evaluations of reforms reveal that a 1% increase in the 

replacement ratio raises the duration of unemployment between 0.4% and 1.6%. 

Moreover, the elasticity of unemployment duration to benefit levels is greater than its 

elasticity to the maximum duration of entitlements: a one-month increase in the duration 
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of benefit entitlements leads on average to an increase in unemployment duration of a bit 

less than one week.  

Job-seekers tend to search more intensively around the time unemployment-insurance 

rights expire. Empirical studies for Austria, France, Germany and the United States 

highlight a significant spike in the exit rate from unemployment to employment in the 

period immediately preceding the exhaustion of rights. In the case of France, this 

behaviour turned out to be stronger among medium to high skilled workers than among 

the low skilled who benefit from fewer job opportunities and have less leeway in deciding 

when to exit unemployment (Dormont, Fougère and Prieto, 2001[13]). The peak is even 

more pronounced when all types of transitions are taken into account, i.e. not only exits to 

employment but also the exits to training and inactivity (Card, Chetty and Weber, 

2007[14]).
2
 

The aggregate impact of unemployment insurance is likely to be smaller than that 

measured at the individual level due to spill-over effects. A reduction in the generosity of 

benefits increases competition for jobs among jobs-seekers and reduces the effectiveness 

of job search.
3
 This in turn reduces the time it takes for firms to fill vacancies, leading to 

higher job creation and aggregate employment (Landais, 2015[15]; Landais, Michaillat and 

Saez, 2018[16]). For instance, the extension of the maximum duration of unemployment 

benefits in Austria in the late 1980s increased the job-finding rate among non-eligible 

workers (Lalive, Landais and Zweimüller, 2015[17]). As a result, the elasticity of 

unemployment duration to the generosity of benefits at the aggregate level tends to be 

smaller than that at the individual level (Schmieder and Von Wachter, 2016[5]). 

The design of unemployment benefit systems needs to strike a careful balance 

between their costs and benefits 

Since income support is essential to smooth consumption over job spells but can also 

reduce job search effort if too generous, policy makers need to strike a balance. The 

optimal level of income support is primarily an empirical problem which requires rich 

country-specific micro-data sets that allow comparing the social welfare gains stemming 

from smoothed consumption and the behavioural costs due to reduced search efforts. This 

is an avenue for future research and the available evidence is still scattered at this stage – 

e.g. Schmieder and von Wachter (2016[5]). However, since the duration of unemployment 

tends to be more sensitive to the level of benefits than to its maximum duration, countries 

with very short benefit durations could improve welfare by extending them. Similarly 

countries featuring long unemployment duration and high replacement rates could benefit 

from lowering replacement rates. 

There are a number of further design issues that can help to strengthen work incentives 

during the unemployment spell and limit overuse by workers and employers. First, it is 

possible to increase the responsibility of workers and employers for the use of 

unemployment benefits. The responsibility of workers can be increased by relying at least 

to some extent on mandatory self-insurance as is the case in some emerging economies 

(see Chapter 16).
4
 The responsibility of employers can be increased through the 

experience-rating of employer social security contributions for unemployment insurance 

based on the recent dismissal behaviour of individual employers, as is done in the 

United States. This forces firms to internalise the social cost of their workforce policies.
5
 

Second, one can strengthen work incentives by reducing the participation tax associated 

with moving from benefits to work. This can be done explicitly through the use of 

in-work benefits as discussed in the next sub-section or by embedding income-support 
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schemes in an effective activation strategy based on the principle of mutual obligations 

which links benefit receipt to active job search and the right and duty to participate in 

training and other employment-support programmes (Section 9.2).  

Making work pay  

The marginal effective tax rate of moving into work from unemployment benefits 

(participation tax) amount to 77% on average across OECD countries, but can be close to 

100% in a few countries such as Austria, Luxembourg and Norway (Figure 9.2).
6
 

Participation taxes tend to be smaller in the case of means-tested social assistance benefits 

but remain sizeable, amounting to 66% on average across OECD countries.
7
 The financial 

incentives to take up gainful opportunities at the bottom of the distribution can be 

enhanced through in-work benefits (IWB) or tax credits. In the case of second-earners, 

work incentives can be strengthened by relying on individual rather than family-based 

taxation.  

Well-targeted, permanent in-work benefits can make work pay and support living 

standards of low-income families, provided incentives are properly understood  

IWB schemes are designed to create a significant gap between the incomes of people in 

work as compared with the income that they would get if they were out of work, thereby 

making work pay, while supporting the incomes of the most vulnerable in or out of work. 

They pursue, therefore, the twin goal of, on the one hand, enhancing employment and the 

movement of workers up the earnings ladder and, on the other hand, ensuring a greater 

inclusiveness of the labour market. In order to avoid creating new disincentives higher up 

the earnings ladder, IWB must avoid threshold effects by maintaining a sufficiently large 

phase-out region over which benefits are withdrawn gradually. 

The effectiveness of IWB depends on their targeting, the duration for which they are 

provided and the way they are operated. First, the effects of in-work benefits on work 

incentives are more pronounced when targeted at groups that are more sensitive to 

financial incentives such as lone parents (Immervoll and Scarpetta, 2012[18]).
8
 Moreover, 

in-work benefits are more effective when they are provided permanently, i.e. as long as 

needed, rather than for a limited maximum duration. The evidence suggests that 

temporary in-work benefits have limited effects on poverty in the longer-term (van der 

Linden, 2016[19]). Finally, IWB systems tend to be more effective when they are operated 

in a simple and transparent way. If potential beneficiaries do not understand the IWB 

system, the desired labour-supply response tends to be smaller (Chetty, Friedman and 

Saez, 2013[20]). This is more likely when the interaction with other taxes and benefits is 

complex.  

The effectiveness of in-work benefits further depends on the institutional settings of each 

country. If earnings distributions are compressed at the bottom, it is more difficult to 

accentuate work incentives in a meaningful way. IWB in these cases either would be very 

expensive, – because their phase-out region would include many workers resulting in a 

high fiscal burden –or largely ineffective, – because they would make little difference to 

recipients (Immervoll and Pearson, 2009[21]). Furthermore, their effectiveness in reducing 

in-work poverty can be enhanced by complementing them with binding wage floors in the 

form of statutory minimum wages, or negotiated wage floors set by collective bargaining 

(see Chapter 8). By providing a minimum level below which wages cannot fall, they help 

avoiding that employers capture most of the programme benefits through lower wages, 
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thereby achieving the intended redistribution to low-wage workers (OECD, 2009[22]; 

Nichols and Rothstein, 2015[23]).
9
 

Figure 9.2. Work incentives for unemployment-benefit recipients vary significantly across 

OECD countries 

Average participation tax rate, % of gross earnings, 2016 

 

Note: Marginal effective tax rate of taking up work at 67% of the average wage for recipients of 

unemployment benefits in one-earner couple with two children. This shows how much of the new gross 

earnings are 'taxed away' through the payment of taxes and the loss of benefits. Transitional 'into work' 

benefits are included where applicable, on an annualised basis. Supplements are included. 

Source: OECD Tax-Benefit Database, http://www.oecd.org/social/benefits-and-wages.htm. 

StatLink 2 http://dx.doi.org/10.1787/888933881325 

Participation tax rates for second earners can be lowered by moving to individual 

taxation  

Participation tax rates may also be very high for second-earners as a result of 

family-based taxation. A few OECD countries operate family-based systems of labour 

income taxation – where the family rather than the individual is the unit of taxation –, on 

a either compulsory or optional basis (Thomas and O’Reilly, 2016[24]). Family-based tax 

systems often create important work disincentives for second earners, when marginal tax 

rates are progressive and/or tax credits means-tested. In this case, second earners are 

effectively taxed at higher marginal tax rates than a single individual would be, because 

the primary earner has already “used up” the lower tax brackets and any tax credit 

available to the family. Moving to individual-based systems usually improves the work 

incentives for second earners. This would also leave more space for targeting in-work 

benefits on low-income families (instead of individuals) without jeopardising work 

incentives (Immervoll and Pearson, 2009[21]). 
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9.2. Tackling all employment barriers simultaneously 

This section discusses the need for, and key requirements of, a comprehensive activation 

strategy to tackle all employment barriers effectively. In order to be comprehensive, an 

activation strategy should combine measures to ensure that jobless people are motivated 

to search actively and accept suitable jobs, with measures that increase the employability 

of those that are least employable. Therefore, the activation strategy is consistent with a 

mutual-obligations framework that makes income support and effective re-employment 

services conditional on beneficiaries taking active steps to find work or improve their 

employability. The cost-effectiveness of employment services can be improved through 

sound performance management and the use of digital technologies.  

A comprehensive activation strategy is needed  

Jobless and marginally attached individuals face various barriers to quality employment. 

These barriers may include lack of adequate education, skills and/or work-experience, 

health problems (see Box 9.1), care responsibilities, lack of transportation, lack of 

suitable information on job vacancies and how to qualify for them as well as lack of 

access to new job search tools and technology, discrimination, or other social problems, 

and insufficient financial incentives due to the impact of labour income on taxes and 

benefits (CEA, 2016[25]; Fernandez et al., 2016[26]; OECD, 2015[27]). 

Importantly, recent research – e.g. Sundaram et al. (2014[28]); Fernandez et al. (2016[26]) – 

shows that only a small fraction of those persistently unemployed face high 

benefit-induced participation tax rates – i.e. the net marginal tax on labour income 

associated with the transition from joblessness to employment, taking into account all 

taxes and transfers – and that, in general, other barriers play an equally or more important 

role.
10

 This suggests that a comprehensive activation strategy, going beyond the 

strengthening of work incentives, is needed to promote successful transitions into stable 

jobs and overall employment levels more generally.
11

 

Re-employment services and active policies provide help to the unemployed (and other 

inactive groups) with finding work and seek to improve the quality of job matches. 

Countries spend on average 0.5% of gross domestic product (GDP) on active policies, 

with a large cross-country variation ranging from 2.1% in Denmark to 0.1% in the 

United States and even less in Mexico (Figure 9.3). Typical services include the provision 

of labour market information, job search assistance (e.g. guidance for finding jobs, help 

drafting a resume), direct placement or active job brokering (e.g. collecting job vacancies, 

making job referrals), training and rehabilitation services, subsidised employment 

opportunities, and in certain cases, direct job-creation measures. 

An effective activation strategy requires combining measures to ensure that jobseekers 

have the motivation to search actively and accept suitable jobs with actions to expand job 

opportunities – for example, by addressing demand-side barriers through actively 

engaging and assisting employers in hiring and retaining workers and addressing high 

non-wage labour costs, as well as reaching out to employers to utilise new recruitment 

tools – and interventions to increase the employability of those who are less employable – 

for example, by offering intensive case-management and placement services, 

participation in training and subsidised employment programmes, as well as lifting 

supply-side barriers to participation related to for example transportation, childcare, or 

social problems. 
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A holistic approach is needed to address all employment barriers through coordinated 

actions concerning the provision of employment services and the administration of active 

programmes as well as the design of tax and benefits policies (OECD, 2015[27]). For 

example, even in the presence of aggressive job brokering strategies by the public 

employment service (PES), workers may not succeed in gaining or maintaining jobs in 

the absence of access to suitable transportation or if they lack the necessary competences. 

Similarly, workers who enrol in training and re-employment programmes may lack the 

motivation for making the most out of them. 

Figure 9.3. Public spending on active labour market policies  

Total spending on active measuresa as a percentage of GDP in OECD countries, 2015b 

 

Note: OECD is the unweighted average of the countries shown. Countries are ranked by decreasing order of 

public expenditure in active measures. 

a) Data cover administration, training, employment incentives, sheltered and supported employment and 

rehabilitation, direct job creation, start-up incentives. 

b) Data refer to active measures and to 2014 for Estonia, to 2011/12 for the United Kingdom, to FY 2014/15 

for New Zealand and to FY 2015/16 for Australia, Canada, Japan and the United States. 

Source: OECD/Eurostat Labour Market Programme Database, http://dx.doi.org/10.1787/data-00312-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881344 

Box 9.1. Fostering effective return-to-work policies for people with health problems 

Preventing long-term sickness absence and disability-benefit claims is a major challenge 

in many OECD countries, calling for specific return-to-work measures for people with 

health problems. Data for a number of OECD countries demonstrate that after a period of 

around three months, return to work becomes very difficult for people off-work for health 

reasons  (OECD, 2013[29]; OECD, 2013[30]). Effective policies to control sickness and 

disability caseloads typically focus on the start of a sickness spell, with special attention 

for people with stress and mental health-related problems. Promising return-to-work 

policies include:  

 Moving towards more informative, capacity-oriented sickness certificates from 

doctors. For example, the United Kingdom has shifted from providing “sick 

notes” to preparing “fit notes” which focus on the work a patient can still do and 
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describe in some detail what tasks he or she can reasonably perform and what 

workplace adjustments may be necessary (OECD, 2014[31]). Some countries, 

including Sweden, also developed better sickness absence guidelines for doctors, 

with for example information about the typical duration for sickness for a 

particular illness to prevent the certification of unreasonably long absences 

(OECD, 2013[30]). 

 Promoting a gradual return-to-work instead of allowing workers to stay away 

sick until they are fully recovered. Norway recently made partial sick leave the 

default option for certifying physicians, compelling them to justify why they may 

have prescribed full sick leave. At the same time, it introduced tools to support 

physicians through online feedback about their certification behaviour (OECD, 

2013[32]). More recently, Finland and Austria have also started to promote a 

partial return to work for sick workers to rebuild their full work capacity (OECD, 

2015[33]). 

 Compelling employers to address an employee’s health-related work problems at 

an early stage. Employers in Denmark, Norway, Sweden and the Netherlands, for 

example, are obliged to develop a return-to-work plan after around eight weeks of 

absence, jointly with the employee, and facilitate an early return to work through 

the introduction of concrete adjustments in the workplace. 

 Developing early-intervention services to provide counselling and treatment 

referrals to sick-listed workers, thereby bridging a gap in the existing institutional 

structure. In 2013, Austria introduced fit2work, a counselling service to support 

employees with mental health problems (typically after 40 days of absence) as 

well as their employers (OECD, 2015[34]). The United Kingdom has trialled a 

similar programme, Fit for Work, providing occupational assessments for 

employees (typically after 4-12 weeks of absence) also with a particular focus on 

mental health issues (OECD, 2014[31]). 

Address all employment barriers related to motivation, employability and 

opportunities 

Universal and moderately-generous benefits increase the scope and effectiveness 

of a mutual-obligations approach to activation  

Unemployment and social-assistance benefits provide the principal instrument for linking 

jobless people to employment services and active labour market programmes. By 

contrast, those not receiving income support can find accessing employment services 

significantly more difficult: they may be excluded by design or lack the information or 

motivation to register with the public employment services (Immervoll, 2012[35]; OECD, 

2015[27]). Indeed, the “mutual-obligations” framework – in which governments commit to 

providing jobseekers with benefits and effective employment services and, in turn, 

beneficiaries have to take active steps to find work or improve their employability by 

participating in employment services – is based on the premise that workers receive 

benefits. Where monitoring and enforced sanction systems are in place, its effectiveness 

tends to increase with the generosity of benefits by raising the cost of sanctions and 

strengthening financial incentives for taking up gainful employment. Consequently, the 

accessibility and adequacy of benefits plays a crucial role in determining the scope and 
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effectiveness of a mutual-obligations approach that is supported with the threat of benefit 

sanctions.  

Despite the importance of high benefit coverage for providing effective re-employment 

support to the most vulnerable, only a minority of unemployed workers receive 

unemployment benefits in most OECD countries (Figure 9.4), often because of stringent 

eligibility criteria for initial benefit entitlements or short maximum durations, curtailing 

continued benefit recipiency. In most countries, jobseekers who do not receive 

unemployment benefits have access to means-tested social benefits – see 

OECD (2018[36]). However, in this case, “mutual obligations” are often less strictly 

enforced. To the extent that employment services find it difficult to reach out to potential 

clients that receive social-assistance benefits or no benefits at all, unemployment 

insurance should be designed so as to maximise coverage, while maintaining work 

incentives. 

However, improving coverage is challenging to the extent that unemployment-benefit 

entitlements are still largely based on the notion of a unique employment relationship at 

any point in time. Many countries are struggling to provide adequate coverage for 

workers on non-standard work contracts such as self-employed, multi-employer 

employees and various forms of crowd workers, who only work occasionally and/or 

combine multiple income sources, with no statutory working hours. These issues are 

developed in Chapter 12. 

Figure 9.4. Only a minority of unemployed workers receive unemployment benefits  

Share of unemployed persons receiving unemployment benefits, selected countries, 2016 

 

Note: Some European countries are excluded due to missing information in EU-LFS data. OECD-24 

corresponds to the unweighted average of the countries shown. 2015 figures for Australia. Unemployed 

workers are identified according to the definition of the International Labour Organization. 

Source: OECD (2018[36]), OECD Employment Outlook 2018, https://doi.org/10.1787/empl_outlook-2018-en, 

based on: Household, Income and Labour Dynamics in Australia (HILDA) for Australia; European Union 

Labour Force Survey (EU-LFS) for European countries; and Current Population Survey (CPS) for the 

United States. 

StatLink 2 http://dx.doi.org/10.1787/888933881363 
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Strictly-enforced eligibility criteria for benefits can motivate jobseekers to look 

for jobs, but require a balanced articulation of warnings and sanctions  

An effective activation strategy must define strict eligibility criteria, involving the 

suitability of job offers, requirements to report on the outcomes of independent job-search 

efforts, the obligation to participate in active programmes and the determination of 

benefit sanctions for non-compliance with these rules. If suitably designed, these rules 

help ensure that new benefit recipients, who are relatively employable, return to work 

quickly, while maintaining the motivation of benefit recipients who require longer-term 

measures, such as training, to restore their employability. Frequent interviews with 

caseworkers and effort verification based on documented actions are usually found to 

yield positive employment outcomes. However, excessive monitoring based on 

bureaucratic procedures may be counterproductive, while inducing a shift from informal 

to formal job-search methods, particularly for the most-qualified (van den Berg and van 

der Klaauw, 2006[37]; OECD, 2015[27]). Flexible individual action plans developed by 

caseworkers can be better tailored on the characteristics of the client.  

Benefit provision and employment services work best if they are either integrated into a 

single service provider (one-shop agency) or strictly coordinated. The UK experience 

suggests that merging the public employment service and benefit agency has improved 

employment outcomes and services for clients and has been cost-effective (OECD, 

2014[31]). Experience from other countries, such as Australia, Finland, Ireland and 

Switzerland, suggests partnership approaches between organisations and agencies 

(including those in the private and not-for-profit sector) can improve the co-ordination of 

service delivery, especially for disadvantaged client groups or in high-unemployment 

areas (OECD, 2013[38]). The problem of coordination typically arises where employment 

services are decentralised, while the administration of benefits takes place at the national 

level. To enhance coordination, information must be shared across institutions and an 

incentive structure must be designed to ensure that local offices have the right incentives 

to monitor eligibility conditions and impart warnings and sanctions, e.g. OECD (2014[39]); 

Duell et al. (2010[40]); Duell, Singh and Tergeist (2009[41]). 

Enforced sanctions for non-compliance are an integral part of sound eligibility criteria. 

However, sanctions should be used with moderation as there is evidence that their 

positive impact on exit rates may come at the expense of lower quality of 

post-unemployment outcomes, with higher risk of subsequent re-entry into 

unemployment or overall exit to inactivity (Arni, Lalive and Van Ours, 2013[42]; van den 

Berg and Vikström, 2014[43]; Card, Kluve and Weber, 2015[44]; Busk, 2016[45]). Often the 

simple threat of being referred to more intensive but constraining programmes results in 

increased search effort and job finding (Graversen and van Ours, 2008[46]; Røed, 2012[47]; 

Bredgaard, 2015[48]), and so do early warnings of benefit sanctions (Arni, Lalive and Van 

Ours, 2013[42]; Lachowska, Meral and Woodbury, 2016[49]). In the case of 

assistance-benefit recipients, safeguards must be included in the system to prevent that 

excessive sanctions result in severe loss of child welfare or increases in poverty among 

vulnerable groups (Griggs and Evans, 2010[50]). In practice, the graduation of warnings 

and sanctions is likely to require some discretion from decision-makers. Overall, the 

overarching principle should be to intensify and maintain engagement rather than cutting 

links with the jobseeker altogether. 
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Effective job-search assistance and other active programmes require intensive 

counselling, personalised services as well as skilful case management   

Early and frequent counselling interviews have been identified as an efficient way of 

assisting jobseekers (OECD, 2015[27]). However, individualisation of content is key: 

highly-tailored counselling and employment services (e.g. in-depth review of skills and 

experience, development of individual search plans, direct referral to vacancies matching 

the jobseeker’s competences) tend to be associated with improved employment prospects 

and post-unemployment outcomes. By contrast, low-intensity counselling interventions 

do not seem to have substantial impact on labour market outcomes – e.g. van den Berg 

and van der Klaauw (2006[37]).  

More personalised services and better case management require sufficiently low 

client-staff ratios. Recent small-scale experiments in Germany suggest that the hiring of 

additional, suitably qualified, caseworkers can substantially improve the performance of 

local public employment services thanks to increased monitoring and enhanced 

job-brokering. Such investments may even pay for themselves, as the increase in staff 

expenses may be more than offset by the reduction in benefit dependency (Hainmueller 

et al., 2016[51]). Similarity in social background between caseworker and jobseeker can 

contribute to successful performance, possibly as a result of enhanced communication, 

motivation, and trust (Behncke, Frölich and Lechner, 2010[52]), provided that this does not 

lead to softer attitudes by the caseworker (OECD, 2015[27]).
12

 Lower caseloads also allow 

for a better diversification of competences within the public employment service and, 

hence, more effective and tailored responses to the specific needs of clients.  

Profiling tools are an effective way to target costly interventions 

Profiling tools have been used by many countries, sometimes very early in the jobless 

spell, as a way to efficiently allocate jobseekers to less or more intensive service streams 

in a context of limited resources. Effective profiling tools typically involve an initial 

questionnaire or interview, the use of a regularly-evaluated statistical matching model and 

adjustments based on feedback from clients and service providers. The need for formal 

categorisation of clients is greater where resources constraints are stronger (OECD, 

2015[27]) and clients are very heterogeneous in their needs for support (Lechner and 

Smith, 2007[53]). Profiling tools may be particularly useful in the assignment of jobseekers 

to more intensive and expensive programmes, such as training. 

Training and rehabilitation programmes have been shown to produce better and more 

stable effects on long-term individual performance than strategies based only on job-

search assistance and sanctions – e.g. Card, Kluve and Weber (2015[44]). Yet, lock-in 

effects due to missed job opportunities during training may reduce effective labour supply 

in the short-run (Kluve, 2010[54]). This underlines the importance of “mixed strategies” 

characterised by selective referrals to training for those in most need (i.e. for whom 

lock-in effects are less important and potential gains greater), with job-search assistance 

remaining the key tool for other jobseekers. Such strategies crucially require adequate 

profiling tools and skilful case-management. 

Effective out-placement services require reaching out to employers  

Expanding available and accessible job opportunities requires that public employment 

services act as competent job brokers with the trust of employers. Actively developing 

contacts with employers is a major factor in reducing unemployment duration 

(Hainmueller et al., 2016[51]). Instead of only passively registering vacancies, PES staff 
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may actively solicit employers for new job offers or even apply reverse-marketing 

techniques when this makes particular sense (OECD, 2012[55]). PES placement can also 

be enhanced by proposing career development and training services to small and medium 

enterprises that often do not have the capacity to provide these in-house (OECD, 

2014[56]). 

More generally, monitoring labour demand with respect to the skill requirements of job 

vacancies is essential for the PES to ensure efficient matching of jobseekers to 

prospective employers. In this respect, it is crucial that countries develop effective 

systems and tools for assessing and anticipating skills needs (OECD, 2017[57]) and that 

these are used to inform PES actions. 

The provision of subsidised employment opportunities could be part of a 

comprehensive activation strategy if done cautiously 

Direct job creation and employment/hiring incentives represent additional instruments 

that can be used to promote opportunities within a comprehensive activation policy. 

Compulsory referrals of the long-term unemployed to direct job creation measures are 

often costly but are easily implementable, tend to increase job finding in the months 

ahead of programme participation thanks to a threat effect and can promote the 

integration of disadvantaged groups, at least in the short-term. The scheduling of 

job-creation measures several months ahead, combined with intensive counselling and 

training measures to promote market work helps to maximise the threat effect and 

minimise programme costs. This provides some support in favour of the use of 

job-creation measures as one element of a comprehensive activation strategy. However, 

they must be used with great caution because their effects in fostering self-sufficiency in 

the long-term are uncertain (OECD, 2015[27]; Card, Kluve and Weber, 2015[44]). 

By contrast, hiring subsidies, that is, wage subsidies or tax rebates granted for a limited 

period of time, can be cost-effective in the case of temporary lack of demand (Cahuc, 

Carcillo and Le Barbanchon, forthcoming[58]) or to provide relevant work experience to 

specific groups (Brown, 2015[59]). To minimise deadweight costs, they should be 

conditioned on net job creation, while taking account of the administrative costs of 

monitoring eligibility requirements on take-up. Targeting hiring subsidies on the most 

disadvantaged (e.g. the long-term unemployed) can further help to reduce deadweight 

costs, while contributing to a more inclusive labour market through a more equal sharing 

of employment opportunities, albeit at the cost of potentially greater displacement and 

substitution effects. Targeted discretionary recruitment incentives can be an effective tool 

for caseworkers to promote trial hires of jobseekers with significant employability 

barriers, in particular if efforts are made to ensure that they provide valuable work 

experience and at least some prospect of being retained in their job beyond the subsidy 

period (OECD, 2015[27]). 

Enhancing the cost-effectiveness of employment services through sound 

performance management and the use of digital technologies 

The cost-effectiveness of employment services, whether provided publicly or privately, 

can be improved through sound performance management. This requires measuring and 

evaluating performance in terms of job placements and, especially for harder-to-help 

groups, longer-term employment outcomes. A few countries rate local employment office 

performance in terms of outcomes with adjustments for jobseeker and local labour market 

characteristics, based on rigorous and tested statistical methods. When well developed, 
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this approach encourages the robust measurement of outcomes, helps identifying further 

factors influencing performance and generates relatively accurate and objective ratings of 

local office performance (OECD, 2013[38]). 

Several OECD countries have experimented with the outsourcing of employment services 

to private providers. Contracting out job-placement and training services appears an 

attractive option to the extent that it opens up the market for these services to 

competition, which might decrease costs as compared to public delivery and stimulate 

innovative ways of responding to client needs. Experiences with outsourcing of 

employment services in Australia and the United Kingdom, the countries which have 

gone furthest in this regard, are very informative (OECD, 2012[55]; OECD, 2014[56]).
13

 

One challenge is that contracting out requires the capacity to design an appropriate 

incentive contract for private providers and to effectively monitor service delivery. This 

requires building up a number of skills that are not necessarily within the core 

competences of the PES. In the absence of appropriate incentive contracts, private service 

providers may have incentives to engage in “cream-skimming”, i.e. focussing on 

easy-to-place individuals, or “parking”, i.e. paying less attention to hard-to-place 

jobseekers (Finn, 2011[60]). 

To implement an effective activation strategy with the involvement of private service 

providers, a number of conditions must be met (OECD, 2015[27]). First, the size of the 

market for private services must be large enough. This allows for effective competition 

between local providers and facilitates benchmarking provider performance. Second, 

relative provider performance must be outcome-based and measured accurately with a fee 

structure that varies by client group, depending on their distance to the labour market. 

This requires effective profiling tools to support client categorisation and ensure that also 

the hard-to-employ receive adequate services. Third, inefficient providers should have 

their contracts terminated to avoid poor performance affecting service quality to clients 

(OECD, 2015[27]). Finally, contracts should be prescriptive with a detailed specification of 

service requirements, without undermining competition. However, striking the balance 

between prescription and competition can be challenging in practice.
14

 

Programme evaluation is a crucial component of sound performance management. To 

make rigorous evaluation possible, the initial design of policy measures should be 

adapted, where feasible through the use of randomisation. Evaluations can cover various 

aspects of the implementation of new policies and programmes and give insights into 

what effects the policies and programmes had, for whom and why. More generally, 

evaluations allow for a continuous improvement of policies and programmes, but 

unsuccessful ones need to be adjusted or terminated. It is also advisable to test new 

programmes locally, possibly on the basis of random trials, and implement them on a 

larger scale only after rigorous evaluation. Care must be taken in comparing different 

types of programmes since certain measures are conceived to pay off over a longer time 

horizon than others, e.g. training and requalification against work-first strategies (Card, 

Kluve and Weber, 2015[44]). 

Digital technologies are transforming the way the PES operates while making it easier to 

exploit information about vacancies and jobseekers. By automating a number of tasks 

such as benefit applications and vacancy registration, digitalisation allows the PES to 

concentrate resources on activities requiring personal interactions (e.g. counselling, 

certain types of training). However, safeguards must be introduced in digitalised systems 

to avoid creating a digital divide handicapping more disadvantaged jobseekers, in 

particular displaced older workers that lack basic IT skills (OECD, 2017[61]). 
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9.3. Supporting workers by securing healthy work environments 

Protecting and supporting workers goes beyond the provision of adequate benefits and 

effective employment services in case of job loss. Equally important are policies that 

prevent unemployment and non-employment in the first place by making work more 

attractive and sustainable over the life course (European Foundation for the Improvement 

of Living and Working Conditions, 2015[62]).
15

 One key element of the prevention of 

joblessness is adult learning policies that help ensure workers remain employable 

throughout the lifecycle (see Chapters 10 and 14). Another critical element is the quality 

of the work environment which makes it not only attractive for people to become or stay 

employed, but also makes work more sustainable by preventing the risk that work impairs 

one’s health and people are forced to leave the labour force prematurely.  

The quality of the work environment is key for the sustainability of work 

According to the OECD Job Quality Framework, the quality of the work environment is 

one of the three keys dimensions through which work affects well-being (OECD, 2014[63]; 

Cazes, Hijzen and Saint-Martin, 2015[64]). A poor work environment – characterised by 

intensive job demands with insufficient job resources (e.g. feedback and support) – 

reduces worker well-being, weakens worker engagement and productivity
16

 and increases 

the risk of physical and mental health problems (Saint-Martin, Inanc and Prinz, 2018[65]). 

A poor quality working environment can not only cause burnout, but also increase the 

risk of coronary heart disease, musculoskeletal disorders and common mental disorders 

(Harvey et al., 2018[66]; Kivimäki et al., 2012[67]; Hauke et al., 2011[68]).  

Data from the European Working Conditions Survey for 2015 show a strong correlation 

between the quality of the work environment and self-reported health and well-being 

outcomes (Figure 9.5). For instance, almost 40% of workers facing a poor work 

environment say that work affects their health negatively compared to less than 15% of 

those with good working conditions. Similarly, work-related sickness absence is more 

than three times as frequent for workers reporting a poor work environment as for those 

reporting a good one. Job satisfaction and work engagement is also significantly higher 

for those in jobs with high quality work environments. 

Work-related health problems can lead to prolonged periods of not working and often, 

particularly among older workers, result in permanent withdrawal from the labour market. 

Moreover, as emphasised by Arends, Prinz and Abma (2017[69]), a good quality work 

environment is not only key for preventing work-related health problems with long-term 

consequences for workers’ careers, but also for allowing people with health problems to 

return to work more quickly after an illness and to remain economically active for longer. 

Therefore, the quality of the work environment is key for sustaining an effective labour 

supply over the life course.  
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Figure 9.5. The quality of the work environment affects health and well-being 

Share of workers in Europe reporting that the work environment affects their health, 2015 

 

Note: In a poor quality work environment, there are more job demands than job resources; in a high quality 

work environment, there are more job resources than job demands; and in a medium quality work 

environment job demands equal job resources. 

Source: OECD calculations based on the 6th European Working Conditions Survey (2015).  

StatLink 2 http://dx.doi.org/10.1787/888933881382 

Despite its importance, the quality of the work environment has received little attention in 

national and international policy debates to promote long-term labour market 

performance. Two recent OECD initiatives have sought to address this issue. The first is 

the OECD Framework for the Measurement and Assessment of Job Quality (OECD, 

2014[63]; Cazes, Hijzen and Saint-Martin, 2015[64]) which defines the quality of the work 

environment as one of the three main dimensions through which job quality affects 

well-being and contributes to the mainstreaming of quality-of-the-work-environment 

issues in the broader policy debate on labour market performance. The second is the 2016 

Recommendation of the Council on Integrated Mental Health, Skills and Work Policy 

which seeks to promote better policies to improve the work environment, to safeguard 

labour productivity and job retention, and enhance the inclusion of people with mental 

health problems in the labour market (OECD, 2015[33]).
17

  

Legislative measures, financial incentives and management practices  

Effective policies to promote the quality of the work environment require a mix of 

legislative measures, financial incentives and actions to promote good workplace 

practices. 

Promote and enforce legislation for psychosocial risk assessment and prevention 

Over the past decade, a number of OECD countries have put in place more effective 

legislative frameworks for the prevention of psychosocial risks. Such legislation requires 

employers to routinely assess, prevent and control psychosocial risks at work, in addition 

to any physical workplace hazards, such as noise or dust, which have long been the only 

focus of health and safety regulations and labour inspection authorities. In some 
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countries, legislation merely provides guidelines for employers, while others compel 

employers to engage occupational health specialists.  

Denmark and Belgium provide two interesting, far-reaching examples. The Working 

Environment Act in Denmark includes 24 sector- and job-specific guidance tools that 

describe in concrete terms both the risks of stress and psycho-social health problems in 

the workplace and the instruments that companies can use to address them. Inspectors 

from the Working Environment Authority have been trained to support employers in their 

obligations. Preliminary results suggest that employers appreciate the guidance tools 

(Senior Labour Inspectors Committee, 2008[70]; OECD, 2013[71]). In Belgium, the 

Well-Being at Work Act requires employers to draw up five-year prevention plans to 

address the problems identified by psycho-social risk assessments; establish more specific 

annual action plans; and appoint a psycho-social prevention advisor to assist companies 

in implementing their risk prevention policy. Evaluations have shown that 

implementation of these obligations has so far been weak, reflecting a lack of awareness 

by employers and limited resources for prevention advisors (Service public fédéral 

Emploi, Travail et Concertation sociale, 2011[72]; OECD, 2013[29]).  

Legislative requirements in relation to the prevention of psycho-social risks have boosted 

the development of professional support and tools available to employers and fostered 

greater public awareness of psycho-social workplace risks. But the use of psycho-social 

prevention tools by companies remains uneven, especially because the vast majority of 

small and medium-sized enterprises struggle to comply with the stricter regulations and 

because occupational health services, which support companies in the prevention of 

health risks, still tend to concentrate their attention mainly on physical rather than 

psycho-social risks. 

New legislation to prevent work-related health problems will only be effective if properly 

implemented and enforced. Ways to improve the implementation and enforcement of 

legislation to prevent psycho-social risks include: i) specifying compulsory employer 

obligations in regard to psycho-social risk assessment and risk prevention; ii) providing 

targeted tools and support mechanisms that enable employers of all sizes to make 

adjustments to the work environment; iii) directing resources in the labour inspectorate 

and occupational health service to psycho-social issues; and iv) involving worker and 

employer organisations in the enforcement and sharing of good practices.  

Provide adequate financial incentives to employers to promote good working 

conditions 

The effective implementation of more comprehensive and stricter regulations can be 

enhanced by matching legal obligations with financial incentives. In most 

OECD countries, employers pay for workers’ compensation insurance, which covers the 

costs of work-caused health problems, i.e. work accidents and occupational injuries. 

However, the general taxpayer rather than the employer bears the main responsibility for 

the costs of all other diseases or injuries, many of which are also work-related to a certain 

degree.
18

 As a result, employers tend to invest less in the quality of the working 

environment than would be desirable from an economic point of view. Governments 

should ensure that firms face the right incentives to internalise the social cost of poor 

working conditions by increasing the responsibility of employers for the costs of 

work-related health problems, beyond work accidents and occupational diseases. In 

principle, this can be achieved by requiring employers to cover part of wage-costs during 

sickness for a certain period; by experience-rating employer social security contributions 
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for disability insurance against long-term illness; and, by making the cost of workers’ 

compensation schemes for the employer dependent on the presence of health risks in the 

workplace.  

In many OECD countries, employers are obliged, by law or through collective agreement, 

to cover sick-pay costs for a certain period. The length of this period and the share of the 

wage to be paid, however, differ drastically across countries. In the Netherlands, 

employers are legally obliged to cover 70% of wage costs during the first two years of 

sickness.
19

 Moreover, employers face an obligation to facilitate and promote the return to 

work of sick employees, enforced with financial measures.
20

 In the United Kingdom, 

employers have to cover a part of the wage costs during the first six months and have 

only limited re-employment obligations. Other countries including Austria (6-12 weeks), 

Germany (six weeks), Italy (up to 180 days), Luxembourg (13 weeks for white-collar 

workers), and Switzerland (up to six months, varying with tenure) also impose several 

months of continued wage payments in the case of sickness.
21

 

While employer-provided sick pay is common across OECD countries, only a few 

countries operate longer-term disability insurance schemes with experience-rated 

employer contributions, where contributions are higher for employers whose employees 

were more likely to end up claiming disability in the past. In the Netherlands, public 

disability insurance is experience-rated by taking account of past benefit claimants with a 

partial earnings incapacity. Similarly, Finland operates a public disability insurance 

system with experience rating for large firms. Moreover, in countries where private 

disability insurance plays an important role such as Switzerland and Canada, 

experience-rating has also become more common (OECD, 2006[73]; OECD, 2010[74]). 

While employer co-payments are the exception for disability benefits, employer 

premiums to workers’ compensation schemes, which compensate the cost of work-caused 

health problems, are more frequently varied by actual risk. In most countries, the risk 

relates to an entire sector rather than an individual employer, according to the occurrence 

of work injuries and occupational diseases in the sector. In some OECD countries, 

however, there is no compensation-differentiation across sectors and employers. As a 

result, low-risk sectors effectively subsidise compensation payments in high-risk sectors 

and firms face no financial incentives to invest in the prevention of work-related health 

risks.   

Rigorous scientific evidence on the impact of financial incentives for employers on the 

incidence of sickness and disability is scarce. However, there is some indication that 

countries imposing obligations for continued wage payments during sickness experience 

lower levels of sickness absence and that increasing that period has tended to reduce it 

(OECD, 2008[75]; OECD, 2010[76]). Moreover, experience-rated disability insurance in 

Finland and the Netherlands appears to have reduced disability benefit inflows (Koning, 

2004[77]; Korkeamäki and Kyyrä, 2009[78]). Similar moderately positively findings are 

also available for risk-rated premiums for workers’ compensation schemes (Tompa, 

Trevithick and McLeod, 2007[79]; Elsler et al., 2010[80]). While these results suggest that 

financial incentives for employers can contribute to the prevention of both work-related 

and work-caused health risks, they may also have potentially important side effects by 

providing incentives for discriminatory hiring practices against population groups facing 

higher health risks (e.g. older workers). Further research and policy experimentation is 

necessary to better understand how financial incentives can be designed to reduce 

sickness and disability claims, while minimising any unintended consequences related to 

the hiring and firing behaviour of firms.  
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Improve management’s responses to workers’ stress and mental health issues 

While risk assessment and prevention can ensure a healthier work environment, not all 

health risks can be avoided. Enabling management to deal with (mental) health problems 

when they arise is equally critical, not only for workers, but also for business, because of 

the massive impact such health problems can have on economic performance.
22

 This is 

particularly important for small and medium-sized enterprises that tend to be unaware of 

the need for better information and support to deal with workplace stress, workplace 

conflicts and mental health complaints, which can weigh heavily on the work 

environment and significantly heighten the risk of recurrent sickness absences (Arends 

et al., 2014[81]; OECD, 2015[33]).  

Ambitious policy changes have to be introduced to assist employers in dealing with 

mental health problems at work and improving the quality of the work environment more 

generally. Measures for improving managers’ ability to respond to workers’ mental health 

issues include providing stress prevention and mental health training for managers, 

worker representatives and workers; developing the health competence in 

human-resource departments to support managers and workers; and offering guidelines 

and toolkits that help line managers in dealing with workers’ mental health problems. 

Especially in English-speaking OECD countries, many big companies have put in place 

Employee Assistance Programmes, which offer short-term counselling to employees with 

personal problems that affect work performance, whether or not those problems originate 

in the workplace. These programmes often provide support for mental health, drug and 

alcohol issues; counselling for divorce and parenting problems; services targeting 

wellness and health promotion; and work-related supports such as career counselling. 

These services are often provided free of charge and have been shown to contribute to 

decreased absenteeism, greater employee retention and reduced medical costs through 

early identification and treatment (Hargrave et al., 2008[82]; Lam and Walker, 2012[83]). 

Conclusions 

An effective labour supply requires policies that ensure that work is accessible, attractive 

and sustainable over the life-course. This calls for policies that ensure that work pays, 

protect workers against the risk of joblessness, and support a safe and healthy working 

environment. It also requires that quality work is accessible to all by effectively tackling 

all barriers to employment simultaneously through measures that promote work 

incentives, worker employability and job opportunities.  

The chapter provides three key insights: 

 Public income-support programmes for the unemployed alleviate concerns about 

job security among the employed and mitigate financial hardship among the 

jobless, with important consequences for worker well-being. The design of 

unemployment-benefit systems should strike a balance between the potential costs 

associated with reduced work incentives and the benefits in terms of greater 

consumption smoothing and enhanced job matching. The balance between costs 

and benefits can be enhanced by increasing the responsibility of employers and 

employees for the use of unemployment benefits, combining out-of-work benefits 

with well-designed in-work benefits, and embedding income-support policies in 

effective activation strategies based on a rigorous mutual-obligations framework.  
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 Tackling all barriers to employment requires a comprehensive activation strategy 

that combines measures to enhance motivation with measures to promote 

employability and foster job opportunities. Jobless persons typically face various 

barriers to employment at the same time and consequently activation strategies 

should go beyond strengthening work incentives to be effective. Unemployment 

and social-assistance benefits are crucial for the effective implementation of 

comprehensive activation strategies since they provide the principle instrument 

for linking jobless people to employment services and provide substance to the 

threat of benefit sanctions that underpins the mutual-obligations framework. This 

highlights the importance of high-coverage social protection systems for 

overcoming employment barriers.   

 High-quality work environments are critical for the health and wellbeing of 

workers but also contribute to the sustainability of work up to an older age, 

thereby helping to deal with the challenges of population ageing. While 

employers are the first actors for providing good quality working conditions, 

governments also have an important role to play. Where appropriate, they should 

modernise legislative frameworks with respect to health and safety to go beyond 

the prevention of physical health hazards by requiring firms to take appropriate 

actions for the assessment and prevention of psycho-social risks. Legislative 

action could be supported with innovative financial incentives that increase the 

responsibility of employers for work-related health risks. However, further 

research is needed on their design, effectiveness and unintended side effects.  
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Notes

 
1
 No or small positive effects are found in Card, Chetty and Weber (2007[14]) for Austria, van Ours 

and Vodopivec (2008[89]) for Slovenia, Caliendo, Tatsiramos and Uhlendorff (2013[95]) for 

Germany and Centeno, Centeno and Novo (2009[6]) for Portugal, while Schmieder, von Wachter 

and Bender (2016[90]) find negative effects for Germany.  

2
 There is no exception for older workers: an extension of the duration of potential entitlements 

also increases the duration of unemployment, especially as the retirement age is approaching 

(Lalive, 2008[91]). However, some of the outflows observed at the time benefits expire could reflect 

exits from the labour market and not returns to employment. 

3
 The number of unemployed persons may also increase because it induces inactive persons to 

look for work as employment is associated with better social protection.  

4
 Self-insurance can take the form of individual unemployment saving accounts from which 

workers can make withdrawals to support their income and job-search. They are typically funded 

though mandatory contributions on wages and, in some circumstances, can benefit from public 

subsidies notably when savings are insufficient to cover minimum withdrawal amounts 

(e.g. Chile). 

5
 However, to be effective, this system must rely on rules simple enough for employers to able to 

predict the cost of their separation decisions, which can be a challenge in practice (Krueger and 

Meyer, 2002[88]). 

6
 These figures refer to a one-earner couple with two children taking up work at 67% of the 

average wage. Supplements are included. 

7
 These figures become even greater when additional expenditures incurred by the working 

household are taking into account, such as transport and childcare (OECD, 2018[36]). 

8
 Yet, as these groups often incur additional costs upon raising their hours of work (e.g. childcare 

costs), systems providing an immediate payment are preferable with respect to those providing 

only an end-of-year tax rebate. 

9
 The critical issue is, however, setting the minimum wage at an appropriate level, as overly high 

minimum wages tend to compress the earnings distribution at the bottom of the wage ladder, so 

that, as discussed above, IWBs are likely to become either very expensive or ineffective. 

10
 For instance, in Italy, less than 10% of people with no or limited labour-market attachment 

would face significant benefit losses when taking up a job (Browne and Pacifico, 2016[94]). 

11
 This chapter focusses on general activation of the labour force. Specific policy actions 

concerning group-specific barriers are discussed in Chapter 11. 

12
 Yet, the effect of tougher caseworkers is concentrated on easier-to-employ clients, for which 

monitoring and sanctions are likely to be the most effective – see e.g. Huber, Lechner and Mellace 

(2017[84]); Lagerström (2011[85]). 

13
 There are very few success stories and experiments typically took several years of fine-tuning 

(OECD, 2015[27]; Stephan, 2016[86]). In Australia, the outsourcing framework was introduced in 

1998, but significantly revised in 2003, with further changes in 2009 and 2015 (OECD, 2012[55]). 

14
 The Australian experience shows that excessively prescriptive contracts may induce providers to 

become bureaucratic, thereby promoting the use of standardised actions plans and undermining 

innovation, a key advantage of increased competition (Fowkes, 2011[87]). However, rigorous 

evaluations have shown that the lack of prescriptive contracts tends to end up in inefficient 
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programmes, casting doubts on the feasibility of effectively outsourcing employment services to 

private providers (Stephan, 2016[86]). 

15
 Several chapters of this Volume address this question directly or indirectly, e.g. looking at 

labour demand, labour regulations or product market flexibility. 

16
 The relationship between the quality of the work environment and productivity is discussed in 

more detail in Chapter 7 of this Volume as well as in (Arends, Prinz and Abma, 2017[69]).  

17
 https://legalinstruments.oecd.org/en/instruments/334 

18
 Worker compensation schemes only provide limited incentives for employers to prevent work-

related health problems because: i) the costs of compensations tends to be partially socialised; 

ii) presenteeism, typically considered more costly to employers than absenteeism, is not addressed; 

and iii) mental health problems are poorly covered, because the link with work is difficult to 

establish. 

19
 This can even increase to 100% depending on the applicable collective agreement and may 

extend to a third year if the employer has not fulfilled his/her reintegration obligations. 

20
 Dutch employers have to make every reasonable effort to make it possible for the sick worker to 

return to the previous job, another job in the company or a job in another company. During this 

period, workers cannot be dismissed unless they fail to comply with their co-operation obligation 

and refuse to accept another position in the company. 

21
 In some countries, employers can reinsure their sick-pay risk with a private insurer. The role of 

continued wage-payment obligations for the incentives of firms to invest in the quality of the work 

environment may depend on the ability of firms to re-insure and the extent to which fees for 

private insurance have an element of experience-rating. Far-ranging re-integration obligations are 

not easily insurable and, hence, can have potentially important financial consequences, further 

strengthening incentives for the prevention of work-related health risks.   

22
 Businesses that invest in better work environments and high-performance work practices see 

improvements in the quality of products and services and equally in customer satisfaction and 

loyalty (Saint-Martin et al., 2018). Improved productivity outcomes also translate into stronger 

financial performance and higher rates of business survival. The impact on economic performance 

can be sizable, with convincing evidence for causality (Bryson, Forth and Stokes, 2017[92]; Sadun, 

Bloom and Reenen, 2017[93]). 
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Part III. Labour market inclusiveness 
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Chapter 10.  Tackling deep and persistent inequalities in the labour market 

This chapter discusses the role of policies and institutions for tackling deep and persistent 

inequalities in the labour market. To this end, it discusses the role of policies and 

institutions for ensuring that workers are not at a disadvantage in the labour market 

because of their socio-economic background and, once in the labour market, all workers 

have good prospects for accessing quality employment and moving up the earnings 

ladder. The chapter also considers the role of the taxes-and-benefits system for ensuring 

that everybody benefits from increased prosperity.  

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.   
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Introduction 

Not only have wages tended to decouple from productivity and inequalities in earnings 

and incomes tended to increase in many countries (Chapter 2), there are also growing 

concerns that people do not get a fair chance in the labour market due to a lack of social 

mobility (OECD, 2018[1]). In many countries, socio-economic background is an 

important determinant for labour market success and the possibility of improving one’s 

socio-economic position over the life-course (OECD, 2018[2]). In other words, concerns 

about the depth and persistence of inequality have gone hand-in-hand. 

While there is no consensus on the acceptable – or desirable – level of inequality, very 

large and persistent inequalities in the labour market can have significant adverse social 

and economic consequences. First, they tend to reduce well-being as people do not only 

care about their own success in the labour market but also that of others (Clark, Frijters 

and Shields, 2008[3]; OECD, 2014[4]). Second, high inequality can reduce human capital 

accumulation by limiting the ability of low-income people to invest in their skills 

(Cingano, 2014[5]), with adverse consequences for social mobility and long-term growth. 

Third, inequality can reduce mutual trust as well as trust in economic and institutional 

processes , with potentially important consequences for social cohesion, economic growth 

and mainstream politics (Gould and Hijzen, 2016[6]; Alesina and Giuliano, 2015[7]).
1 
 

Yet, deep and persistent inequalities in the labour market are not inevitable as illustrated 

by the large differences observed across countries. Governments have a range of 

instruments at their disposal that can be used to tackle inequality or promote equal 

opportunities. The way they choose to address these challenges depends to an important 

extent on societal values regarding the importance of solidarity, redistribution and 

equality, as well as many other factors related to the national context (e.g. demographic 

structure, macroeconomic situation, the fiscal and administrative capacity of the state).   

After a short section to set the scene (Section 10.1), this chapter discusses three broad and 

complementary policy approaches that can be used to tackle deep and persistent 

inequalities in the labour market: i) policies and institutions to promote equality of 

opportunity through greater social mobility across generations (Section 10.2); ii) policies 

and institutions to promote better career opportunities for those already in the labour 

market (Section 10.3); iii) tax-and-benefit policies to contain excessive inequalities and 

ensure that nobody is left behind (Section 10.4). The last section concludes. 

10.1. Setting the scene  

Inequality of earnings is not only high in many countries, but also tends to persist over the 

life-course and across generations (OECD, 2015[8]; OECD, 2018[2]; Garnero, Hijzen and 

Martin, 2019[9]). Figure 10.1 provides an indication of the degree of earnings inequality in 

a given year (short-term inequality) as well as over the entire working life (life-time 

inequality). Life-time inequality tends to be lower than inequality in a given year. This 

reflects the role of earnings mobility during the life-course that results from movements 

into and out of employment or up and down the earnings ladder. However, the difference 

between life-time and short-term inequality is modest in most countries, suggesting that 

the equalising effect of earnings mobility over the life-course is fairly small and most 

inequality is permanent: on average across countries, life-time inequality is only about 

20% lower than short-term inequality. Moreover, earnings mobility is not sufficiently 

different across countries to bring about significant changes in the cross-country ranking 

of inequality. Life-time inequality tends to be high in countries where wage inequality is 
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high (e.g. Japan and the United States), earnings mobility is low (e.g. Japan and Portugal) 

or unemployment is high and unemployment insurance limited (e.g. Greece and Italy).  

Figure 10.1. Inequality is not only high by historical standards but also very persistent  

Gini coefficients of earnings in 2010 (short-term inequality) and cumulative earnings over the working life (life-

time inequality)  

 

Note: Earnings inequality is measured across all active persons of working age and reflects hourly wages, working 

time and unemployment benefits when unemployed. Since data that allow following persons over their working 

lives are not available on a cross-country basis, life-time inequality is estimated using statistical simulation 

methods rather than directly observed in the data. 

Source: Garnero, A., A. Hijzen and S. Martin (2019[9]), “More unequal, but more mobile? Earnings inequality and 

mobility in OECD countries”, Labour Economics, https://doi.org/10.1016/j.labeco.2018.08.005.  

StatLink 2 http://dx.doi.org/10.1787//888933881401 

Tackling deep and persistent inequalities requires addressing three important policy 

priorities: 

 Reducing the impact of socio-economic background on labour market outcomes. 

This requires making sure that all children have access to quality education and 

health services irrespective of their parents’ income. It also requires ensuring that 

socio-economic background, related to gender, ethnicity, religion, age or LGBTI 

status, does do not become a source of discrimination in the labour market. 

Box 10.1 provides a discussion of the gender gap in the labour market and the 

role of policies.  

 Promoting access to quality employment and prospects for career advancement. 

Promoting the outcomes of those already in the labour market requires measures 

that enhance workers’ employability and earnings potential by investing in adult 

learning and making adult learning systems more inclusive by promoting 

participation among vulnerable workers with limited basic skills. However, it also 

requires ensuring that sufficient opportunities are available and workers have 

good opportunities for career progression. This requires policies that facilitate job 

transitions towards better-paid and more stable employment.   

OECD24
AUSAUT

BEL CZE
DNK

EST

FIN

FRA

DEU

GRC

ITA

JPN

KOR
NLD

POL

PRT

SVK

SVN

ESP

SWE

CHE

TUR
GBR

USA

0.10

0.15

0.20

0.25

0.30

0.35

0.40

0.45

0.50

0.10 0.15 0.20 0.25 0.30 0.35 0.40 0.45 0.50

Lifetime inequality

Short-term inequality

https://doi.org/10.1016/j.labeco.2018.08.005
http://dx.doi.org/10.1787/888933881401


202 │ 10. TACKLING DEEP AND PERSISTENT INEQUALITIES IN THE LABOUR MARKET 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

 Providing effective redistribution. This requires designing tax-and-benefit 

systems that contain excessive inequalities, protect individuals and households 

from negative income shocks and prevent financial hardship, without 

undermining work incentives and, as a result, the long-term career prospects of 

those involved. Taxes-and-benefits policies can also contribute to more equal 

opportunities by alleviating financial constraints that limit access to quality 

education and health services of children in poor households.   

Box 10.1. Bridging the gender gap in labour market outcomes 

Women continue to have lower labour market incomes than men  

Despite major improvements in the education of girls, rising female labour force 

participation and widespread laws against gender discrimination, women still lag behind 

men in the labour market along a number of key dimensions. The gender gap in labour 

income (GGLI) – defined as the average gap in labour income between men and women – 

remains a global phenomenon (see Figure 10.2). It averages 40% across the OECD, with 

considerable variation across countries, ranging from 20% in Slovenia to over 60% in 

Turkey. On average in the OECD, gender differences in employment explain 40%, 

differences in hours worked 20% and differences in hourly wages 40% (which is 

consistent with an hourly wage gap of 16%).  

Gender disparities tend to widen over the life course 

The GGLI tends to widen over the working life, with most of it arising in the first half of 

the career. On average across the OECD, the GGLI amounts to around 25% for people in 

their 20s, widens to 40% for those in their 30s and early 40s, but increases only little after 

that. The evolution of the GGLI over the life-cycle reflects different labour market 

mobility patterns for men and women. Most importantly, childbirth often has long-lasting 

effects on women’s careers, in terms of time spent out of employment, limited hours of 

work, earnings and career progression. Part-time work can help to avoid that women 

withdraw from the labour market after childbirth, but also may limit opportunities for 

career progression within their firm. Women also experience fewer job-to-job transitions, 

partly reflecting the role of family commitments. Weaker job mobility, within and 

between firms, harms career progression and earnings growth (Barth and Kerr, 2017[10]).  

Targeted measures can reduce gender inequalities 

Effective strategies to promote gender equality consist of a number of key elements: 

i) family policies that improve access to childcare, correct disincentives to work for 

second earners and move towards gender-neutral taxes-and-benefit systems; ii) measures 

to encourage behavioural changes, including combating long hours, getting fathers more 

involved in caring, and promoting more equal forms of paid leave; and iii) inducing 

changes in the workplace, including increased take-up of part time and flexible working-

time arrangements. The relative importance of these different elements varies from 

country to country. In countries where women are less likely to enter the labour market at 

any stage (e.g. Greece, Italy and Spain), policies should focus on ensuring high female 

labour participation at young ages. By contrast, in countries where women tend to 

withdraw from the labour market following childbirth (e.g. Australia, Austria and several 

Eastern European countries) and those where women tend to spend large parts of their 

careers in part-time work (e.g. Germany, the Netherlands and Switzerland) attention 
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should focus on policies promoting the reconciliation of parental care responsibilities 

with work and an equal sharing of care responsibilities in the household.  

Figure 10.2. The gender gap in labour income 

Decomposition of the gender gap in labour income (20-64 years old), 2013-15, percentages 

 

Note: For Canada and Turkey, data on earnings refer to wage and salary only. For Norway, the breakdown of 

hourly wage gap and hours gap is not available. 

Source: OECD (2018[11]), OECD Employment Outlook 2018, https://doi.org/10.1787/empl_outlook-2018-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881420 

10.2. Promoting social mobility across generations 

Most people agree that democratic societies should promote equality of opportunities – 

i.e. try to ensure that all people have similar chances to succeed in the labour market 

regardless of their socio-economic background. Inequalities in outcomes and 

opportunities, however, are inherently linked: in the absence of equal opportunities, 

today’s inequalities transmit into inequalities for the next generation. High inequality in 

outcomes in turn undermines equality of opportunity – or “social mobility” across 

generations – as children from well-off backgrounds get a substantial head start in life. 

Indeed, empirical evidence shows that social mobility across generations tends to be 

higher in societies where outcomes are less unequal (a relationship described by the so-

called “Great Gatsby Curve” (Corak, 2006[12])).  

Intergenerational mobility is low in many OECD countries 

People’s socio-economic outcomes tend to be strongly related to those of their parents, 

i.e. intergenerational mobility tends to be low (OECD, 2018[2]). About 40% of the 

differences in fathers’ earnings carry over to the next generation in the OECD on average. 

The degree of earnings persistence between generations varies substantially across 

countries, from below 20% in the Nordic countries to 60% in Hungary, Luxembourg and 
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some emerging economies.
2
 These figures imply that, in an “average OECD country”, it 

could take about five generations for the offspring of a family in the bottom decile of the 

income distribution to reach the average income (Figure 10.3). In the Nordic countries, 

this process could only take two generations, while in some emerging economies, it could 

take around ten.  

Figure 10.3. Intergenerational mobility tends to be low  

Expected number of generations for the offspring from a family at the bottom 10% of the income distribution 

to reach the mean income  

 

Note: These estimates are simulation-based and intended to be illustrative. They are based on estimates of earnings 

persistence (elasticities) between fathers and sons and the current level of household incomes of the bottom decile 

and the mean, assuming constant elasticities. 

Source: OECD (2018[2]), A Broken Social Elevator? How to Promote Social Mobility, 

https://doi.org/10.1787/9789264301085-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881439 

The strong persistence in earnings across generations reflects various factors, including 

low educational mobility, the inter-generational transmission of health outcomes and the 

role of parental social networks. Educational attainment is highly persistent 

across generations: 42% of people with low-educated parents – i.e. those without an 

upper-secondary qualification – do not finish high school, while only 12% complete 

tertiary education. By contrast, people whose parents have completed tertiary education 

nearly always obtain at least a high school degree (only 7% do not) and 63% obtain a 

tertiary degree. Health outcomes also tend to be transmitted from one generation to the 

next. Having grown up in a family with little or no wealth and having ill parents are two 

main predictors of poor health, and young people with poor health are four times more 

likely to be NEET than their peers (OECD, 2016[13]). Parental social networks also play a 

role in sustaining earnings inequalities across generations, particularly for those from 

high-income backgrounds, e.g. Narayan et al. (2018[14]), Corak and Piraino (2011[15]).  

Improving social mobility  

There is nothing inevitable about socio-economic privilege or disadvantage being passed 

on from one generation to another. Large differences in social mobility across countries 

indicate that there is room for policies to make societies more mobile. Improving social 
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mobility requires investments in education and health as well as effective family and 

regional policies.  

Public investment in quality education, from early childhood education and care 

through tertiary education  

For the youngest, good-quality childcare and pre-primary school attendance can have 

large beneficial effects for all, but in particular for children from more disadvantaged 

backgrounds with long-term consequences for educational attainment and labour market 

outcomes.
3
 In the United States, for instance, the Infant Health and Development Program 

(IHDP), which provided free full-day early education with a focus on language 

development, was found to substantially boost cognitive ability, particularly for children 

from low-income households.
4
 Similarly, children attending a French pre-school (école 

maternelle) from the age of two showed significantly improved cognitive and non-

cognitive skills at age six and better literacy and numeracy from grades three to nine 

(Filatriau, Fougère and Tô, 2013[16]). Good-quality childcare and pre-primary school 

attendance can also have beneficial effects in the long-run, particularly for disadvantaged 

children (Van Huizen and Plantenga, 2015[17]; Ruhm and Waldfogel, 2012[18]). The 

introduction of universal childcare in Norway, for instance, was found to have strong 

positive effects on labour market participation and to reduce welfare dependency later in 

life (Havnes and Mogstad, 2011[19]). Many countries offer pre-primary education as a 

statutory right to all children from the age of three, and attendance is frequently 

subsidised or free. In most OECD countries, 80% or more of 3-5 year-olds are enrolled in 

pre-primary education or primary schools.  

At compulsory-schooling level, policies to support social mobility need to address the 

often large performance gap for students from disadvantaged backgrounds and fight early 

school leaving. PISA mathematics scores are about 20% lower for 15-year-olds with 

parents of lower socio-economic status than for those with parents of a high status. Young 

people with less-educated parents and those from workless households are also much 

more likely to leave school without an upper-secondary degree. These early school 

leavers are strongly overrepresented among young people who are not in employment, 

education or training (NEETs), accounting for about one third of all NEETs across OECD 

countries (OECD, 2016[20]). Effective strategies to support students from disadvantaged 

backgrounds include targeted investments in low-performing schools and those located in 

marginalised communities (e.g. for smaller classes, better educational material and 

physical infrastructure and the recruitment and training of teachers and support staff),
5
 

eliminating grade repetition, avoiding early tracking and deferring student selection to 

upper-secondary education (OECD, 2012[21]). The OECD Action Plan for Youth (OECD, 

2013[22]) recommends a set of educational measures to tackle high youth unemployment. 

It places particular emphasis on second-chance programmes for young people who quit 

school without an upper-secondary degree and quality apprenticeships and internship 

programmes that help smooth the school-to-work transition. 

Students from disadvantaged socio-economic backgrounds also tend to be 

under-represented in higher education, especially at prestigious institutions. At the most 

competitive U.S. colleges, for instance, the large majority of students come from 

households in the top income quartile, while the bottom half accounts for only a tiny 

portion e.g. Carnevale and Strohl (2010[23]), Chetty et al. (2017[24]). Targeted outreach in 

upper-secondary schools and counselling/tutoring services during tertiary education can 

be effective at increasing tertiary-level educational enrolment and completion rates of 

young people from underprivileged backgrounds. Differential admission policies, such as 
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class-based affirmative action, can help high-potential candidates from disadvantaged 

backgrounds pass the initial admissions screening.  

Early health support, notably for children and young people from lower socio-

economic backgrounds 

Targeted investments in health support for children and young people from low socio-

economic backgrounds can help to address low social mobility related to health. Pre- and 

post-natal homecare for low-income families has been shown to increase child well-being 

(Greenberg and Shroder, 2004[25]). Pre-natal and childhood health in turn are significant 

predictors of adult health and employment status (Case, Fertig and Paxson, 2005[26]). 

Moreover, many governments are taking steps to promote a culture of healthy eating and 

regular physical activity in schools (OECD, 2017[27]). Direct health support for young 

people should be part of an effective effort to reduce early school leaving and promote a 

successful school-to-work transition. To tackle the rapidly growing share of young people 

diagnosed with mental health problems easily, accessible mental health services are 

needed.
6
 More generally, the absence of universal health coverage, high privately-

financed out-of-pocket payments and the lack of public screening programmes are 

associated with greater income-related health inequalities (Devaux and de Looper, 

2012[28]). 

Family policies that address early disadvantage 

Policies that provide financial support to low-income parents and help them invest in their 

children’s human capital can also help to promote social mobility. There is ample 

evidence of a strong causal impact of parental income on children’s health, school 

performance and future success in the labour market. Financial support that effectively 

targets low-income parents, such as child benefits or earned income tax credits, can 

therefore contribute to reducing the achievement gap of children from disadvantaged 

backgrounds.
7
 Similarly, policies that promote the labour market participation of both 

parents – such as generous parental leave entitlements, especially for fathers, the 

availability of affordable childcare, flexible working-time arrangements and fiscal 

incentives for second-earners to participate in the labour market – can help improve the 

financial situation of families and hence promote intergenerational mobility. In emerging 

economies, conditional cash transfer programmes that provide income support to poor 

households conditional on children’s school attendance or health check-ups have had 

positive effects on educational attainment, health and future labour market outcomes 

(OECD, 2015[29]). 

Tackling spatial segregation and strengthening lagging regions 

The geographical concentration of disadvantaged families in low-income neighbourhoods 

and large economic differences across regions tend to reinforce some of the mechanisms 

responsible for the transmission of disadvantage across generations. Low-income urban 

neighbourhoods and less developed regions tend to suffer from poorer-quality public 

services (notably in education and healthcare), a weaker transport infrastructure and 

fewer employment opportunities. This creates additional hurdles for children and young 

people from disadvantaged backgrounds. Urban planning and regional development 

policies that support equal access can help address these. This could include housing 

policies that promote the geographical mobility of families to help them move to regions 

with better economic prospects (see Chapter 14). It could also involve measures that limit 

school choice – to avoid that large differences in school quality in urban areas induce 
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social segregation – and facilitate a more equitable allocation of children to schools in 

terms of their socio-economic background.
8 

It may further involve measures to improve 

the quality of education and health services in low-income communities, for example by 

offering more attractive pay packages for education and health professionals.  

10.3. Bridging the labour market divide 

Deep and persistent inequalities in the labour market reflect the growing imbalance 

between relative skill supplies and demands, partly driven by globalisation and 

technological change. However, segmentation in product and labour markets – as 

reflected by significant differences in firm and contract-specific pay – can also play an 

important role when labour markets are imperfectly competitive. This section first 

discusses the role of adult learning policies for vulnerable workers (“the supply side of 

the labour market divide”) and then turns to the discussion of segmentation in product 

and labour markets (“the demand side of the labour market divide”).
9 
  

Adult learning systems need to become more inclusive 

Adult learning is key for addressing labour market inequality, particularly for persons 

with low skills. Taking part in training provides adults with the opportunity to up-skill 

and re-skill in line with changing labour market demands. It also supports positive labour 

market transitions and promotes upward mobility to better-paid jobs.  

Participation in adult learning tends to be weak, particularly among those who 

need it most  

According to data from the OECD Survey of Adult Skills (PIAAC), only 41% of adults in 

the surveyed countries participate in adult learning in any given year. This varies 

markedly across countries, ranging from over one half in countries such as New Zealand, 

the Netherlands and the Nordic countries to less than a quarter in countries such as 

Greece, Italy and Turkey. Importantly, participation in adult learning and training is much 

lower among low-skilled workers, i.e. those most in need of upskilling and reskilling. On 

average across countries, the participation gap in job-related training between low-skilled 

and more skilled persons is 23 percentage points.  

Engaging adults who currently do not participate in training is a major task for all 

stakeholders involved, as most of them (82%) have no interest or motivation to do so, 

according to data from the Survey of Adult Skills (PIAAC). This implies that across 

OECD countries participating in the PIAAC survey, about half of adults neither 

participate nor want to participate in adult learning. With adult learning being a key lever 

to improve labour market outcomes of low-skilled workers and prepare workers for 

changing skill needs, it will be crucial to find effective ways to motivate this part of the 

population to take part in education and training. 

Promoting adult learning among disadvantaged groups  

A comprehensive strategy for improving the inclusiveness of adult learning systems 

focuses on those most in need of up- and re-skilling, but least likely to participate in adult 

training and consists of the following features: i) providing good quality information and 

guidance; ii) tackling participation barriers; and iii) engaging employers and unions in the 

provision and financing of adult learning.
10

  



208 │ 10. TACKLING DEEP AND PERSISTENT INEQUALITIES IN THE LABOUR MARKET 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

Providing information and guidance 

Policy should enable adults to make good education and training choices. Yet, there is 

evidence to suggest that adults, in particular those with low skills, are not particularly 

good at recognising the need to develop their skills further (Windisch, 2015[30]). Hence, 

engaging adults in learning must go beyond providing training opportunities and involve 

raising public awareness, providing high-quality individualised advice and guidance 

services and developing on-line databases to inform workers of re-training opportunities 

and labour market needs.  

Public awareness campaigns are a good way to promote the benefits of adult learning and 

reach out to underrepresented groups (Kowalczyk et al., 2016[31]). The Institute for Adult 

Education in Slovenia, for example, has been organising an annual life-long learning 

week since 1996, which today includes more than 1 500 events implemented in 

cooperation with partner organisations across the country. Portugal launched its adult 

learning program Qualifica in 2016/2017 with a large-scale public awareness campaign 

titled “Get yourself together and invest in your future!”. In 2017, the city of Brussels, 

Belgium, launched a mobile information centre Formtruck to engage job-seekers, the 

low-qualified and young people not in employment, education and training in adult 

learning. 

Career guidance helps individuals understand their skill set and development needs and 

navigate available learning opportunities. To be effective, it must take into account timely 

labour market and skill needs information. Career guidance is typically delivered through 

a range of channels, including public employment services (PES), specialised guidance 

services, education providers and social partners. Dedicated services tend to be the most 

effective as they are specifically set up to provide in-depth and timely skill-needs 

information drawn from effective skills anticipation systems. Career New Zealand 

provides a wealth of services, increasingly available online, ranging from tools that allow 

users to explore careers and find jobs that match their skills and qualifications. Also in 

New Zealand, the Occupation Outlook is a mobile phone app that allows exploring study 

and career options, with extensive information on labour supply and demand in over 100 

occupations. Some countries have developed one-stop shops to ensure individuals get all 

the information they need to make informed decisions. The House of Orientation (Maison 

de l’Orientation) in Luxembourg provides a one-stop shop for education and labour 

market orientation.
11

  

Online databases can also be useful for end-users (workers, prospective students) as well 

as trainers, counsellors and other adult learning experts. Australia’s national directory of 

vocational education and training providers and courses (www.myskills.gov.au) allows 

users to search VET qualifications by industry and to access information about average 

course fees, course duration, available subsidies and average employment outcomes. 

While employment outcomes are currently available by qualification, a plan exists to 

make them available at provider level.  

Reducing barriers to participation 

Policy efforts must also focus on those individuals who want to take up or continue adult 

learning opportunities, but face a variety of obstacles to doing so. 18% of people who do 

not take part in job-related adult learning would like to do so. Equally, 34% of people 

who take part in job-related adult learning would like to continue, but do not do so. 

Barriers to participation are diverse and include a lack of time due to work (29% of those 

indicating they would like to participate or continue in adult learning but do not do so), a 

http://www.myskills.gov.au/
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lack of time due to family commitments, a lack of financial resources (both 16%), 

inconvenient time or location of the learning opportunity (12%) and a lack of employer 

support (7%), according to PIAAC data. For low-skilled adults, an additional barrier to 

participation is the lack of basic skills, which are often set as pre-conditions for 

participation in adult learning.  

Most adult learning opportunities require individuals to have a basic level of literacy 

and numeracy and some have specific skills or qualifications as a pre-condition for entry. 

As some skills are acquired through labour market experience, validating and 

certifying existing skills can help to re-engage individuals in formal learning (OECD, 

2019[32]). Effective recognition of prior learning must be transparent, streamlined and 

ensure the buy-in of all relevant stakeholders, including employers and education and 

training providers. In Portugal, the launch of Qualifica programme in 2017 included the 

creation of a credit-based system for professional training in line with European 

frameworks, an online tool for the recording of qualification and competences 

(‘Passaporte Qualifica’), and the establishment of a network of 300 Qualifica centres 

which provide free services related to information and guidance, as well as the 

recognition, validation and certification of skills (OECD, 2018[33]).
12

  

In many countries, several forms of flexible learning provision exist that facilitate 

combining training with work and family commitments, including on a part-time basis, in 

the evenings, weekends, distance learning, or in a modular and/or credit-based format. 

Modular approaches are especially helpful in allowing adult learners to focus on 

developing the skills they currently lack, complete self-contained learning modules on 

these skills and combine these modules to eventually gain a full (formal) qualification. 

Research suggests that such provisions can broaden access to formal qualifications, in 

particular for disadvantaged groups (Kis and Windisch, 2018[34]). The Danish adult 

learning system allows students a high degree of flexibility by enabling them to combine 

modules from different providers and across different subjects. For example, individuals 

working towards a vocational qualification in Labour Market Training Centres 

(Arbejdsmarkedsuddannelse) can select from a wide range of vocational training courses 

but also tap into subjects provided by the general education system.  

Statutory education and training leave – i.e. the right to take time off during working 

hours to participate in education and training – is typically regulated in national 

legislation or set out in collective agreements and can be universal or targeted at specific 

groups such as the low-skilled or small and medium-sized enterprises (OECD, 2017[35]). 

In order to ensure its uptake, many countries provide financial incentives for learners and 

employers alongside statutory leave. In Belgium, full-time private-sector employees 

participating in recognised training and education programmes are entitled to training 

leave for up to 180 hours per year. During training leave, workers receive full-pay (up to 

a ceiling), while employers can be compensated for the wages paid during training leave 

by the Federal Public Service for Employment, Labour and Social Dialogue. 

Financial incentives are used widely to encourage adults’ participation in education and 

training and they often include specific provisions targeted at the low-skilled. An 

equitable system of financial incentives should focus on addressing cases of under-

investment in adult learning. A range of tools can be mobilised including wage or training 

subsidies (also voucher-based), tax incentives, subsidised loans or training/time account 

schemes (OECD, 2017[35]). For example, the Austrian city of Vienna supports its 

employed and unemployed inhabitants with below tertiary education through education 

accounts (Bildungskonto), which co-finance the costs of recognised education and 
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training programmes or that of recognition procedures for prior learning. To promote 

equity and avoid deadweight loss – financial support to persons who would have 

participated in training anyway – financial incentives are often targeted at under-

represented groups, such as the low-skilled, by limiting entitlements to such groups or 

allowing for more generous support (as in the Vienna initiative described above). In 

France, the Compte Personnel de Formation is a personal account that provides 

individuals with training credits based on the time spent in employment during the year. 

Entitlements are transferable between employers. Low-skilled individuals receive double 

the credits of their higher-skilled counterparts (48 hours per year as opposed to 24 hours) 

and the ceiling for the accumulated credits is also significantly higher (400 hours 

compared with 150 hours).  

Engaging employers and unions 

With much learning taking place in the workplace, the engagement of employers and 

unions in the design, implementation and financing of skill development opportunities is 

critical to raising participation in job-related training. 

While employers play a key role in providing and financing job-related adult learning, 

underinvestment in training and education is common, particularly among small and 

medium enterprises. This often reflects a lack of information, capacity and/or resources. 

Many governments therefore actively seek to engage employers in adult learning 

activities through awareness campaigns, tailored support and financial incentives. For 

example, the Japanese System to Support Human Resource Development (Jinzai 

Kaihatsu Shien Joseikin) co-funds business expenses for training, with higher subsidies 

available for small and medium-sized enterprises.  

Trade unions can also play a key role, building on their involvement in job design, work 

organisation, and the application of new technologies at work. Indeed, in many countries, 

unions engage in the promotion and management of training provisions. In the United 

Kingdom, Unionlearn – the skills and learning branch of Trade Union Confederation – 

assists its members in the delivery of learning opportunities and the management of the 

Union Learning fund. This initiative has been particularly successful in recruiting low-

skilled workers into training courses.  

In some countries with sector-level bargaining, unions and employer organisations 

collaborate to invest in the skills of the workforce. In the Netherlands, the sectoral 

training and development funds (Opleidings- en Ontwikkelingsfondsen) are social partner 

initiatives that are financed primarily through payroll levies, fixed in collective 

agreements. They provide learning possibilities to workers to maintain their skills and 

anticipate future skills needs. Similarly, the Finish social partners administer an education 

and training fund (Koulutusrahasto), which provides education and training grants to 

employed and self-employed adults, who meet certain eligibility criteria.
13

  

Tackling labour market segmentation  

When labour markets are imperfectly competitive, inequalities do not just depend on the 

skill structure of labour demand and supply, but also on the composition of firms and 

contracts. Moreover, the persistence of inequalities depends on the extent to which 

workers can take advantage of the different opportunities offered by firms and progress 

from fixed-term to open-ended contracts. The role of firms for labour market inequality is 

discussed in Box 10.2.  
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Contractual segmentation has tended to increase before the global financial crisis 

Temporary contracts tend to be associated with lower wages, even after controlling for 

the characteristics of workers and their jobs (OECD, 2015[36]). Moreover, people on 

temporary contracts are less likely to receive bonuses (Venn, 2011[37]) and typically 

experience lower levels of labour market security and lower quality working 

environments (OECD, 2014[4]). The wage penalty associated with temporary contracts 

most likely reflects the weaker bargaining position of people employed on such contracts. 

People employed on temporary contracts also tend to experience weaker earnings growth 

over time, possibly due to more limited in human capital accumulation, further 

reinforcing pre-existing wage gaps (OECD, 2015[36]). Given the weaker outcomes 

associated with temporary contracts, it is particularly important that they enhance access 

to permanent jobs in the future. Indeed, to the extent that temporary contracts help 

workers gain access to stable jobs, a short-lived period of weaker employment conditions 

may well be worth the investment in the long-term.  

In the late 1990s and early 2000s, many OECD countries engaged in reforms to tackle 

persistent unemployment and promote labour market flexibility. These reforms in many 

cases involved easing the use of flexible contracts, while maintaining a relatively strict 

employment protection for open-ended contracts (and are often referred to as “partial 

labour market reforms”). Today’s evidence, however, suggests that such reforms did little 

to promote overall employment, but increased the incidence of temporary contracts 

(Kahn, 2010[38]), with adverse consequences for job quality and inclusiveness.
14

 The 

positive effect of partial labour market reforms on the probability of finding work was 

probably offset by an increase in the risk of losing one’s job, as a result of the substitution 

of permanent contracts by temporary ones (Cahuc, Charlot and Malherbet, 2016[39]). As 

suggested by Panel A of Figure 10.4, this substitution effect tends to be stronger and the 

use of temporary contracts more important, the stricter the employment protection of 

permanent contracts. This is consistent with econometric findings in Bassanini and 

Garnero (2013[40]) for a large number of OECD countries as well as Hijzen, Mondauto 

and Scarpetta (2017[41]) for Italy and Centeno and Novo (2012[42]) for Portugal.  

Moreover, an increase in temporary employment at the expense of permanent 

employment tends to slow the transition from temporary to permanent work. Panel B of 

Figure 10.4 shows that a higher use of temporary work is associated with a significantly 

lower probability that a person with a fixed-term contract will have an open-ended 

contract three years later. In other words, a higher incidence of temporary contracts 

increases labour market segmentation. This may seem to contradict findings from a 

literature showing that temporary jobs provide a stepping stone to permanent work, see 

e.g. Booth et al. (2002[43]), Ichino et al. (2008[44]), Jahn and Rosholm (2014[45]) and OECD 

(2015[36]). However, these studies adopt an individual perspective in which the structure 

of employment is taken as given and hence do not shed light on the consequences of an 

increase in the number of temporary jobs on the career opportunities of workers.
15

 In fact, 

there is growing evidence that an excessive use of temporary work can have adverse 

consequences for individual pathways. For example, the liberalisation of the use of 

temporary contracts in Spain in 1984 reduced life-time earnings among the low-skilled as a 

result of weaker job stability and increased non-employment spells (García-Pérez, Castelló 

and Marinescu, 2018[46]).  

In sum, reforms that promote the use of temporary work in a context of strict protection 

employment for workers on open-ended contracts risk being counterproductive by 

inducing an excessive use of fixed-term work. A widespread use of temporary work tends 
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to have only a limited impact on improving employment opportunities for disadvantaged 

groups, while at the same time, tends to come at the expense of permanent employment, 

reducing job quality, slowing the transition of temporary to permanent work and 

reinforcing long-term inequalities in the labour market. Reforms in recent years have 

therefore tended to follow a different pattern, by focusing on ways to reduce the 

regulatory gap in employment protection between permanent and temporary contracts 

(see Box 7.3 in Chapter 7 for details).  

Figure 10.4. Employment protection, temporary work and contractual segmentation 

 

Note: *** Statistically significant at the 1% level. 

Source: OECD estimates based on the European Union Statistics on Income and Living Conditions (EU-

SILC), the German Socio-Economic Panel (SOEP) for Germany and OECD Indicators of employment 

protection, www.oecd.org/employment/protection.  

StatLink 2 http://dx.doi.org/10.1787/888933881458 

Tackling contractual segmentation 

One possible strategy to reduce contractual segmentation is to make hiring on temporary 

contracts more difficult and costly, while leaving unchanged or simultaneously reducing 

dismissal costs for permanent workers. Reforms along these lines typically take the form 

of restricting renewals of temporary contract, their cumulative duration or their scope. 

One concern with such reforms is that restricting the use of temporary contracts tends to 

be difficult to enforce in practice. The enforcement of employment protection is mainly 

dependent on legal complaints of employees who consider themselves wrongfully treated. 

In the context of temporary contracts, employees often benefit from non-enforcement, at 
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least in the short-run, and therefore have little incentive to lodge a case (Muñoz-Bullón, 

2004[47]).
16

 

Another strategy is to ease the employment protection of permanent workers in countries 

where this is overly restrictive. Reforms of this type have been relatively common in 

recent years and typically focus on extending or clarifying the conditions for economic 

dismissal and limiting the costs of unfair dismissal. An early assessment of such a reform 

in Spain suggested that this reduced the reliance of temporary work by increasing the 

share of permanent contracts among new hires (OECD, 2013[48]). However, by making it 

easier to dismiss workers for economic reasons, such reforms also increase the risk of job 

displacement and financial hardship for incumbents. They should, therefore, be 

accompanied by the provision of adequate unemployment benefits as part of a 

comprehensive activation strategy (see Chapter 9). Recent labour market reforms in Italy 

and Portugal that increased the ease with workers on open-ended contracts can be 

dismissed also involved measures to strengthen the effectiveness of their unemployment 

benefit and activation systems.
17

 

A third strategy is to focus on the convergence in termination costs across contract types. 

Full convergence would effectively imply moving to a single or unified contract. Under a 

single contract all existing contracts are replaced by a single open-ended contract, with 

the level of protection increasing in tenure.
18

 This option therefore does not provide an 

explicit instrument for time-limited activities beyond dismissal. This is problematic when 

compensation costs for unfair dismissal costs are high and their grounds wide-ranging or 

unclear.
19 

Under a unified contract, all contracts types are preserved, but tenure-dependent 

termination costs are harmonised across contracts. To the extent that the costs for unfair 

dismissal are high and uncertain, this option may still leave strong incentives for 

substituting permanent by temporary contracts. The effective operation of a single or 

unified contract, therefore, requires that the grounds for unfair dismissal are limited to 

discrimination and prohibitive grounds (see Chapter 7).  

To evaluate these different reform options, it is useful to recall why temporary contracts 

exist in the first place. Temporary contracts provide employment flexibility to employers 

for dealing with product demand shocks, overcoming information asymmetries about 

worker productivity, and organising time-limited activities. Introducing employment 

protection entitlements (e.g. severance pay) from the start of a job spell for everyone 

reduces the risk of labour market segmentation, but also increases the cost of uncertainty 

and engaging in truly time-limited activities, with potentially important implications for 

job creation (or the use of alternative work arrangements such as self-employment). The 

challenge for policy-makers is to limit the statutory divide between contract types in 

terms of employment protection, while allowing for sufficient employment flexibility for 

firms, particularly at the start of the job spell.   
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Box 10.2. Segmentation across firms 

While rising wage inequality reflects to an important extent growing returns to skills, 

recent evidence suggests firms are increasingly contributing to rising inequality as well. 

Indeed, a significant share of the rise in wage inequality has been linked to increased 

wage dispersion between firms, e.g. Song et al. (forthcoming[49]) for the United States and 

references therein. Rising wage dispersion across firms may reflect growing differences 

in firms’ compensation policies, the tendency for good workers to sort into good firms as 

well as that of similar workers to cluster in the same firm.   

Firm performance. The growing dispersion in firm’s compensation policies in many 

countries is likely to reflect a growing variation in the ability of firms to offer more 

generous compensation packages due to growing productivity dispersion (Berlingieri, 

Blanchenay and Criscuolo, 2017[50]), or growing product market concentration (Diez, 

Leigh and Tambunlertchai, 2018[51]). Productivity dispersion has tended to rise as frontier 

firms have pulled away from the rest, possibly because they were better placed to take 

advantage of the opportunities presented by globalisation and technological change, while 

technology diffusion from the frontier to the rest of the economy has stalled. 

Globalisation and technological change are also likely to have contributed to growing 

market concentration, resulting in rising market shares and mark-ups at the technological 

frontier. To tackle high and persistent inequalities in the labour market it is therefore not 

enough to invest in skills development. It is equally important to invest in policies that 

can revive productivity growth in lagging firms or promote the reallocation of resources 

to more efficient firms (OECD, 2016[52]).  

Sorting. A growing variation in the ability of firms to provide generous compensation 

packages does not necessarily explain why compensation packages have grown more 

diverse; firms also need to have an interest in doing so. One possibility is that firms use 

more generous compensation packages to attract better workers in the presence of 

complementarities in production between technologically advanced firms and skilled 

workers. High-performance work and management practices are one example since they 

tend to be more effective in the presence of skilled workers. The increased importance of 

information and communication technology may be another. The greater role of such 

production complementarities may have increased the dispersion in average pay across 

firms and reinforced the sorting of better workers into better firms. Sorting may also have 

increased as a result of reduced “frictions” in the labour market, i.e. the ease with which 

firms can create or terminate jobs and workers can move between jobs. While increased 

sorting may be good for economic efficiency, it also contributes to the depth and 

persistence of labour market inequality (OECD, 2015[8]).
1
  

Segregation. Rising wage dispersion across firms also reflects the clustering of workers 

with similar workers in the same firm, so-called “segregation”.
2
 Increased segregation in 

terms of skills or occupations may reflect the growing importance of outsourcing. 

Human-resource practices may be most effective when tailored to the specific nature of 

work activities, but at the same time, there may be limited scope for differentiating HR 

practices within a single firm. This provides incentives for firms to concentrate on “core” 

activities and outsource non-core activities. Consistent with this argument, Goldschmidt 

and Schmieder (2017[53]) find, using data for Germany, that outsourcing is associated with 

lower wages for workers in outsourced activities. The resulting segregation of the 

workforce has raised concerns about increased competition on the basis of labour 
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standards and reduced opportunities for career advancement (Weil, 2004[54]). Possible 

policy responses involve protecting workers through minimum standards related to for 

example wages, health and safety (statutory or collectively agreed) or establishing social 

norms that increase the responsibility of firms for labour standards in their supply chain. 

Notes: 
1 As mentioned in Box 10.1, the increased importance of sorting may have reinforced existing gender 

inequalities as men are typically better positioned to take advantage of evolving job opportunities in the 

labour market than women who, in many cases, place a greater emphasis on family considerations when 

making career choices. 
2 As opposed to the sorting described above, this is not driven by firm-specific wage premia and hence does 

not contribute to efficiency. Segregation also does not contribute to inequality in a given year since an 

increase in between-firm wage dispersion as a result of segregation is exactly offset by a reduction in 

inequality within firms. However, segregation is likely to reduce mobility over the life-course, and hence 

increase the persistence of inequality.  

10.4. Fair and efficient redistribution  

Redistribution through the taxes-and-benefits system can play a crucial role in making 

labour markets more inclusive by ensuring that the gains from economic growth are 

broadly shared in the population, including among families with low incomes.  

Redistribution has an important role to play but has weakened over time  

The redistributive effects of taxes and transfers among the working-age population can be 

quantified by comparing market income inequality among working-age households 

before taxes and transfers with disposable income inequality after taxes and transfers.
20

 

On average across OECD countries, taxes and benefits reduce market income inequality 

among the working-age population by about one quarter (Figure 10.5). However, there is 

considerable variation across countries. The inequality-reducing effect of taxes and 

transfers amounts to about 40% in countries such as Finland, Ireland and Slovenia and 

less than 10% in countries such as Chile and Korea.
21 

Redistribution mainly reflects the role of cash transfers, which account for about 

two- thirds to three-quarters of the total inequality-reducing effect of taxes and transfers 

on average across OECD countries (Immervoll and Richardson, 2011[55]; Causa and 

Hermansen, 2017[56]). When measuring inequality in terms of the Gini, the redistributive 

impact of cash transfers is strongly associated with their size and less so with their 

targeting (Causa and Hermansen, 2017[56]). This explains why social insurance benefits – 

which account for a much larger share of public social expenditures than social assistance 

benefits – play a much larger role for redistribution than social assistance benefits, despite 

being less targeted.
22 

 

Personal income taxes account for the remainder of redistribution. In countries with 

relatively little redistribution, the role of personal income taxes tends to be relatively 

more important for redistribution (Japan, Korea, Israel and the United States). Social 

security contributions tend to be distribution-neutral and even are regressive in some 

countries. However, they are used to finance highly progressive benefits, implying that 

the social security system as a whole tends to be strongly redistributive.
23
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Figure 10.5. The equalising effect of taxes and transfers 

Difference between the Gini coefficient of market income and disposable income as a share of the Gini of 

market income, working-age population (18-65), 2014 or latest available year 

 

Note: The Gini index measures the extent to which the distribution of incomes among households deviates 

from perfect equal distribution. A value of zero represents perfect equality and a value of 100 extreme 

inequality.  

Source: Causa and Hermansen (2017[56]), “Income redistribution through taxes and transfers across OECD 

countries”, OECD Economics Department Working Papers, No. 1453, https://doi.org/10.1787/bc7569c6-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881477 

Over the last two decades, redistribution through taxes and benefits has fallen in the 

majority of OECD countries (Causa and Hermansen, 2017[56]).
24

 This reflects a fairly 

pervasive decline in the redistributive effect of cash transfers, driven by a reduction in 

their overall importance as well as their reduced targeting on the poor. The latter results 

from a shift in emphasis away from social insurance benefits for workless households to 

less generous social assistance benefits and a greater use of in-work benefits among 

working households to strengthen work incentives among poor families (Causa, Vindics 

and Akgun, 2018[57]). By contrast, the redistributive effect of taxes has changed only 

modestly on average across countries: a shift towards more progressivity in personal 

income taxes in the bottom end of the distribution in some countries was compensated by 

a slight decline in progressivity at the top end.   

Making redistribution fairer and more efficient 

Efforts to promote labour market inclusiveness by strengthening the importance of 

redistribution policies should bear in mind the possible adverse effects on work 

incentives, particularly among low-income families. Indeed, the design of such policies is 

key for their effectiveness in reducing inequality and overcoming short-term trade-offs 

between inequality, on the one hand, and employment and economic growth, on the other. 

Taking a long-term perspective can help overcome such short-term trade-offs since this 

requires taking account not only of the impact of taxes and transfers on financial hardship 

at a given time, but also of the extent to which they help or hinder worker careers. 
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Consequently, the impacts of well-designed redistribution policies on different economic 

outcomes are likely to be more aligned in the long-term.  

Government transfers are needed to address financial hardship 

At the lower end of the income spectrum, government transfers have an important role to 

play in lifting low-income households from financial hardship, but they need to be 

sufficiently large to make a significant difference and be paired with measures to 

re-establish self-sufficiency and prevent long-term benefit dependency. In most advanced 

economies, social transfers consist of multiple components, including: i) primary 

out-of-work benefits (e.g. unemployment insurance benefits) for those who meet certain 

minimum contribution requirements; ii) secondary out-of-work benefits 

(e.g. unemployment assistance or minimum-income benefits such as social and housing 

assistance) that are available to all non-employed persons subject to a means test; and 

iii) means-tested in-work benefits (e.g. partial unemployment insurance or social 

assistance for individuals who are working) for those working but with low incomes. 

High-coverage unemployment insurance benefits tend to play an important role in 

absorbing the financial costs of unemployment as well as for the importance of 

redistribution. If the risk of unemployment were to be evenly distributed across the 

workforce and unemployment spells relatively short-lived, the role of unemployment risk 

and unemployment insurance for life-time inequality would be limited. However, in 

practice, the risk of unemployment tends to be highly concentrated among workers with 

low-paid jobs and, hence, tends to contribute significantly to life-time inequality (OECD, 

2015[8]). In countries, where informal employment is pervasive or eligibility criteria for 

receiving benefits are very tight, unemployment-insurance benefits tend to be limited to 

workers with relatively well-paid stable jobs and may even be regressive. Ensuring high 

coverage of unemployment benefits therefore is not only important for making labour 

markets more secure (Chapter 9), but also for making them more inclusive, provided that 

systems are designed to preserve work incentives through the enforcement of a “mutual-

obligations” framework.  

Last-resort social safety nets play a crucial role for preventing financial hardship, 

especially for those who are not eligible for unemployment insurance or have exhausted 

their benefit entitlements. Such benefits are particularly important for out-of-work youth 

or persons with a history of non-standard work, since they often do not meet minimum 

contribution requirements for unemployment insurance (OECD, 2016[58]). They are also 

key in many countries for alleviating the social costs of economic downturns. Due to the 

decline in hiring during such periods, the typical duration of unemployment tends to 

increase, increasing the number of unemployed persons that exhaust their unemployment 

benefit entitlements (OECD, 2011[59]). One concern with last-resort benefits is that, even 

when combined with housing benefits, they are often not sufficiently generous to lift 

recipient households out of poverty. Moreover, social assistance benefits are typically 

associated with considerable duration dependence, i.e. the extent to which benefit receipt 

in one period increases the probability of benefit receipt in the future. This “state 

dependence” mainly reflects persistence in the structural drivers of low income 

(e.g. being a lone parent, having weak socio-economic skills) rather than the role of 

benefit receipt on work incentives (Immervoll, Jenkins and Königs, 2015[60]). 

In some countries, it may be possible to enhance the efficiency of social assistance by 

making greater use of in-work benefits. This encourages people to take up paid work and 

gives additional income support to poor working households.
25

 The effectiveness of in-
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work benefits in reducing in-work poverty depends importantly on the design and the 

context in which they are used (Immervoll and Pearson, 2009[61]). For example, they tend 

to be more effective when they are simple, transparent and well understood by potential 

recipients. This is more likely when they are permanent rather than temporary or when 

they are means-tested on family incomes rather than individual earnings, given the 

importance of household composition for the risk of poverty. Moreover, they tend to be 

more effective in reducing in-work poverty when combined with a binding minimum 

wage at a moderate level – by law or collective agreement – since this reduces the extent 

to which in-work benefits can be appropriated by employers (Chapter 8). However, in-

work benefits work less well in the context of compressed wage structures in the bottom 

of the distribution since this prevents a proper targeting, making them either ineffective or 

very expensive.  

The design of tax systems should ensure that everyone contributes fairly 

In addition to government transfers, there is also scope for strengthening the role of 

taxation, so that everyone contributes a fair share, including those at the top end of the 

income distribution. More specifically, tax systems can be made more efficient and more 

inclusive by broadening the tax base, increasing their fiscal progressivity, while taking 

account of the impact of possible reform options on incentives for working, effort at work 

and skills development (Brys et al., 2016[62]).  

A broadening of the tax base levels the playing field and allows charging lower tax rates. 

The tax base can be broadened by improving tax compliance and removing or capping tax 

expenditures that are not well targeted at redistributive goals such as tax exemptions that 

disproportionately benefit high income groups related to items such as mortgage interests, 

pension savings or capital gains from secondary residences. Moreover, and as discussed 

in Chapter 8, when the link between social contributions and expenditures is not strong, 

levying contributions through progressive personal incomes taxes or other taxes that do 

not bear exclusively on labour can help to reduce the cost of labour, particularly for low-

skilled workers, and increase their employment.  

The overall progressivity of the tax system could also be strengthened through a better 

alignment of capital and labour income for tax purposes and reassessing the role of 

property and inheritance taxes. The presence of significant tax differentials across income 

and asset classes distorts compensation, investment and saving decisions, with adverse 

implications for efficiency and equity (Aghion et al., 2017[63]). Progressive personal 

income rates do not have to be limited to labour income but can also be applied to capital 

income, although possibly at a lower and less progressive rate.
26

 Taxes on immovable 

property, such as real estate taxes, can promote both efficiency and equity since poor 

households are less likely to own property (Akgun, Cournède and Fournier, 2017[64]). 

Reforming inheritance taxes, by raising rates, reducing exemptions and fighting 

avoidance, can also contribute to greater overall tax progressivity, labour market 

inclusiveness as well as intergenerational mobility.
27

  

Conclusions 

Countries differ importantly in the depth and persistence of inequalities in the labour 

market. This variation suggests that there is nothing inevitable about deep and persistent 

inequalities and policy has an important role to play in limiting excessive inequalities in 

the labour market while fostering equality of opportunities.  
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Tackling deep and persistent inequalities in the labour market requires a comprehensive 

policy strategy that simultaneously seeks to promote: i) equal opportunities to avoid that 

socio-economic background determines success in the labour market; ii) access to quality 

jobs for vulnerable workers by encouraging their participation in adult learning and 

tackling labour market segmentation; and iii) an appropriate sharing in prosperity through 

fair and inclusive tax and benefits policies.  

The presence of important policy complementarities across these three elements means 

that the best strategy for promoting labour market inclusiveness is to consider all three at 

the same time. In large part, this is due to the interdependence between inequality in 

outcomes and inequality in opportunities. Excessive inequalities in outcomes typically 

reflect inequalities in opportunities, but also contribute to their persistence due to the role 

of family income for investments in the education and health of children.  

Yet, strategies for labour market inclusiveness may differ in their emphasis across policy 

priorities. For example, some countries may opt for placing education and adult learning 

at the centre of their inclusiveness strategy, with only a limited role for redistribution 

through the taxes and benefits system. Others may choose to place more emphasis on 

solidarity and redistribution, recognising the limits of a strongly merit-based model in a 

world where not everyone is born alike and luck remains an important factor for success.  

Finally, taking a long-term perspective can help focussing the public debate on 

inclusiveness and the development of an effective policy strategy. It allows focusing on 

persistent differences in inequality, which should be the prime focus of redistribution, 

while abstracting from public insurance issues related to temporary income shocks. 

Moreover, it can help overcome possible short-term trade-offs between different policy 

objectives since long-term inequalities do not just take account of wages at a point in 

time, but also employment and wage growth during the working life.  

Notes  

 
1
 Alternatively, high inequality, low mobility and weak economic growth may be reflections of 

deeper underlying problems related to, for example, labour market segmentation, informality or 

corruption. 

2
 These figures give the earnings persistence from fathers to sons. Earnings elasticities for 

daughters are more difficult to estimate because women have lower employment rates. Daughters’ 

decisions to participate in the labour market, moreover, depend on factors that also determine 

earnings, such as age or educational attainment.  

3
 In addition to formal early childhood education and care, home education programmes can help 

to improve parenting skills and children’s socio-emotional skills. Effective interventions include 

support for maternal health during the perinatal period and parenting support programmes targeted 

at high-risk groups. 

4
 Indeed, an impact evaluation projected that – if systematically implemented – intensive early 

childhood education programmes like the IHDP could essentially eliminate income-based IQ gaps 

among three-year-olds (Duncan and Sojourner, 2013[78]). 

5
 OECD evidence based on PISA further suggests that school autonomy in relation to the 

recruitment of teaching staff can be help to improve the quality of teachers, notably in 

disadvantaged areas (OECD, 2018[84]).  
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6
 The Australian National Youth Mental Health Foundation headspace, for instance, operates 

centres in which young people can confidentially seek mental health support and treatment outside 

their immediate social and educational environment (OECD, 2016[80]). 

7
 Evidence for the United States further suggests that both the level of social expenditures and the 

progressivity of taxation are correlated with greater levels of intergenerational mobility across 

localities (Chetty et al., 2015[79]). 

8
 For instance, the system of parallel waiting lists in Rotterdam permits oversubscribed schools to 

give preference to children from a minority background (OECD, 2016[77]). Some countries, such as 

Chile and the Netherlands, moreover, offer financial incentives to schools to enrol disadvantaged 

students in order to offset the costs of additional teaching and support staff. 

9
 These are not independent issues. Investing in worker skills is more challenging in an 

environment in which work is organised based on fixed-term contractual arrangements and firms 

are poorly managed. Similarly, incentives for providing stable contractual arrangements may be 

weaker when worker skills are poor and firm productivity is low. 

10
 High and broad participation are not the only features of an effective adult learning system. 

Other important aspects include the use of good quality labour market information on skill needs, 

the responsiveness to change, a sound quality assurance system and mechanisms for the 

recognition of prior learning. These aspects are discussed in Chapter 14. 

11
 While initially targeted at younger persons, there has been an increasing focus on adult learners 

since 2017. 

12
 In 2017, almost 30 000 adults enrolled in recognition processes and over 10 000 gained 

recognition. 

13
 In a somewhat similar manner, Austria’s Outplacement Labour Foundations and Sweden’s Job 

Security Councils provide a range of services targeted at displaced workers to foster 

re-employment, including in the form of career guidance and training services.   

14
 Consequently, in recent years the tendency has been to reverse these partial labour market 

reforms by reducing differences in regulatory protection across contract types (see Box 7.3 in 

Chapter 7).  

15 
These studies ask whether from the perspective of an unemployed person accepting a temporary 

job offer increases the chance of obtaining a stable job or whether it is better to stay unemployed, 

keep searching for a permanent job and avoid the risk of getting locked in a “temporary work 

trap”. Note that not all studies find evidence of stepping-stone effects. Zijl et al. (2011[83]) do not 

find evidence for this except in the case of immigrants, while Autor and Housemann (2010[84]) find 

that temporary-agency work harms future employment and earnings outcomes.  

16
 Another option would be to increase social security contributions for the use of temporary 

contracts as in, for example, France. This would go in the direction of experience-rating 

unemployment benefits to the extent that temporary work is associated with higher unemployment.  

17
 This could also make it more difficult to implement such reforms since it would impose 

significant extra costs on public budgets and requires having the capacity to administer such 

systems effectively. This may be particularly an issue in emerging economies (see Chapter 16). 

18
 Tenure-dependent employment protection can be justified on efficiency grounds in the presence 

of job-specific investments by workers (Boeri, Garibaldi and Moen, 2017[74]). 

19
 There is also a risk that it provides too little employment flexibility when a prolonged period of 

relative stability is followed by a severe economic downturn (OECD, 2014[49]). 
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20

 Moreover, redistribution is measured in a given year and not over the life-course. This means 

that the measured extent of redistribution reflects the role of taxes and benefits for stabilising 

incomes over time (insurance) as well as that for redistribution in terms of life-time incomes. 

21
 This does not take account of in-kind social transfers. While the primary objective of in-kind 

social transfers is to provide access to good-quality education and healthcare, they are likely to 

have significant implications for redistribution given their size and declining importance along the 

income distribution (OECD, 2011[82]).  

22
 However, the relative importance of size and targeting depends crucially on the measure on 

inequality used, with the role of targeting being more important the more weight is placed on the 

bottom of the distribution. 

23
 Consumption and environmental taxes and excise duties are not taken into account for the 

purposes of this decomposition. 

24
 This is all the more notable since in a context of rising market inequality measured redistribution 

typically increases, everything else equal.   

25
 Countries differ substantially in the relative importance of in-work relative to out-of-work 

benefits, with many English-speaking countries placing more emphasis on in-work benefits and 

many Southern European countries on jobless households (OECD, 2009[81]). 

26
 A more equal treatment of capital and labour income also would reduce the role of labour 

market status (e.g. self-employed versus dependent employee) for tax purposes and hence reduce 

incentives for employers to replace dependent employees with independent contractors. 

27
 Wealth is distributed much more unequally than income (OECD, 2015[37]; Balestra and Tonkin, 

2018[75]). Policies that limit wealth concentration and help low-income households accumulate 

wealth can therefore promote inclusiveness and contribute to social mobility across generations. 

However, revenues from taxes on wealth transfers have been very low and declining, from 1.1% of 

total tax revenues in 1965 to 0.4% today across the OECD on average (OECD, 2018[76]). 
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Chapter 11.  Enhancing the prospects of disadvantaged workers 

in the labour market 

Employment and job vacancies are high in many OECD countries. However, some people 

tend to find it more difficult than others to be hired. This chapter focuses on those 

population groups (low-skilled young people, persons with care responsibilities, 

migrants, persons with disabilities and older workers) facing disadvantages in the labour 

market and on policies that could help improve their situation. The right policies are 

often different from one group to another, but several common lessons can be drawn. 

First, the participation of disadvantaged workers in the labour market can be enhanced 

by making policy support more employment-oriented. Second, early intervention is 

usually better than costly interventions at a late stage. Third, policies to reduce 

discrimination in hiring and retaining of workers are important. And fourth, a coherent 

set of policies, not only a single policy, is needed to deliver broad progress. 
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Introduction 

Fostering social cohesion and inclusive growth requires a labour market that provides 

access and equal opportunities to all and leaves no-one behind. Yet, labour market 

inequalities have been widening, with persistent difficulties to participate fully in the 

labour market for some groups and large disparities in pay, working conditions and career 

prospects. 

Governments use a wide range of labour market and other policies that influence the 

performance of labour markets. This chapter focuses on specific policies aimed at helping 

people with disadvantages in the labour market. While general policies also affect 

disadvantaged groups, additional support that targets them may, or in some cases may 

not, be warranted. 

This chapter defines five groups of workers as disadvantaged in the labour market 

because, in most countries, they have comparatively low employment rates. Low 

employment rates often go hand-in-hand with social exclusion and low levels of well-

being. 

The five groups are: 

 low-skilled young people 

 people with care responsibilities 

 migrants 

 people with disabilities 

 older workers. 

The employment rates of each of these five groups are lower than for prime-age men in 

almost every country of the OECD (Figure 11.1). On average, the employment gap (i.e. 

the difference between the employment rate of prime-age men and that of the group, as a 

per cent of the employment rate of prime-age men) is 9% for youth not in education and 

training,
1
 22% for mothers with young children, 23% for migrants, 45% for people with 

disabilities and 32% for workers aged 55-64. 

Over the past ten years, employment gaps for disadvantaged workers have declined 

on average, but many people who could work remain jobless. The sheer size of the 

current employment gaps and their differences across countries suggest that further 

policy action has the potential to improve the labour market performance of these 

workers. 

As the policy challenges are often specific to a group of disadvantaged workers, the 

chapter discusses the issues group by group: low-skilled young people (Section 11.1); 

persons with care responsibilities (Section 11.2); migrants (Section 11.3); persons with 

disabilities (Section 11.4); and older workers (Section 11.5). The conclusion draws 

common lessons for policy design to enhance the economic prospects of disadvantaged 

workers. 

As will become clear in the chapter, policy considerations often overlap, especially when 

workers cumulate several disadvantages, as is the case for low-skilled young migrants or 

older persons with partial work capacity. Commonly, it is also different members of the 

same family who encounter disadvantages at the same time, for example when young 

parents have children with difficulties at school. People’s lives can rarely be classified 

neatly into simple categories, and a major challenge is to make policy responsive to the 
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actual, often multiple, problems that people face. The focus must be on matching help to 

the needs of people, not matching people to the schemes that providers are offering. 

Figure 11.1. Employment gaps for disadvantaged groups with respect to prime-age men 
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Note: The employment gap is defined as the difference between the employment rate of prime-age men (aged 

25-54 years) and that of the group, expressed as a percentage of the employment rate of prime-age men. 

“Mothers with young children” refers to working-age mothers with at least one child aged 0-14 years. 

“Non-natives” refers to all foreign-born people with no regards to nationality. Data on changes in the 

employment gap are not available for people with disabilities. 

Source: OECD calculations based on OECD Employment database, OECD International Migration database 

and OECD Family database. 

StatLink 2 http://dx.doi.org/10.1787/888933881496 

11.1. Young people with low skills 

The successful engagement of young people in the labour market is crucial for their own 

economic prospects and well-being as well as for overall economic growth and social 

cohesion. However, low-skilled youth often struggle in the labour market. On average, 

the unemployment risk of 25-34-year-olds with below upper-secondary education is more 

than twice that of people of the same age who completed tertiary education (Figure 11.2). 

A few countries, in particular Colombia and Mexico, show the reverse pattern, but this is 

because there low-skilled youth tend to live in very poor households and have to work to 

survive given limited, if not inexistent, social assistance. A disproportionate number of 
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young people with low educational attainment lost their job during the Great Recession. 

Their employment rates remain below their level before the crisis in the majority of 

OECD countries, while employment rates of young people with tertiary education are 

higher today than a decade ago (OECD, 2017[1]). 

Beyond educational attainment, it is also the type of skills acquired and the proficiency 

in these skills that influence the probability of finding a job and how much it pays 

(OECD, 2014[2]). Young people with weak foundation skills – in literacy and numeracy – 

are more likely to be neither in employment nor in education or training (NEET). 

Moreover, evidence suggests that youth unemployment can have serious negative effects 

on earnings and employment opportunities even 20 years later (Schmillen and Umkehrer, 

2017[3]). Prolonged periods without a job may lead young people into crime and reduce 

their civic engagement as well as their trust in society and other citizens, with large 

long-term consequences for social inclusion (Carcillo et al., 2015[4]). 

Figure 11.2. Low-skilled young people are more likely to be unemployed 

Unemployment rate of 25-34-year-olds by educational attainment, 2016 

 

a) Data for upper-secondary attainment include completion of a sufficient volume and standard of 

programmes that would be classified as completion of intermediate upper-secondary programmes. 

b) Year of reference differs from 2016. 

Source: OECD (2017[1]), Education at a Glance 2017: OECD Indicators, http://dx.doi.org/10.1787/eag-2017-

en. 

StatLink 2 http://dx.doi.org/10.1787/888933881515 

The stark contrast in labour market outcomes between skilled and unskilled youth may 

increase in the future in the context of further rising levels of educational attainment and a 

growing demand for skills, unless policy responds to the challenge (see Chapter 14). 

Many of the jobs destroyed during the crisis are gone for good. It is thus essential that all 

young people are equipped with good foundation skills that will enable them to create and 

seize economic opportunities and learn new skills. 

0

5

10

15

20

25

30

35

40

%
Below upper secondary Upper secondary or post-secondary non-tertiary Tertiary

http://dx.doi.org/10.1787/eag-2017-en
http://dx.doi.org/10.1787/eag-2017-en
http://dx.doi.org/10.1787/888933881515


234 │ 11. ENHANCING THE PROSPECTS OF DISADVANTAGED WORKERS IN THE LABOUR MARKET 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

Fighting early school leaving is essential 

According to the OECD Programme for International Student Assessment (PISA), almost 

one-in-five students does not reach the basic level of skills that is considered to be needed 

to function in today’s societies. Students from low socio-economic backgrounds are twice 

as likely to be weak performers, indicating that social circumstances affect personal 

outcomes and are obstacles to achieving educational potential. 

Failure to get an upper-secondary qualification is a major disadvantage in future life. To 

reduce the number of young people who leave school without an upper-secondary 

qualification, policies need to ensure that signs of disengagement are detected early and 

young people at risk of dropping out of school receive the support they need to complete 

their education. 

Systematic monitoring of school performance helps identify at-risk youth 

Strategies intervening at an early stage hold the best promise of keeping at-risk students 

in education. In most cases, dropping out of school is not a sudden, unexpected event, but 

the consequence of a longer process of gradual disengagement (Lyche, 2010[5]). 

Schools can systematically monitor student attendance and performance and keep the key 

stakeholders – notably parents and social services – informed to ensure that troubled 

pupils are tracked and receive the attention they need. Requirements to report attendance 

to national education authorities, like in Norway (OECD, 2018[6]), can ensure that 

teachers, schools and municipalities take school absences seriously. One issue with the 

collection of information on regular attendance can be that schools may not have an 

incentive to report drop-outs promptly, in particular if their funding depends on student 

enrolment. Specific attention has to be devoted to the higher risk of school drop-out in 

disadvantaged schools by, for instance, attracting and retaining high-quality teachers, as 

has happened in Finland and Korea, or by strengthening school leadership, as through the 

Student Success Teacher programme in Ontario, Canada (OECD, 2012[7]). 

At-risk students and their families may require comprehensive support 

When absenteeism and poor school performance are caused, or aggravated, by factors 

beyond education (such as family problems, health concerns or drug abuse), these need to 

be addressed too. 

If specialised support staff are in place in schools, they can quickly identify and address 

the challenges that a troubled young person may face. Trained psychologists or social 

workers can be an important first point of contact for students, parents and teachers when 

problems arise. Where schools lack the resources for such specialised staff, designated 

teachers with the appropriate training can help. Support networks outside schools (such as 

social, health or public employment services or non-governmental organisations) play an 

important role to address more severe and long-lasting problems that schools are 

incapable of dealing with on their own – see, for example, the headspace centres in 

Australia (OECD, 2015[8]) or the Educational Territories of Priority Intervention 

programme in Portugal (OECD, 2016[9]). 

Vocational education and training can help smooth school-to-work transitions 

Vocational education and training (VET) plays a dual role: it enables young people 

to develop a mix of general and job-specific skills and directly responds to the skill needs 

of the labour market. In a number of OECD countries, however, VET policies are often 
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overshadowed by a stronger focus on academic education. Students and the general 

public tend to view VET as comparatively low status. Improvements to the quality of 

VET will be crucial to combat its negative image and achieve better outcomes for people 

transitioning from school to work. 

Apprenticeships are an ideal way of providing relevant practical training 

Apprenticeship programmes, where students combine classroom learning with practical 

training with an employer, typically for a period of several years, are often regarded as a 

good way of supporting young people who do not want to continue with formal 

education. Empirical research suggests that apprenticeships yield positive returns in terms 

of wages and job stability (Carcillo et al., 2015[4]). Learning in the workplace also allows 

young people to develop both “hard” skills on modern equipment and “soft” skills (such 

as teamwork, communication or negotiation skills) through real-world experience. 

Countries with a long tradition of apprenticeships are Austria, Germany and Switzerland. 

In many OECD countries, the main challenge is not with the provision of quality training, 

but with the insufficient number of apprenticeship places offered by firms. The 

involvement of social partners in drawing up curricula is important to ensure that training 

meets the employers’ needs. However, the financial burden in terms of wage and non-

wage costs deters some companies from taking on apprentices. Accordingly, a number of 

countries have introduced financial incentives to make it more attractive for employers to 

create apprenticeship places. Australia and the United Kingdom, for example, directly 

subsidise employers taking apprentices; Canada and France grant tax credits. A number 

of countries have introduced a special sub-minimum wage for apprentices (OECD, 

2016[9]). 

Pre-apprenticeship programmes and career guidance play important roles 

At-risk youth may lack the motivation and skills to find a position for an apprenticeship 

or, if they find one, to succeed in the programme; non-completion rates are high among 

apprentices in many countries (OECD, 2014[10]). At the same time, there is evidence that 

the least educated youth are also those who benefit the most from apprenticeship 

programmes (Céreq, 2011[11]). Some countries, including Austria and Germany, have 

created pre-apprenticeship programmes for disadvantaged youth who cannot find an 

employer. These programmes can prepare young people for VET programmes, by 

improving their skills, building motivation, familiarising them with work routine and 

giving them short spells of work experience. 

Quality career guidance can boost education and training completion rates by improving 

the match between young people and their chosen path (OECD, 2016[9]). It can strengthen 

social mobility by informing young people of career paths that their family and social 

networks may not suggest and encourage them to choose careers that are more likely to 

see strong labour demand. Good practices in Finland illustrate that career guidance is of 

particular importance for young people considering VET programmes, including 

apprenticeships, as these affect career prospects more directly than general secondary 

education programmes (OECD, forthcoming[12]). 

Activating unemployed and inactive youth 

Public employment services play a key role in supporting unemployed and inactive young 

workers who have few skills and difficulty finding a job. For youth who have become 

marginalised, more specific outreach policies in collaboration with other youth services 
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are important (OECD, 2010[13]). The appropriate intervention depends on the individual’s 

employment barriers. Extensive profiling helps ensure that young people receive the type 

and intensity of support they need and that resources are spent effectively. 

Activation programmes mix a range of interventions 

In many countries, “education first” is the approach for early school-leavers who 

otherwise have little chance of finding quality employment. Social or public employment 

services work with the educational authorities to re-integrate them in mainstream 

schooling. Some countries, including Australia and Denmark, even tie eligibility for 

income support to a return to education (OECD, 2016[9]). 

Comprehensive, full-time, second-chance educational programmes can be a suitable 

alternative for early school-leavers who are unable or unwilling to return to a standard 

school. Second-chance programmes, like the US Job Corps programme, combine catch-

up courses in foundation skills, vocational classes, counselling and career guidance and 

often lead to an upper-secondary qualification. They have been shown to reduce benefit 

dependency and criminal activity and raise earnings in the long term (Schochet, 

Burghardt and McConnell, 2006[14]; Cohen and Piquero, 2015[15]). But such programmes 

should be well-targeted as they tend to be costly, requiring well-trained and highly 

motivated staff capable of providing intensive support and supervision. 

Work experience programmes or short training courses with a strong practical component 

may be attractive policy options for the most disadvantaged youth. They can help regain 

self-esteem, build a work routine and prepare for later participation in education or 

training programmes. Even when such programmes do not improve employment 

prospects in the regular labour market (Kluve et al., 2016[16]; Card, Kluve and Weber, 

2017[17]), they can be used to address social or health issues of disadvantaged youth. 

Hiring subsidies for businesses have proven to be effective to improve young jobseekers’ 

employment prospects. However, such subsidies should only target low-skilled, long-

term unemployed jobseekers to reduce “deadweight”, i.e. the risk that employers pocket 

the subsidy to recruit jobseekers whom they would have hired in any case (Cahuc, 

Carcillo and Zylberberg, 2014[18]). 

Low-cost, low-intensity interventions, such as job-search assistance, counselling and 

short training courses (in resume writing and interview techniques), can be sufficient for 

youth with low barriers to labour market entry. They may also be useful for testing a 

young person’s readiness for participating in more intensive activities. 

Support for at-risk youth is often difficult to co-ordinate 

Comprehensive support for young people with multiple barriers often requires different 

actors to work together, based on good policy co-ordination and cross-communication 

(OECD, 2015[19]). Common databases with client information accessible to government 

services at all levels can help, but they are frequently unavailable, due to privacy 

concerns or for political reasons. 

Interesting policy initiatives to better co-ordinate support policies for young people exist 

in several OECD countries. Australia set up regional “partnership brokers” to strengthen 

local connections between schools, businesses, community groups and families (OECD, 

2016[20]), Finland created one-stop shops (Ohjaamos) for different youth services (OECD, 

forthcoming[12]), and Norway integrated a range of different social and employment 

services under the umbrella of the Labour and Welfare Administration (OECD, 2018[6]). 
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11.2. People with care responsibilities 

Care responsibilities can have a profound effect on the labour market situation of many 

workers. Although people with care responsibilities include both men and women, they 

tend more frequently to be women. Differences in the employment patterns of men and 

women emerge when they start a family or, typically later in life, care for partners or 

elderly parents. For example, compared with childless women, mothers tend to work 

fewer hours, earn less than men and more frequently stop working altogether. Overall, the 

labour market careers of women are disproportionately hampered by care responsibilities 

(OECD, 2012[21]; OECD, 2017[22]; OECD, 2018[23]). 

Across the OECD, the gender gap in the employment rate of childless men and women is 

relatively small at 5 percentage points, but this gap grows to 23 percentage points when 

comparing men and women who have at least one child below age 14 (OECD, 2017[22]). 

In some instances, the reduction in paid work by mothers reflects choice and a preference 

for spending time with their children. Traditional attitudes towards women’s work and 

family roles continue to play a role: on average across the OECD, almost two-thirds of all 

women think that mothers with young children should work, but mostly on a part-time 

basis (OECD, 2016[24]). 

In many cases, however, people with care responsibilities do not choose to sacrifice paid 

work, but are constrained to do so. Finding affordable quality childcare or out-of-school- 

hours care may be a challenge, especially for low-income mothers with young children; 

access to paid leave benefits to care for children or dependants may not be available; and 

workplace measures are sometimes insufficiently flexible. Addressing barriers to 

combine work and care responsibilities will facilitate the pursuit of individual labour 

market aspirations and foster a more efficient use of the talent available in labour markets 

and society (OECD, 2007[25]). 

Ensuring access to early childhood education and care 

Since childcare commitments tend to affect the labour market behaviour of mothers more 

than that of fathers, early childhood education and care (ECEC) services are especially 

important for women’s labour market opportunities. Investments in high-quality ECEC 

services also serve wider policy objectives, as participation in high-quality ECEC fosters 

cognitive and social development, particularly for children from disadvantaged 

backgrounds (OECD, 2013[26]; Havnes and Mogstad, 2015[27]; García et al., 2017[28]). 

Subsidising ECEC is necessary to ensure that all parents have access to affordable care. 

All OECD governments help fund ECEC, spending 0.7% of GDP on average and more 

than 1% of GDP in the Nordic countries and France. These differences in the financial 

support for ECEC, together with differences in parental leave and attitudes towards non-

parental care for young children, contribute to cross-country differences in the 

participation in ECEC services (Figure 11.3). 

One in three children below age 3 participates in formal ECEC on average across OECD 

countries. Participation is highest in Denmark and Iceland and lowest in several Central 

and Eastern European countries, where lengthy parental leave entitlements often 

encourage parents to stay at home until their children enter pre-primary education. It is 

generally much higher among children aged 3-5; in most OECD countries more than 80% 

participate. Pre-primary education is frequently offered to all children as a statutory right 

from the age of 3, or participation is compulsory for one or two years before primary 

school. ECEC services for 3-5-year-olds are often heavily subsidised or even free. 
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Childcare costs are high for parents, reaching an average of 13% of the disposable income 

of a typical dual-earner couple with two children (OECD, 2017[22]). These high costs 

weaken incentives to work for second earners and single parents (Box 11.1), especially 

those with low potential earnings. Hence, children in low-income families make 

comparatively little use of ECEC services, even though the evidence suggests that they 

stand to gain the most in cognitive terms (OECD, 2016[29]). Lowering effective tax rates 

on working – by reducing childcare costs for low-income families or tax burdens on 

second earners or single parents – would encourage low-earning mothers with young 

children to work and increase the use of ECEC services. 

Childcare issues continue when children enter pre-primary or primary school. 

Opening hours of schools are frequently not compatible with a full-time working week 

and school holidays are usually longer than annual leave entitlements for employees. 

Thus, working families with school-age children often need to find additional care 

solutions. Out-of-school-hours (OSH) services are well-developed in some countries: in 

Denmark, France, Hungary, Slovenia and Sweden, more than half of children aged 6-11 

use OSH services during a typical week. National guidelines can provide local authorities 

with ideas on the type of activities to be offered, the qualifications needed for staff and 

carers and the structure of fees. 

Figure 11.3. Participation in early childhood education and care services 

Participation rates for 0-2-year-olds and 3-5-year-olds, 2014 or latest available year 

 

Note: Subject to some variation across countries, early childhood education and care (ECEC) services for 

0-2-year-olds include centre-based services (e.g. nurseries or day-care centres and pre-schools, both public 

and private), organised family day-care and care services provided by (paid) professional childminders. 

ECEC services for 3-5-year-olds include pre-primary education and primary education. 

Source: OECD Family Database, http://www.oecd.org/els/family/database.htm. 

StatLink 2 http://dx.doi.org/10.1787/888933881534 
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labour market. A comparison of countries suggests that more women participate in paid 

work when their male partners take on more housework. For example, gender gaps in 

unpaid work are smaller than one hour per day in Norway and Sweden, two countries that 

also have high full-time employment rates for women (OECD, 2018[30]). 

Couples tend to be fairly egalitarian in their division of (unpaid) household labour 

before children are born, but with children women take on more unpaid work than men 

(OECD, 2017[31]). Fathers’ leave, when taken around childbirth, can help correct this 

imbalance: fathers who take such leave are more likely to have an active role in childcare 

both early on and after they return to work (Huerta et al., 2013[32]). Fathers’ leave is also 

good for women’s labour market outcomes, since it helps reduce gender discrimination in 

the workplace and make it less likely that only women take care-related leave or part-time 

jobs (Rønsen and Kitterød, 2015[33]). 

Attitudes also likely play a role. Nordic men, for instance, appear more gender-egalitarian 

in their opinion and behaviour than other men. More individuals believe that parental 

leave should be split equally between men and women in the Nordic countries than in all 

other OECD countries except France and Germany (OECD, 2017[31]). Fathers with a child 

of pre-school age want their partners to work about 35 hours per week in Finland and 

Sweden, while this is just 20-25 hours per week in “part-time work countries”, including 

Germany, the Netherlands and the United Kingdom. 

To encourage take-up of parental leave among men, a number of OECD countries 

have introduced individual parental entitlements to paid leave periods (Adema, Clarke 

and Frey, 2015[34]). Most common are “mummy and daddy quotas” in which specific 

portions of an overall parental leave period are reserved exclusively for each parent. 

Other options include “bonus periods”, where a couple may qualify for some extra weeks 

of paid leave if both parents use a certain amount of shareable leave, and the provision of 

paid parental leave as an individual entitlement for each parent right from birth. 

Box 11.1. Helping single parents match work and care commitments 

The work-life balance issues for single parents – often mothers – are challenging as they 

have no partner with whom to share daily care responsibilities for children. At the same 

time, employment participation of single parents is often crucial to limit poverty risks for 

them and their children. It is thus important to address care and employment barriers for 

single parents simultaneously, in particular in light of their increasing numbers (OECD, 

2011[35]). 

In the Nordic countries, the overall policy stance is to provide the necessary support and 

facilitate labour market participation for all parents, regardless of their partnership status. 

Public policy provides a continuum of support to all parents with young children, 

especially during the pre-teen years (OECD, 2018[30]): paid parental leave is followed by 

the provision of affordable ECEC and OSH services during primary school. Persons 

without a job are expected to use the available employment services and actively engage 

in job search, and the tax-and-benefit system provides parents with broadly the same 

financial incentives to work as others. 

In some other OECD countries, tax-and-benefit policies provide income support to single 

parents without expecting them to seek employment until their youngest child goes to 

secondary school and sometimes even later (OECD, 2007[25]). This was the policy stance 

in, for example, Australia, Ireland, New Zealand and the United Kingdom, until reforms 
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over the past ten years introduced an expectation for parents on income support to look 

for work and strengthen their self-sufficiency. 

Since the reform in the United Kingdom, single parents are expected to seek employment 

when they have a child aged 3 or over. The employment rate of single parents has 

increased from 57% in 2007 to 68% in 2017 (Rabindrakumar, 2018[36]), and poverty rates 

among single-parent families have fallen from 30% in 2007 to 22% in 2015. However, 

many single parents in work are trapped in low-paying jobs close to the poverty line, a 

situation that is often compounded by high childcare costs and little control over working 

hours to help reconcile work and care responsibilities. Furthermore, some single parents 

on income support moved to health-related benefits or were “disconnected” from work or 

benefit support, especially if they did not have a strong history of labour market 

attachment or a demonstrated skill set (Avram, Brewer and Salvatori, 2018[37]). To avoid 

such “disconnect” and associated poverty risks, it is crucial for policy to provide ample 

childcare support and effective training and skills policies and make integration in quality 

employment a reality for many single parents (OECD, 2011[38]; Ahn, 2015[39]). 

Caring for elderly relatives 

Care commitments for children are not the only source of work-family tensions. A 

rising number of older people require long-term care and – although formal care systems 

exist – many of those providing such care are informal carers, mainly family and friends 

(OECD, 2017[40]). Some of those caring for elderly relatives are likely to already have 

their own family care commitments as well as jobs, which is why they are sometimes 

referred to as the “sandwich generation”. 

Many older people who need elderly care services prefer to stay in their own homes as 

long as possible, retain their independence and remain part of their local community. 

While home care can lead to better outcomes for the elderly, it also means that informal 

carers, such as partners or adult children, take on an important role. It is hence important 

to enable workers to take time off for caregiving. Employees in most OECD countries are 

often entitled to flexible working hours or family-caregiver leave, although such 

arrangements are often short or apply only in case of very serious illness. Ensuring that 

workers can use them for a wide spectrum of caregiving situations and at short notice is 

important, as the needs they are designed to meet are often unpredictable. 

Greater control over working hours 

Flexible working arrangements cover a variety of practices that can improve efficiency of 

production processes and help workers make their work schedules fit better with care 

commitments. Measures include reduced working hours, flexible start and finishing times 

as well as more advanced options, such as the opportunity to work “compressed” weeks 

or telework from home. Flexible working arrangements can act as a complement to other 

parental support, for example by allowing parents to match working hours with childcare 

opening hours, but are particularly important when other support is underdeveloped. 

On average across European countries, only 30-35% of employed parents report to have 

at least some control over their working time, with this proportion being highest in 

Denmark, Finland, the Netherlands, Norway and Sweden. Regular part-time work is the 

most common form of flexible working (OECD, 2016[41]). 



11. ENHANCING THE PROSPECTS OF DISADVANTAGED WORKERS IN THE LABOUR MARKET │ 241 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 
  

Several OECD countries guarantee working parents access to at least some form of 

flexible working. Parents of young children have the option to work part-time, 

either through a statutory right to request reduced hours when children are young (in 

Austria, Finland, Slovenia and Sweden) or the possibility to take statutory parental leave 

part-time (in Denmark, Iceland, Korea and Poland). The Netherlands and the United 

Kingdom have introduced legislation that gives all workers (subject to firm size or 

contract history) a comprehensive statutory right to request changes to hours as well as 

other forms of flexible working, including the location of work. Nevertheless, the 

prevalence of part-time work in both countries also contributes to the persistence of 

gender pay gaps and limiting female career opportunities (OECD, 2012[21]). 

11.3. Migrants 

One-in-eight persons in the OECD was born abroad. Skills and labour market prospects 

vary widely among immigrants. Some are highly qualified, while others face difficulties 

in finding employment that pays a decent salary, which may be due to language barriers, 

no recognition of education degrees, discrimination and a lack of basic skills or relevant 

work experience. Getting policy right is important for helping these immigrants integrate 

in the labour market of their host country. 

Given the diversity of the immigrant population, a range of policies matter. For those 

migrants who come with relatively high skills, the objective should be to make the most 

of their skills. For those migrants who are especially vulnerable, for example because 

they come for humanitarian reasons, the policy challenges are much broader and 

particularly acute. The first part of the section focuses on making the most of the skills of 

migrants and the second on addressing the needs of vulnerable migrants. 

Making the most of the skills of migrants 

Building host-country language skills is critical for successful integration 

Evidence clearly suggests that some proficiency in the host-country language is an 

essential prerequisite for the social and labour market integration of migrants (OECD, 

2018[42]). Poor knowledge of the host-country language can be self-perpetuating, since 

both networks and employment are important routes through which language skills can be 

built. Language proficiency is also a key ingredient for the acquisition of new skills 

relevant in the host-country labour market and the transferability of existing skills. 

One tool which has proven effective in enhancing the efficiency of language acquisition 

is the combination of language instruction with vocational training. This helps build 

work-related language skills while gathering work experience in the host country. 

Australia pioneered on-the-job language training and co-funding of employer-based 

training, offering courses that entitle migrants to up to 200 hours of vocation-specific 

language tuition and 80 hours of work placements (OECD, 2016[43]). 

Recognition of qualifications can help migrants better use their skills 

Education acquired outside the OECD tends to be strongly discounted in the host-country 

labour market, often resulting in people being over-qualified for the work they do. This 

problem can, in part, be ascribed to the different quality of education systems in the origin 

and host countries and employer uncertainty regarding the value of the qualifications 

obtained abroad. 
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Integration policy can play an important role by providing an infrastructure that formally 

recognises and validates the value of foreign qualifications (OECD, 2017[44]). However, 

to be successful the outcomes of such procedures need to be accepted among employers. 

Sweden is one of the countries that have recently made progress in improving recognition 

processes. Programmes map and validate the skills of participants in their mother tongue, 

while at the same time offering language tuition alongside these activities (OECD, 

2016[43]). 

Beyond the recognition of formal qualifications, recognition of prior learning – which 

documents non-formal competences – may be particularly important for migrants who 

have acquired their job-related skills in a different context. Recognition of prior learning 

can also provide a quick and cost-effective way to identify individual needs for further 

training and prevent the duplication of training content. Finland’s competence-based 

qualification system, for example, recognises vocational competencies, regardless of 

whether the person acquired them through work experience, studies or other activities. 

Employers understand the qualifications, as they can be obtained in the formal education 

system (OECD, 2018[45]). 

Local labour market contact enables migrants to demonstrate their skills 

Newly-arrived migrants often have little or no local labour market experience. This puts 

them at a disadvantage when it comes to demonstrating their suitability for a position. As 

a result, temporary apprenticeship or training programmes, that provide an opportunity to 

demonstrate skills, can be an important stepping stone into employment. This opportunity 

is likely to be especially valuable to migrants for whom information asymmetries due to 

unfamiliar qualifications tend to be larger. 

For instance, Swedish employers hiring newly-arrived refugees can benefit from 

several subsidised employment schemes which have the objective of providing migrants 

with local labour market experience. Among these, “Step-in Jobs” is targeted particularly 

at newly-arrived humanitarian migrants. The programme, which provides a subsidy 

covering 80% of wage costs, is intended to ease transition into regular employment 

through building skills and experience. Requirements of the programme are that 

participants undertake language training alongside their work and that the employment 

contains an element of mentorship (OECD, 2016[43]). 

Discrimination needs to be overcome to improve migrants’ labour market access 

Discrimination may also undermine the ability of the foreign-born to find work and put 

their skills to use. It occurs when employers prefer to hire candidates of a particular 

origin. Empirical studies which try to isolate the effect of discrimination on hiring from 

other factors suggest that, in many countries, migrants must send twice as many 

applications to be invited for a job interview than native-born people with an equivalent 

curriculum vitae (OECD, 2013[46]). 

Most OECD countries have taken measures to combat discrimination. However, 

tackling discrimination through the courts can be a challenge, as past experience has 

proven. Anti-discrimination policy itself appears to raise awareness but not to reduce 

discrimination. Hence, besides anti-discrimination policy, several countries – including 

Belgium, France and the Netherlands – have introduced policies to incentivise diversity 

and harness corporate social responsibility. In addition, innovative recruitment methods, 

that for example simulate work situations, have been useful in addressing discrimination 
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that stems from employer uncertainty regarding the productivity of migrant workers 

(OECD and UNHCR, 2018[47]). 

Policy can help compensate for migrants’ lack of local knowledge and networks 

Widespread recruitment through informal means is another way through which foreign-

born can be put at a disadvantage. Migrants, particularly those who have newly arrived, 

tend to have fewer contacts that are relevant to the labour market and less knowledge of 

how the labour market functions. Many vacancies, although not necessarily closed to 

migrants, may be filled in such a way that migrants have little opportunity to apply, 

irrespective of how well they are equipped for the job. The role of the public employment 

services, which match jobseekers with employers, is therefore particularly important for 

migrants. In addition, many OECD countries offer job-search training as part of early 

integration efforts and have adopted career mentoring schemes to provide migrants with 

access to networks (OECD, 2014[48]). 

Addressing the needs of vulnerable migrants 

Integration policies to help vulnerable migrants acquire basic skills 

Integration represents a long-term investment, for the host country and the immigrants 

themselves. Depending on the educational institutions in the origin country, migrants 

bring with them quite diverse education backgrounds. 

Across the OECD, around one-quarter of migrants are low-educated, a similar proportion 

as among the native-born. This aggregate, however, masks differences across countries. 

Australia, Canada, Ireland and the United Kingdom are characterised by large intakes of 

high-educated labour migrants, while in some other European countries the low-educated 

are over-represented among immigrants. 

The integration process for those who arrive after school age but lack basic skills can be 

long. In recognition of this, several OECD countries provide adult education combined 

with long-term language training. Norway, in particular, focuses heavily on low-skilled 

humanitarian migrants in its integration efforts, requiring them, in exchange for income 

support, to take adult education classes to endow them with the basic skills needed to 

function in Norway. In addition, all humanitarian migrants above compulsory schooling 

age who require primary or lower-secondary education are entitled to dedicated, long-

term adult education (OECD, 2016[49]). 

Migrants arriving for humanitarian reasons often require additional support 

Refugees, in particular, tend to face considerable barriers to integration. The reasons are 

manifold: those arriving for international protection migrate not because they want to but 

because they have to; they had little or no time to prepare for migration (for example to 

collect proof of qualifications or learn the language); their health may have worsened 

during a long journey; and they often had no contact with the host country before arrival. 

The unique set of integration challenges for refugees is often reflected in low employment 

rates. In contrast to labour migrants who already have an employer upon arrival, refugees 

arrive without a job. In contrast to international students, refugees have no educational 

institution to provide them with a programme of daily activities and link them to their 

host country. In contrast to migrants who arrive to reunite with their family, refugees 

often have no family links to their host country and more limited networks through which 
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they can orient themselves and access information. Hence, the employment support needs 

of refugees are distinct, not only in the type of these needs, but also in their intensity. 

Most Scandinavian countries provide newly-arrived refugees with structured multi-year 

programmes that combine language and labour market training and civic integration 

courses. Programmes typically last two to three years, although their duration may be 

adjusted in line with the education levels of individual refugees. In Denmark, for 

example, illiterate refugees who do not possess basic skills may receive additional 

language training, which goes beyond the scope of the official three-year induction 

programme and lasts for up to five years (OECD, 2016[49]). 

Family migrants and migrants with childcare responsibilities 

Family migrants, many of whom arrive in their host country with no direct ties to the 

labour market, often experience particular difficulties integrating in the labour market and 

society. Many left their careers and homes to follow their spouse; others may migrate for 

humanitarian reasons or to reunite with family members who themselves are refugees 

(OECD, 2017[50]). Alongside their efforts to integrate, many family migrants must also 

juggle childcare responsibilities, which can compromise their involvement in early 

integration activities. As time passes, these migrants risk becoming increasingly distant 

from the labour market. 

Family migrants are seldom in the spotlight of integration and activation measures. They 

rarely claim social assistance, in part due to the common requirement that they have a 

family member in the host country who is able to guarantee their living expenses. Yet, not 

integrating family migrants represents a lost resource and risks long-run consequences for 

the integration success of their children. 

Integration programmes need to be compatible with childcare or employment, allowing 

migrant parents to learn the host-country language, participate in integration activities and 

work at the same time. In Germany, for instance, all integration courses aim to provide 

a childcare option if no other childcare is available. Integration courses also have a 

special track for mothers and migrant women that focuses on education and childcare 

(OECD, 2017[51]). 

At the same time, migrants with care responsibilities should not be sent on an exclusively 

childcare-centred integration track that maintains their distance to the labour force. Active 

labour market programmes must be accessible to those with childcare duties, and early 

childhood education and care options should become more widely available and better 

known among migrant parents. Research has shown that labour market participation 

among foreign-born mothers has a pronounced impact on the outcomes of their children. 

For the native-born children of migrants, the effect of having had a working mother at age 

14 on the probability of being employed when an adult is, at 9 percentage points, more 

than twice the effect for the children of native-born (OECD, 2017[52]). 

Young migrants and children of poorly educated migrants 

Young migrants face a number of challenges when they arrive in their host country. 

Besides orienting themselves in a new country, they must learn the language and integrate 

into school in time to catch up with their native-born peers. Research indicates that, while 

it takes children approximately two years to acquire communicative language skills, they 

can take up to seven years to develop the academic language used in school environments 

(OECD, 2015[53]). This is a challenge for all young migrants but even more so for those 
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from countries with quite different education systems. Many, particularly those who 

arrive towards the end of compulsory schooling, struggle to qualify for further education, 

which often translates into lifelong difficulties to gain durable employment. Recognising 

this, in New Zealand where school is compulsory until age 16 and education is free until 

age 19, refugees are allowed to stay in high school until they are 20 or 21. 

These challenges can be particularly acute for unaccompanied minors who, in addition, 

face a strong motivation to begin work and remit money to their family who, in many 

cases, has invested all its savings into funding the journey of the child. While a strong 

motivation to work is, in principle, a good premise for further integration, it can also risk 

preventing these minors from engaging in the longer-term integration investments that are 

necessary to build a resilient career (OECD, forthcoming[54]). 

Alongside young migrants, the native children of migrants are also at greater risk of poor 

labour market outcomes. In many countries, particularly in Europe, children of migrants 

enter the labour market in greater numbers. Young people with two foreign-born parents 

now account for over 9% of all youth aged between 15 and 34 and 11% of those below 

the age of 15 (OECD, 2017[52]). The integration of these children, particularly those of 

low-educated parents, is a growing concern, given that the intergenerational transmission 

of disadvantages appears to be stronger among migrants than native-born. Increasing 

access to early childhood education with a specific focus on children with language 

obstacles not only allows parents to participate in the labour market but also provides 

high returns for the children. Many OECD countries have specific policies in place to 

help children of immigrants with language obstacles, often based on systematic language 

screening in pre-school and follow-up remedial training (OECD, forthcoming[55]). 

11.4. People with disabilities 

Disability is widespread: in the OECD, around 14% of the working-age population report 

to have a disability or chronic health condition hampering their daily life; one-third of 

them have a severe disability (OECD, 2003[56]; OECD, 2010[57]). Disability or chronic ill-

health often develops over the lifetime, sometimes gradually, sometimes suddenly due to 

an accident or illness. The prevalence of disability therefore increases with age, which is 

a growing problem given the rapid ageing of populations in most OECD countries. 

The large majority of persons with disabilities have significant work capacities and many 

of them have full work capacity. It is therefore concerning that the employment rate for 

persons with disabilities is only around half that of persons without disabilities and that 

their unemployment rate is twice as high. The employment disadvantage of persons with 

disabilities is smallest in Iceland, Sweden and Switzerland and largest in Hungary, the 

Slovak Republic and the United States (see Figure 11.1). 

Low employment rates translate into low incomes for many persons with disabilities, 

despite the availability of disability benefits in most countries. One in seven persons with 

a disability lives in a household with an equivalised income of below 50% of the median, 

a common definition of poverty. This compares with an income-poverty rate of below 

10% for persons without disabilities. The difference in poverty rates between persons 

with and without disabilities tends to be larger in countries where the employment gap is 

higher and income-support benefits for those not working are low. 

At the same time, OECD countries struggle with the costs of their sickness and disability 

benefit programmes. On average, 6% of the working-age population receive a disability 

benefit, a similar number as 20 years ago (Figure 11.4). The fiscal cost of paying 
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disability benefits to so many people is considerable. Average public spending on 

disability benefits is 2% of GDP, and in some countries it is as high as 4% of GDP. It 

often exceeds spending on unemployment benefits. 

Figure 11.4. Disability benefit caseloads are rather high in many OECD countries 

Disability-benefit recipients as a share of the working-age population (%) 

 

Source: Update of (OECD, 2010[57]), Disability and Work: Breaking the Barriers: A Synthesis of Findings 

across OECD Countries, https://doi.org/10.1787/9789264088856-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881553 

A growing “medicalisation” of disability policy 

In many countries, disability benefits have become the benefit of last resort for people 

unable to stay in, or enter, the labour market. A number of policy developments have 

played a role: 

 Reforms in several countries have restricted access to, and the maximum duration 

of, unemployment and social assistance benefit schemes, partly through stronger 

enforcement of labour market activation of jobseekers. This contributed to the 

decline in unemployment, and in particular long-term unemployment, in many 

OECD countries prior to the global financial crisis. 

 Older workers – who often had been encouraged to retire several years before the 

legal retirement age – can no longer draw on some options previously available to 

leave the labour market prematurely, due to the retrenchment and phasing-out of 

early-retirement options and special unemployment retirement pathways. 

 As a result, in many countries disability benefit systems, which overall have seen 

little change compared to reforms in other areas, have become the only benefit 

that can be received permanently and without any conditionality. 

These developments have led to a “medicalisation” of labour market issues associated 

with disability. However, most persons with disabilities want to work and can work in 

ways compatible with their health condition. Supporting those people to gain and retain 

work is a “win-win” policy: it helps them avoid exclusion and have higher incomes while 
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reducing benefit dependency. Due to the strong link between disability and age, policies 

addressing the employment of persons with disabilities will also affect, and be affected 

by, policies addressing the employment of older workers, the subject of the next section. 

Towards an employment-oriented disability policy: What remains to be done? 

A key question is whether disability should be treated as a health issue, to be addressed 

with special rules and programmes, or rather an employment issue, to be tackled with 

mainstream policies. Singling out disability as a special problem has distanced it from 

employment policy and lowered the employment expectation of both persons with 

disabilities and those helping them into work. All actors, including employers and public 

authorities, need to better recognise their mutual rights and responsibilities. A person with 

disability who seeks a job is in the first place a jobseeker, although possibly facing 

additional barriers to employment. This gives the employment focus in disability policy 

first-order importance. 

Strengthening responsibilities and incentives 

It is mainly the behaviour of five actors that affects the functioning of disability policy: 

the individuals with disabilities themselves, employers, public authorities, employment 

service providers and health professionals. 

Persons with chronic health conditions or disabilities should be given a clear message that 

work in line with their capacity is expected and a prerequisite to receiving complementary 

benefits, if needed. Compulsory participation in rehabilitation programmes and job-search 

requirements in line with work capacity are both therefore important. Several countries 

have moved in this direction; examples are the introduction of the rehabilitation-before-

benefit principle in German-speaking countries, work-focused interviews in the United 

Kingdom and unemployment benefits with adjusted job-search requirements for those 

with partial disabilities in Australia (OECD, 2010[57]). 

Employers are important in several ways. They can help prevent disability, retain workers 

with disabilities and hire jobseekers with disabilities (see Chapter 9). To foster disability 

prevention and job retention, a better matching of responsibilities and incentives is 

required to strengthen employer action in preventing longer-term sickness absence 

(through co-payments for sickness benefits and rigorously enforced occupational health 

and safety regulations) and helping sick workers back into a job in the company (through 

a clear rehabilitation and return-to-work process). To foster job creation, wage subsidies 

and other incentives to hire workers with disabilities can be useful. The Netherlands is the 

country which has gone furthest on several of these aspects, thereby contributing to 

declining rates of sickness absence and disability benefit claims (OECD, 2014[58]). Sick 

leaves are very costly for Dutch employers who also have to make significant efforts to 

help people return to work and face a significant sanction if they fail to do so. 

Public authorities have a key role in guiding people with disabilities through the system. 

They need to have effective tools and clear incentives to assess people’s work capacity, 

direct them to the right service and, where appropriate, deliver services that help people 

into employment. Only few countries have so far tackled incentives of public authorities. 

One example is Denmark which has experimented with financial incentives for local job 

centres to stimulate labour market integration (OECD, 2013[59]). 

Employment service providers need stronger incentives to bring people into sustainable 

employment. Traditionally, they are paid for every client they serve, irrespective of the 
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actual outcome achieved. Paying for sustainable outcomes instead of managing caseloads 

could have a significant impact. Australia and the United Kingdom have developed their 

provider market in this direction, with increasing attention to longer-term employment 

outcomes and the degree of disadvantage of customers: the longer a customer stays in 

employment and the higher is the level of disadvantage, the higher is the payment which 

the provider will receive – see OECD (2014[60]; 2015[8]). 

Health professionals are key actors as providers of sickness certificates and other capacity 

assessments, and as gatekeepers to the benefit system. Doctors influence their patients’ 

future pathways and should be given the time, resources and incentives to provide 

information that promotes employment and a return to work, without undermining their 

patients’ long-term health. Doctors often need better training and direction in 

understanding the value of work when evaluating their patients’ health. Sickness absence 

guidelines in the Netherlands and Sweden are good examples of how the behaviour of 

doctors can be changed (OECD, 2013[61]; OECD, 2014[58]). 

Moving from disability to employability 

Disability benefit programmes have long been cash transfer schemes with little attention 

to the effect that they may have on employment, under the assumption that beneficiaries 

cannot be expected to work. This assumption is contradicted by the fact that most 

beneficiaries have at least some work capacity. In many countries, the case for a more 

unified scheme for all those who are able to work, including those with disabilities and 

partial work capacities, is strong. Turning disability benefits into an employment 

instrument requires an increased focus on a number of critical aspects (OECD, 2010[57]): 

 A first step in the operation of a disability programme must be an assessment of 

persons’ remaining work capacity and their barriers to work, not their disability. 

Time and effort of all actors must be used more effectively than in the past when a 

lot of time was invested in demonstrating the inability to work. Denmark, for 

example, has a comprehensive assessment process in which health issues play a 

relatively minor role (OECD, 2013[59]). The United Kingdom has moved in this 

direction as well, including by changing the name of the benefit programme to 

signal the shift in focus (OECD, 2014[60]). 

 A second aspect is to award disability payments on a transitory basis, as is 

common for sickness and unemployment benefits, and to reassess entitlements 

and work capacity regularly. Disability payments are increasingly provided for a 

temporary period, at least initially, but they often become permanent because 

reassessments of entitlements are not very rigorous. Countries also tend to 

“grandfather” beneficiaries in case of system reform. The Netherlands and the 

United Kingdom are exemptions worth mentioning as they tend to reassess all 

entitlements when work capacity assessment methods and criteria are changed. 

 A third aspect is support to facilitate the transition back to work. The return to 

work may be gradual, in line with a person’s improving work capacity. Austria 

and Finland are two countries that have recently introduced the option of a 

gradual return to work for people receiving health-related benefits. 

 A fourth aspect is that disability schemes must be designed so that working, or 

working more hours, always pays. Also here, more and more countries, including 

Ireland and the Netherlands, are lowering the high effective marginal tax rates 

that many of those moving from benefits back into work face. 
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Providing the right services at the right time 

More people with disabilities could work if they were given the right supports at the right 

time. Countries invest more in rehabilitation and employment measures than they used to. 

Nevertheless, on average, OECD countries spend only 5% of their total disability-related 

spending on labour market programmes for persons with disabilities, while the remainder 

is used for out-of-work benefits. For comparison, the share going to labour market 

activation is as high as one-third for unemployment-related spending. Moreover, services 

must be provided in a timely, tailored and integrated way. 

Providing services in a timely way means providing services as early as possible because 

re-employment chances decline quickly with the duration of time people have been away 

from the labour market or between the completion of education and entry into the labour 

market. Early action is essential in general and for persons with disabilities in particular. 

Data for a number of countries show that after six months of absence only few people 

return to the labour market successfully (OECD, 2015[62]). Switzerland is probably the 

country with the largest shift to early identification and action, which has considerably 

reduced the number of disability benefit claims (OECD, 2014[63]). 

Providing services in a tailored way means adapting services to the actual needs of people 

through systematic profiling and engagement, with active case management for those 

who are more in need and quick referral to adequate services and supports. The shift to 

such type of individually-tailored services in some OECD countries makes, at the same 

time, a strong case for the unification of systems and services. 

Providing services in an integrated way means identifying complementary (such as 

health, skills or social) barriers that a jobseeker may face. All these barriers should be 

addressed concurrently as doing so sequentially – such as first addressing any health 

issues before providing any employment support – just delays the process and 

reduces  re-employment chances. Integrating services requires much-improved cross-

agency co-ordination and co-operation, especially between the benefit authority and 

employment service, including through information exchange and clarity about 

responsibilities and funding issues. Countries like Belgium, Denmark and Sweden have 

gone furthest in this regard (Arends et al., 2014[64]; OECD, 2015[62]). 

11.5. Older workers 

Increasing employment rates among older workers requires measures that improve both 

incentives to continue working and employment opportunities at old age. Older workers 

are a diverse group. Many do well in the labour market and enjoy working, while others 

are trapped in poor-quality jobs or even struggle to find and hold on to jobs. Pension 

policies, together with other social policies concerning health and the labour market, need 

to reflect this diversity so as to prevent societies from ageing unequally, as is recognised 

in the OECD Recommendation of the Council on Ageing and Employment Policies 

(OECD, 2015[65]) and the OECD Action Plan for Preventing Ageing Unequally (OECD, 

2017[66]). 

Inequalities in skills and health affect older cohorts disproportionately because the risks 

of skill obsolescence and reduced work capacity due to health problems tend to rise with 

age. Promoting the employability of workers throughout their working lives – with a view 

of maintaining employment opportunities at an older age – is a key requirement for 

longer, rewarding careers. In a context of ageing populations, mobilising more fully the 
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potential labour force and sustaining high productivity at old age are essential. This in 

turn requires a healthy workforce with relevant skills. 

Changing work and retirement patterns 

Over the past decade, many OECD and emerging market economies have undergone 

substantial pension reforms, often under the pressure of population ageing and financial 

sustainability concerns. The most visible change has been made in raising pension ages. 

On average in the OECD, the pension age will increase from 64.3 in 2016 to 65.8 by 

2060 for male workers entering the labour force at age 20, and from 63.4 to 65.5 for 

female workers. In recent reforms, “age 67” has become the new “65”  and several 

countries are going even further. In Denmark, for example, the pension age is due to 

increase gradually from 65 to 67 years over 2019-22 and subsequently will be linked to 

changes in life expectancy. 

Setting a legal norm does not mean that all people actually work up to these higher ages. 

Many workers leave the labour market well before reaching the pension age. However, 

effective retirement ages have been increasing in most countries over the past decade. On 

average in the OECD, men left the workforce two years later in 2016 than in 2006, and 

women nearly one and a half years later (Figure 11.5). But several countries still have 

considerable scope to close the gap between pension ages and effective retirement ages 

and to further increase the pension age. For instance, at current policy settings full-career 

workers entering the labour market at age 20 today will still be able to retire with a full 

pension before 65 in France, Greece, Luxembourg and Slovenia. 

While pension reforms face strong resistance in many countries, calls for more flexible 

retirement rules are re-surfacing in the public debate (OECD, 2017[67]). People differ in 

their preferences on how and when to move from work to retirement. Some want to stop 

working earlier because of health issues, to pursue other interests or to care for elderly 

relatives or grandchildren. Others are able and motivated to work longer, perhaps for the 

income or the social interactions that work brings, or simply because they like their job. A 

recent survey suggests that for two-thirds of EU citizens combining a part-time job and a 

partial pension is more appealing than retiring fully. 

Real choice in making the retirement decision means that postponing retirement should 

be sufficiently rewarding to compensate for lost pension years, while retiring a few years 

before the normal retirement age should not be overly penalised. Importantly, people 

need clear information on the benefits that they can expect to receive under each scenario 

to make informed choices and, in particular, to ensure that the size of their pension is 

adequate. For instance, Chile, the Czech Republic, Estonia, Italy, Mexico, Norway, 

Portugal, the Slovak Republic and Sweden offer flexible retirement options that: i) allow 

combining work and pensions after the retirement age, with no limit on earnings; 

ii) reward postponing retirement; and iii) do not overly penalise retiring early. Overall, 

the financial incentive structure in these countries encourages people to remain in work 

longer, thereby reducing the risk of poverty for retirees. 

Enhancing job quality to make the most of a diverse workforce 

Job quality influences people’s sense of engagement and well-being at work and beyond. 

Compelling evidence indicates that poor work environments can have a profound impact 

on an individual’s physical and mental health. Job quality affects the retirement decisions 

of older workers, since jobs that are more enjoyable and support good health are likely to 

translate into longer working lives (Cazes, Hijzen and Saint-Martin, 2015[68]). 
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The determinants of working conditions and work organisation are primarily an issue for 

businesses, but policies and institutions can provide employers with incentives and tools 

to improve them. Many of these policies, such as safety-at-work regulations or well-

designed sickness schemes, are similar to the ones that have the objective of disability 

prevention discussed in the previous section. 

Figure 11.5. Contrasting the effective retirement age with the legal pension age 

 

Source: OECD (2017[67]), Pensions at a Glance 2017: OECD and G20 Indicators, 

http://dx.doi.org/10.1787/pension_glance-2017-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881572 

Good practices by employers in managing a diverse workforce with workers of different 

ages should be encouraged through initiatives that provide guidance on, for example, how 

to promote sharing of knowledge across age groups, how to adjust work responsibilities 

and working-time arrangements to better balance professional and family responsibilities 

and how to create a good work environment, in general and especially for older workers. 

Examples of such initiatives can be found in Denmark and Germany, where programmes 

are in place that combine practical guidelines and financial incentives for employers to 

promote well-being at work, in particular for older workers (OECD, forthcoming[69]). 
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Flexible working time arrangements help particularly older women who would otherwise 

be more likely to retire early to care for their grandchildren, parents or other relatives. 

The employment barriers of older women are often inherited from problems conciliating 

work and family responsibilities at a younger age. Recent research by Saint-Martin, Inanc 

and Prinz (forthcoming[70]) finds that workplace flexibility generally benefits both 

individuals  – by reducing stress at home and work, thus reducing absenteeism  – and 

employers  – by lowering costly worker turnover and increasing productivity, although 

changing workplace practices may give rise to short-term costs. 

Investing in effective skill development strategies over the life course 

Workers who maintain and upgrade their competencies by undertaking training during 

their working life fare better in the labour market when older. Yet, workforce groups at 

greater risk in the labour market, such as low-skilled workers, generally receive less 

training and this in turn tends to compound their disadvantages. In other words, they risk 

getting trapped in a situation in which they rarely benefit from training, and their skills 

remain weak or deteriorate over time, making it harder for them to participate in learning 

activities and possess marketable skills as they age. This problem is often exacerbated by 

workers, sometimes from the early age of 45, having little access to training. 

Governments and employer and employee associations should take concerted action to 

reverse this pattern (OECD, 2017[40]). 

Adult learning has two main functions: equipping workers with job-related skills that 

match employers’ needs and raise workers’ productivity, employability and earnings; and 

helping people acquire adequate foundation skills (for example in numeracy or literacy) 

which are essential to support lifelong learning, even if they may have less immediate 

returns. The appropriate skill mix evolves over the work life, with job-related skills 

becoming relatively more important over time. Programmes designed on the basis of an 

apprenticeship concept – combining short classroom sessions with a firm-based 

approach – and informal, self-determined training focusing on practical and relevant work 

problems tend to be particularly effective for older workers. Countries have only recently 

started to promote the access of adults to apprenticeship schemes. One example is New 

Zealand Apprenticeships, a programme introduced in 2014, under which all apprentices 

enjoy the same level of government support, regardless of age (OECD, 2017[40]). 

Many mid-career and older workers, whose initial qualifications may appear outdated, 

have acquired new skills and competencies through various work experiences, but no 

certificates to prove it. This makes formal validation systems for skills and competencies, 

which render them transparent to employers and establish an appropriate basis for further 

learning, particularly important for older workers. In case of job loss, the recognition of 

prior learning and validation of acquired experience can play crucial roles to help workers 

find a quality job that matches their actual competences and skills. The experiences of 

Portugal and the United Kingdom show how the recognition, validation and certification 

of acquired skills can help improve the employability of mid-career and older workers, 

especially when combined with additional training measures (OECD, forthcoming[69]). 

Removing barriers to retain and hire older workers 

Some older people are less productive, due to their age and health, and require in-work 

benefits or social protection. The higher likelihood of reduced work capacity or declining 

productivity among the elderly may make some employers hesitant to retain or hire older 

workers. Public policy can help overcome this in four main ways: affirmative action 
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(including through information campaigns and guidelines); coercive action (in the form of 

anti-age discrimination laws); specific support for older workers with low productivity 

and few employment prospects; and measures to facilitate job mobility (OECD, 2017[40]). 

Affirmative and coercive actions tend to be mutually reinforcing. Anti-age discrimination 

legislation gives a strong message that discrimination should not be tolerated, but it may 

only be effective when accompanied with public awareness campaigns and guidelines 

that help employers implement good employment practices with respect to age diversity 

and make older workers themselves aware of their rights. Information campaigns should 

also have as an objective to change some of the priors that potential employers may have 

of older workers (such as lack of motivation or inability to adapt to new technologies). 

Anti-age discrimination laws will be powerful if enforcement is not necessarily dependent 

on the initiative of individuals deprived of their rights. Victims often face strong barriers 

to bring a case before court, with legal action being costly and complex and the outcome 

uncertain. Hence, enforcement by specific agencies, mandated to investigate companies 

and take – even in the absence of individual complaints – legal action against employers 

operating discriminatory practices, can play an important role. One example is the US 

Equal Employment Opportunity Commission, which is granted extensive powers (OECD, 

2008[71]). Since its establishment in the 1960s, the commission has been at the forefront of 

the fight against discrimination. In particular, it has the authority to investigate charges of 

discrimination against employers, to settle the charge where discrimination is found, and 

to file a lawsuit to protect the rights of individuals and the interests of the public if the 

settlement procedure has not reached a successful conclusion. 

Additional support is also necessary to help employers retain or hire disadvantaged older 

workers, i.e. those with low productivity and few employment prospects. This is essential 

to prevent early withdrawal from the labour market and reduce poverty risks at old age. 

Several countries introduced wage-subsidy and in-work benefit schemes to strike a better 

balance between older workers’ productivity and the cost of employing them. These 

schemes are designed, over a certain period of time, to incentivise firms to employ older 

workers. 

Nevertheless, packages of placement, training and counselling measures targeted at 

disadvantaged older workers may be more effective than wage subsidies alone. For 

instance, Germany’s “Perspective 50 Plus” employment pacts for older workers in the 

regions, which ran from 2005 to 2015, placed great emphasis on intensive counselling for 

the older unemployed. Another example is Canada’s Targeted Initiative for Older 

Workers programme which supports older jobseekers, typically between ages 55 and 64, 

who live in small, vulnerable communities, helping them regain a place in the labour 

market and improve their employability. 

Policy-makers also need to strike the right balance between protecting older workers’ 

jobs and increasing their mobility. Greater mobility requires hiring more jobseekers over 

a certain age and increasing older workers’ willingness and ability to change jobs. Special 

employment protection rules for older workers can be counterproductive; they may 

reduce hiring chances and firms may seek to avoid penalties through early retirement 

arrangements. Ultimately, the best form of employment protection for older workers is to 

improve their employability and increase the range of job opportunities open to them. 
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Conclusion 

This chapter reviewed policy options to enhance the prospects for five groups of workers 

who tend to face disadvantages in the labour market: low-skilled young people, people 

with care responsibilities, migrants, persons with disabilities and older workers. Each 

group faces unique challenges; nevertheless several common lessons can be drawn. 

Designing policy in an employment-oriented way 

One of the main reasons why employment rates for disadvantaged workers are low is that 

policy is insufficiently employment-oriented. For example, persons with partial work 

capacity should receive stronger incentives to stay in or return to work. Retirement rules 

should make it more rewarding for older individuals to stay in the labour market. Early 

contacts with the labour market, in particular for low-skilled youth and newly-arrived 

migrants, can be essential to avoid a lifetime out of decent work. In some countries, this 

requires a change in the mindsets of policy-makers and individuals, away from social 

protection towards an employment-oriented social policy. 

Preventing exclusion through early intervention 

Early intervention is crucial to avoid a lifetime out of work or in poor-quality jobs. The 

way governments deal with supporting the upbringing of young children may be the most 

vivid example in this respect. Mothers who, following birth, stay out of work for too long 

tend to become detached from the labour market, which substantially reduces their labour 

market prospects. Early education and care and low effective tax rates on second earners 

are two ways to support young mothers, and they are at the same time likely to benefit the 

cognitive development of young children. As the chapter discusses, similar considerations 

arise for each group of disadvantaged workers. 

Intervening against discrimination 

Women, migrants, persons with disabilities and older workers tend to be affected by 

discriminatory practices. They are often paid lower wages than others with similar 

competences and less likely to be offered a job or promotion. Such practices are 

sometimes in breach of anti-discrimination legislation, but policy initiatives need to go 

beyond relying on law enforcement processes which can be cumbersome and entail 

uncertain outcomes for the individuals concerned. Combining enforcement of regulation 

with suitable financial incentives and information campaigns that encourage employers to 

hire, promote and retain these workers holds the best promise of reducing discrimination. 

Packaging measures 

For all five groups of disadvantaged workers, no one policy exists that can eradicate 

their disadvantages. To make reforms for enhancing the inclusion of disadvantaged 

workers in the labour market a success, policies need to be combined into coherent 

packages. It is the combination of stronger work incentives, continued skills development 

during work life and health-friendly human resource policies that may allow older 

workers to retire later. Similarly, to help young mothers return to work swiftly, affordable 

childcare, not overly excessive tax rates on second earners’ incomes, greater flexibility of 

working hours and a stronger engagement of fathers at home may all be required. Another 

example are low-skilled unemployed or inactive youth requiring comprehensive support 

in the form of training courses, job-search assistance, employer subsidies and career 
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guidance. Making different agencies work together to meet the specific needs of each 

person is one of the most difficult challenges to be overcome if people from 

disadvantaged groups are to be able to fulfil their labour market potential. 

Note 

 
1
 Employment gaps are even larger for low-skilled youth. 
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Chapter 12.  Managing self-employment, new forms of work, and the 

platform economy 

After providing an overview of trends in self-employment, own-account and platform 

work, this chapter provides a comprehensive policy discussion of how to address the 

challenges of some of these “new” forms of work – covering labour market regulation, 

social protection, tax, social dialogue and skills. The objective of policy makers should be 

to balance innovation, entrepreneurship and flexibility, on the one hand, with job quality 

and worker rights and protections, on the other. The latter is important not only from a 

worker perspective, but also to ensure a level playing field between competing firms.  

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.  
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Introduction 

Recent innovations in technology and business models have led to the emergence of the 

“platform economy” and new ways of working more generally. From an employment 

perspective, these developments have been interesting because they have promoted more 

flexible forms of employment, which have been a boon to employers as well as many 

workers.  

However, there are also concerns that these new forms of work offer individuals little or 

no employment protection, reduced social protection, poor working conditions (including 

pay), and put them in a weak bargaining position vis-à-vis employers and clients. This is 

not only a challenge for the workers themselves, but can also create an uneven playing 

field if firms try and get a competitive advantage simply by evading their dues and 

responsibilities. A key policy challenge is therefore to promote innovation, 

entrepreneurship and flexibility, on the one hand, while improving job quality and worker 

rights and protections, on the other. 

The platform economy has brought renewed attention to these issues, but they are by no 

means new. Many workers like hairdressers, plumbers and gardeners share characteristics 

with platform workers and face comparable challenges. Several countries have seen 

increases in the number of solo self-employed (or own-account workers) as a result of tax 

and regulatory incentives embedded in their systems, rather than as a consequence of 

technological change. The general, structural rise in service-sector jobs has been a further 

driver behind these trends.  

This chapter focuses on these non-standard forms of work and, in particular, on the grey 

area between self- and dependent employment. After providing an overview of trends in 

self-employment, own-account and platform work (section 12.1), the chapter provides a 

comprehensive policy discussion – covering employment regulation, social protection, 

tax, social dialogue and skills (section 12.2). The final section concludes. 

12.1. Stylised facts 

Trends in self-employment, own-account and platform work 

The emergence of new forms of work is closely tied to the advent of the platform 

economy. Capturing the extent of platform work through existing household and labour 

force surveys has, until recently, been impossible. Various ad hoc attempts exist, though 

differences in terms of platform definition, time period covered, and survey methodology 

have made it difficult to compare estimates. For example, some surveys cover only 

income from labour platforms (i.e. technologies that allow users to sell their labour, such 

as chauffeuring others or doing remote data entry), while others also include income from 

capital platforms (i.e. technologies that allow users to sell or rent property, such as 

apartments or used goods). Data sources include face-to-face surveys, phone surveys, 

online surveys, administrative data such as tax records or bank data, and, more recently, 

new questions added to labour force and household surveys. Overall, the best evidence 

indicates that platform work still only represents a small share of overall employment 

(less than 1%) (Katz and Krueger, 2016[1]; Farrell and Greig, 2016[2]; Jackson, Looney 

and Ramnath, 2017[3]; Statistics Canada, 2017[4]; Statistics Finland, 2018[5]). There is 

some indication that it has grown fast, but there are also signs that this growth may have 

levelled off in recent times (Farrell and Greig, 2016[6]). 
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It is important to stress that platform work is not in and of itself a form of employment, 

but rather refers to the means through which the work is obtained and (sometimes) carried 

out. In theory, platform workers could be engaged in any kind of employment 

relationship. In practice, many are (rightly or wrongly) classified as self-employed and, in 

particular, as independent contractors (or own-account workers/solo self-employed). 

Many of these workers will face similar challenges to platform workers and it is, 

therefore, of interest to look at this group of workers more broadly – also because the rise 

in solo self-employment in some countries has been driven by policy decisions (tax and 

regulatory incentives) rather than by technology. While there has been no clear trend 

across the OECD on average in the share of own-account workers in total employment 

between 1995 and 2016 (Figure 12.1), there have been substantial increases in some 

countries like the Netherlands, the Slovak Republic and the United Kingdom.  

Figure 12.1. Share of own-account workers in total employment 

1995, 2005, 2016 

 

Note: Data are for 1996 (instead of 1995) for Hungary and Switzerland; 1997 (instead of 1995) for Estonia, 

Czech Republic and Poland; 1998 (instead of 1995) for Latvia, Lithuania and the Slovak Republic; 2006 

(instead of 2005) for Turkey; and 2015 (instead of 2016) for New Zealand. 

Source: OECD Gender - Entrepreneurship database.  

StatLink 2 http://dx.doi.org/10.1787/888933881591 

Own-account work is a particular challenge in cases where individuals are financially 

dependent on a single employer. These are the so-called economically “dependent” 

self-employed who earn most of their income from just one client. The reason these are a 

group of interest to policy makers is that they tend to be in a vulnerable position vis-à-vis 

their client and may need special protections put in place (especially since they will not 

have access to the usual benefits and protections that employees do). Only a few countries 

have official (legal) definitions of dependent self-employment and, where these exist, 

they tend to differ. For example, in Spain, the trabajador autónomo económicamente 

dependiente (economically dependent self-employed, or “TRADE”) covers own-account 

workers who depend on a single client for at least 75% of their income. In Portugal, an 

individual is considered dependent self-employed when at least 80% of their yearly 
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income comes from one single client (regime dos trabalhadores independentes e que 

prestam serviços maioritariamente a uma entidade contratante). Estimating the extent of 

dependent self-employment is further complicated by the fact that standard labour force 

and household surveys do not permit the identification of such workers. Based on the 

European Working Conditions Survey, Figure 12.2 looks at changes between 2010 and 

2015 in dependent self-employment, defined as those own-account workers who 

generally do not have more than one client. It shows that in around two thirds of 

countries, dependent self-employment has risen over this time period.  

Figure 12.2. Share of own-account workers who generally do not have more than one client 

2010 and 2015 

 

Note: The OECD average refers to 25 EU countries plus Turkey.  

Source: OECD calculations based on Eurofound (2010), “5th European Working Conditions Survey 

(EWCS)” and Eurofound (2015), “6th European Working Conditions Survey (EWCS)”.  

StatLink 2 http://dx.doi.org/10.1787/888933881610 

A closely related, but distinct, concept is that of false self-employment. The exact 

definition of false self-employment will also vary from country to country, depending on 

the legal tests in place to determine employment status. In most countries, economic 

dependency on a single client (i.e. dependent self-employment) will not be sufficient for a 

person to be considered to be falsely self-employed. Indeed, one can be financially 

dependent on one client, while still being genuinely self-employed. In general, for an 

employment relationship to be labelled as false self-employment, there also needs to be 

an element of control by the client/employer so that the individual has little freedom to 

decide over working hours, the way work is carried out, the place of work, etc. In other 

words: the characteristics of the employment relationship must closely mirror those of an 

employer-employee relationship. Estimates of false self-employment are also difficult to 

obtain, and international comparisons are even more tricky because definitions of what it 

means to be an employee will vary significantly. Figure 12.3 nonetheless makes an 

attempt at estimating the extent to which own account workers who generally only have 

one client also cannot change at least two of the following: i) the order of their tasks; ii) 
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their method of work; and iii) the speed or rate of work. The graph suggests that this 

share has increased in the majority of EU countries.  

Figure 12.3. Share of own-account workers who generally do not have more than one client 

and have little control over how their work is carried out 

2010 and 2015 

 

Note: The OECD average refers to 25 EU countries plus Turkey.  

Source: OECD calculations based on Eurofound (2010), “5th European Working Conditions Survey (EWCS)” 

and Eurofound (2015), “6th European Working Conditions Survey (EWCS)”.  

StatLink 2 http://dx.doi.org/10.1787/888933881629 

What has driven these trends? 

Firms are constantly trying to find new business models and ways of producing goods 

and services more cheaply. In some cases, this has resulted in an increased use of 

non-standard employment arrangements, outsourcing, and a shift of the costs, risks and 

responsibilities from employers onto workers. Technology has further promoted this trend 

by facilitating the outsourcing not only of jobs, but also of individual tasks, as it has 

significantly lowered the transaction costs involved in doing so and made it possible even 

for small and medium enterprises to outsource. Technology has also enabled individuals 

to have greater choice about where and when they work, and part of the increase in 

non-standard forms of work may reflect a desire for more flexible ways of fitting work 

around other responsibilities. For example, there is some evidence that ride-hailing apps 

reduce barriers to entry in the labour market for women and that women drivers 

particularly value the flexibility that such apps offer (IFC, 2018[7]). Structural change 

more generally, and the shift to service-sector jobs in particular, have further contributed 

to this trend (OECD, 2015[8]).  

However, significant differences across countries in the prevalence of, and trends in, 

self-employment and own-account work suggest that policy decisions, whether 

intentional or not, can amplify or dampen the emergence and/or rise of such forms of 

work. As one example, growth in self-employment has been facilitated by reforms on the 

regulatory or fiscal side which have generated very strong incentives for employers and 

workers to prefer self-employment over dependent employment. For example, 

0

0.5

1

1.5

2

2.5

3

3.5

4

4.5

%

2015 2010

http://dx.doi.org/10.1787/888933881629


266 │ 12. MANAGING SELF-EMPLOYMENT, NEW FORMS OF WORK, AND THE PLATFORM ECONOMY 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

forthcoming OECD research (Milanez and Bratta, forthcoming[9]) shows that, both in the 

Netherlands and the United Kingdom, differences in total employment costs between the 

self-employed and employees are large enough to shift employer-employee preferences 

towards self-employment.  

Advantages and disadvantages  

For firms, business models based on outsourcing work to self-employed workers 

generally means more flexibility to adjust the workforce in light of changing and 

sometimes unpredictable economic conditions, as well as significant cost savings. For 

workers, self-employment can provide an opportunity to improve work-life balance and 

there is some evidence that the self-employed and platform workers have high levels of 

job satisfaction (OECD, 2000[10]; Forde et al., 2017[11]). The benefits may be felt more 

generally by society as well (and by consumers in particular) as goods and services are 

produced more cheaply. In this sense, the emergence of the platform economy is to be 

welcomed. By lowering entry barriers, improving labour matching, and bringing 

transaction costs down, the platform economy has resulted in lower prices and greater 

choice for consumers, frequently meeting unmet demand or even stimulating new 

demand. In the United States, (Cohen et al., 2016[12]) find that Uber creates a considerable 

amount of consumer surplus, and (Hathaway and Muro, 2016[13]) find that, despite the 

increase in own-account workers, payroll employment (i.e. the number of dependent 

employees) in the “rides and rooms” industries has also increased.  

However, excessive use of such business models may have adverse effects as well – on 

employers, workers and society as a whole. From the firm side, over-reliance on 

outsourced workers can gradually erode firm-specific skills, and it has been shown that 

non-standard employment results in lower investments in training (OECD, 2014[14]) 

which, in the long-run, results in lower productivity growth. Firms should also be 

concerned about having a level playing field on which to compete, and avoiding 

situations where less responsible firms are gaining a competitive edge simply because 

their business model is based on evading regulation and/or reducing their tax bill. In 

addition, such tax avoidance behaviour is likely to result in a larger tax bill for all other 

firms if unprotected workers end up having to rely on social assistance programmes 

which are financed through general taxation rather than social security contributions. The 

deliberate misclassification of workers as independent contractors is of particular concern 

and presents a significant challenge for government revenues. For example, in the 

United States, the Department of Labor has estimated that between 10-30% of 

self-employed workers are misclassified and that this could have a significant impact on 

tax revenue (Brumm, 2016[15]).  

While self-employment may mean increased flexibility for workers as well, they are 

unlikely to reap the benefits if they have little bargaining power vis-à-vis their clients 

and/or intermediaries. The self-employed, particularly those without employees, earn, on 

average, much less than employees (OECD/EU, 2017[16]). Self-employment is also less 

secure than employment and considerable numbers of the self-employed exit before five 

years (OECD/EU, 2017[16]). Self-employment brings with it the opportunity for flexibility 

and autonomy, leading to greater levels of job and life satisfaction. The trade-off, 

however, is that their working conditions are characterised by long working hours and the 

potential for stress and health-related issues (OECD/EU, 2017[16]). 

Emerging evidence for the platform economy suggests that, while pay varies enormously 

reflecting the heterogeneity of platform work, many platform workers earn very low 
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wages, frequently well below national minimum wages (CIPD, 2017[17]; Lepanjuuri, 

Wishart and Cornick, 2018[18]; Forde et al., 2017[11]). 

There are also concerns around health and safety and working hours (Quinlan, 2015[19]; 

Ticona and Mateescu, 2018[20]) – often reflecting the lack of regulation of platform work 

(Garben, 2017[21]). It has sometimes been argued that the increased flexibility offered by 

jobs in the platform economy could remove certain barriers to labour market participation 

and make it easier for traditionally underrepresented groups to find work (see evidence 

above about women and Uber). While there is as much heterogeneity in the types of 

workers as there is in the nature of platforms and platform work, on average, platform 

workers tend to be younger, male, more highly educated and more likely to be based in 

urban areas (Balaram, Warden and Wallace-Stephens, 2017[22]; Berg, 2016[23]; Farrell and 

Greig, 2016[2]; Bonin, 2017[24]; Huws, Spencer and Joyce, 2016[25]; Pesole et al., 2018[26]). 

With the exception of youth, therefore, it is not clear that the platform economy has yet 

delivered on the promise of helping to reduce gaps in employment rates for disadvantaged 

groups.  

12.2. Policy response 

While self-employment and entrepreneurship should be encouraged, policy makers need 

to ensure that job quality amongst those workers is maximised. They should also avoid 

situations in which own-account work is chosen purely on the basis of tax and/or 

regulatory incentives, as well as situations in which firms choose such forms of work in 

order to shift risks and responsibilities onto the shoulders of workers. In doing so, policy 

makers face some delicate trade-offs: how to tackle false self-employment without 

harming genuine entrepreneurship (Kautonen et al., 2010[27]); how to regulate without 

stifling innovation; how to promote job quality without affecting job quantity?  

Policy makers can act on several fronts, including: employment regulation, skills, social 

dialogue, tax and social protection. The exact combination of reforms and interventions 

will depend on each country’s specific challenges, their starting point, as well as national 

specificities. In addition, policy makers should be careful not to over-simplify the existing 

landscape. For example, platforms operate and treat their workers in diverse ways; taking 

a binary approach to regulation could create more problems than it solves.  

Balancing incentives 

Many individuals will prefer self-employment over dependent employment because it 

gives them more freedom, allows them to be their own boss, enables them to achieve a 

better work-life balance, or even allows them to earn more money. Similarly, many 

companies will choose to outsource some of their functions and activities because it 

makes business sense for them to do so. In most countries, the self-employed will pay 

fewer taxes and social security contributions than employees, which will reflect a number 

of factors, including that they receive less social protection in return, or that the 

government wishes to encourage entrepreneurship. On average, companies and 

individuals will balance these benefits against the cost of being self-employed and/or of 

outsourcing jobs.  

However, a problem arises where incentives are so strong as to lead to an “inefficiently 

high” level of self-employment. This could lead to a misallocation of labour resources as 

well as to an undermining of social protection systems (particularly where lower-risk 

individuals choose to become self-employed and are allowed to opt out of parts of the 
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social protection system, leaving only the “bad risks” behind and resulting in an increased 

reliance on social assistance). In addition, to the extent that the self-employed participate 

less in training, very high levels of self-employment could act as a drag on productivity. 

Moreover, where such incentives lead to false self-employment, this could have important 

consequences not only for individuals (in terms of employment protection, social 

protection, worker’s voice, etc.) but also for firms who may face unfair competition from 

those who are trying to evade their dues and responsibilities.  

Where strong fiscal and regulatory imbalances between employment forms exist, 

governments should aim to reduce them. Some countries have already done so. For 

example, a tax reform was introduced in the Czech Republic in 2004 to halt the spread of 

“false” self-employment. While it remains difficult to isolate the effect of policy reforms 

from other factors, the incidence of own-account work increased less in the 

Czech Republic than in the Slovak Republic during this period (OECD, 2008[28]). In 

Austria, concerns that independent contractors (freie Dienstnehmer) would be used by 

employers to evade taxes and regulations led the government to gradually integrate them 

into the social protection system and, since 2008, they pay the same social security 

contributions as standard employees. 

A related measure which countries could take is to encourage hiring on standard contracts 

by making them more attractive relative to non-standard employment arrangements. This 

could be achieved by easing the obligations or enhancing the flexibility associated with 

standard contracts for employers. For example, as part of its 2015 labour market reform, 

Italy provided a temporary amnesty from fines to employers who would convert existing 

self-employed contracts into standard, open-ended employment ones (Williams and 

Lapeyre, 2017[29]).  

Addressing worker classification 

It is difficult, and perhaps not even desirable, to completely eliminate differences in tax 

and regulatory treatment between different employment forms, and so incentives for 

misclassification will always exist to some extent or other. Because of this, it is important 

that labour market regulation is clear about what constitutes various forms of 

employment; that employers and workers are aware of the legislation; and that the 

existing legislation is properly enforced.  

In some cases, existing legislation might be adequate, but firms and workers might not be 

familiar with it. Government action should then focus on helping firms and workers 

identify employment relationships, for example by providing better guidance and 

information on contractual status. In the United States, the Department of Labor had 

published guidance in 2015 to help with the classification of employees and independent 

contractors. While this “Administrator’s Interpretation” arguably took an expansive view 

of the employment relationship, it was consistent with court rulings on the matter. In June 

2017, the guidance was withdrawn by the new administration.  

Employment relationships are usually established by courts on the basis of the principle 

of “primacy of facts”: regardless of how employers and workers describe the relationship 

between them in the contract, the determination of the existence of an employment 

relationship will be guided by the actual facts – i.e. it will be based on certain objective 

conditions being met. In particular, the extent of subordination and dependence of the 

worker on the employer will be assessed, based on a range of indicators which can vary 

from country to country but typically include: the worker’s integration in the 

organisation; the extent to which the worker controls his/her conditions of work 
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(including the place and time of work); who provides the tools, materials or machines; the 

regularity of payments; and the extent of financial dependence of the worker on the 

employer. In common law countries, judges base their rulings on certain tests developed 

by case law. In civil-law countries, these criteria will be enshrined in law and there will 

often be a presumption of an employment relationship if these criteria are met, with the 

burden of proof put on the employer to show that this is not the case.  

In some cases, there may be a need to clarify, revise or update regulations, including 

definitions of employment relationships – e.g. what it means to be an employee, 

self-employed, or even an employer (e.g. in tripartite employment relationships and cases 

involving an intermediary, like a platform). For example, some countries have a very 

expansive definition of employee which covers independent contractors for certain 

purposes (e.g. Sweden, Canada). Other countries have several employment tests and/or 

definitions which vary across legal/policy areas (labour, tax, social protection), and this 

could contribute to possible confusion. In such cases, there may be a case for harmonising 

them. For example, in the United States, the tests for defining employee status range from 

the broadest “suffer or permit” test
1
, passing through the hybrid

2
 and the “ABC” tests

3
, to 

the narrowest common law test
4
 (Waas et al., 2017[30]).  

An intermediate worker category may offer a solution to the classification issue, but it 

also has its problems. Some countries have a “third worker category” to capture all those 

workers who can be considered to fall somewhere in between an independent contractor 

and an employee, and to give this group access to a basic set of rights, benefits and 

protections. In most cases, the extension of rights to workers in this intermediate category 

relates to social protection while the termination of contracts remains strictly regulated by 

commercial law. Some examples include: the worker category in the United Kingdom; 

the “semi-subordinate” worker (lavoro parasubordinato) in Italy; and the 

“employee-like” persons (arbeitnehmerähnliche Person) in Germany. While France does 

not have a third worker category as such, the government has proposed to allow platforms 

to sign a charter which sets out their responsibilities towards workers, and the rights of 

the latter. In return, platforms would not risk having their workers be re-classified as 

employees. In effect, therefore, this solution would create a separate category of workers.  

While such an intermediate category may help some own-account workers, it is not clear 

that a third category necessarily makes the classification issue any easier (De Stefano, 

2016[31]). There is also a risk that some employees may lose their rights and protections 

by having their status downgraded into the third category. This happened to some 

employees in Italy who were shifted into the intermediate “semi-subordinate” category 

(Liebman, 2006[32]; Muehlberger, 2007[33]). To some extent, such downgrading could be 

prevented by tightening the criteria to be classified as an intermediate worker, but then 

there is a risk that these become too burdensome and time-consuming so that few workers 

end up being classified as such. This is the problem in Spain, where strict requirements to 

be classified as TRADE have resulted in few workers being classified as such. Finally, in 

the case of platform workers, the issue is complicated by the tripartite nature of the 

employment relationship which makes it unclear who the employer would be (if, indeed, 

there is an employer at all).  

Even where existing legislation is adequate and workers/firms are well-informed, it might 

be difficult and costly for workers to challenge their employment status. Governments 

may then wish to make it easier/less costly for employment status to be challenged, for 

example by placing the burden of proof on the employer (rather than the employee), 

reducing court fees, reducing the risks to workers, and/or protecting workers against 
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potential retaliation. While in most countries, it is up to the worker to challenge their 

employment status, in some countries the labour authority has some power to enforce 

compliance with labour laws – although this is usually limited and does not include the 

possibility of ordering a civil remedy or taking a claim to court without the consent of the 

aggrieved worker(s). In Australia, Chile, Poland, Spain and the United States, however, 

the labour authority can seek for a civil remedy on behalf of the aggrieved workers even 

in the absence of consent, particularly in cases where an important public interest is 

concerned. In Sweden, trade unions can take employers to court on behalf of the worker 

(Williams and Lapeyre, 2017[29]). Some platforms have tried to get workers to sign 

arbitration agreements under which they waive away the right to sue in court. In the 

United States, the National Labor Relations Board has ruled that such waivers violate 

labour law (Waas et al., 2017[30]).  

In addition, governments may wish to strengthen the penalties for firms not complying 

with legislation. Indeed, where consequences of abuse are minimal, firms may have little 

incentive to correctly classify workers. Policy options include: requalification of the 

employment relationship; imposing retroactive payment of taxes and social security 

contributions; imposing greater penalties if firms continue to breach the law in repeated 

comparable cases; and extending the application of tribunal judgments beyond the 

plaintiffs and to the entire workforce in a similar situation. Such actions might be 

combined with efforts to strengthen the labour inspectorate’s capacity to monitor and 

detect breaches, e.g. increased responsibilities and resources, innovative methods to 

inspect those working from home/on platforms, etc. 

Regulating platform work 

Another policy response is to attempt to regulate the use of new forms of work (in the 

same way as temporary work agency work and temporary contracts have been regulated 

in the past), which could restrict or even prohibit their use. Regulating platform work 

from a labour perspective is tricky since many workers may be genuinely self-employed 

and therefore do not have an employment contract. Most platform workers nonetheless 

sign terms of use with the platform and those could be the subject of regulatory 

intervention. For example, countries may want to ban arbitration agreements under which 

workers waive rights to litigation, or non-compete clauses which prohibit the individual 

from working for other platforms. But regulatory interventions are likely to have to come 

primarily from outside the labour domain, including in the fields of commercial, 

competition and tax policy, or even specific sectoral regulation (e.g. transport or 

accommodation). In some countries, decisions have been taken to ban certain platforms 

outright – often based on arguments of unfair competition. For example, the 

transportation network company Uber has been banned from (or has voluntary pulled out 

of due to legal restrictions) the following jurisdictions: Alaska, Oregon (except Portland) 

in the United States, Vancouver in Canada, Bulgaria, Denmark, Greece, Hungary, Italy, 

Germany, the Northern Territory in Australia, Japan, and Taiwan.
5
 But such decisions 

should not be taken lightly, and the various trade-offs should be carefully considered. The 

example of temporary work agency (TWA) work in the past can be helpful, which was 

initially banned in many countries but which, with the development of appropriate 

regulation, provided numerous good job opportunities for individuals.  

Improving working conditions 

In order to improve working conditions among those in new forms of work, governments 

should first of all ensure that workers and employers are aware of their respective rights 
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and responsibilities. For example, in Austria, many workers for the courier firm Foodora 

were unclear about the terms and conditions of their contracts (Johnston and Land-

Kazlauskas, 2018[34]). Governments can run public information campaigns and/or require 

firms to provide workers with written statements on their employment status and the 

associated rights and protections. For example, in the United Kingdom, the government’s 

response to the Taylor Review (“Good Work”) (HM Government, 2018[35]) includes plans 

to ensure that all workers receive information from day one on their working relationship, 

and what rights they are entitled to.  

Governments might also consider how various rights, benefits and protections could be 

extended to those in new forms of work. In many cases, labour laws, policies and 

institutions have been designed with the standard, open-ended full-time employee in 

mind. Extending these to, say, the self-employed is not always straightforward, and so 

one solution proposed has been to introduce an intermediate or third worker category 

which would provide access to some of these rights and protections (generally those that 

can easily be extended), but not others (those that are more difficult to extend). However, 

a better alternative might be to revisit each major labour law and policy individually 

(even those which, at first, seem more difficult to extend to non-standard workers) and 

carefully assess how it might be tailored to broaden coverage, where appropriate 

(Kennedy, 2016[36]). For example:  

 Pay. For employees in standard employment arrangements, a legally-binding 

minimum wage can help to prevent exploitation and address in-work poverty. 

However, minimum wages typically do not cover independent workers, who are 

considered “businesses” and are often paid per task that they complete rather than 

remunerated by the hour. Yet many of these workers are price takers (i.e. are in a 

poor bargaining position) and earn very low wages. One possible option for 

addressing low pay among such workers would be to extend minimum wage 

legislation by requiring employers or clients to pay the equivalent of the 

minimum wage to individuals working on a piece rate basis. Other options 

include exemptions from competition law
6
 to give independent workers collective 

bargaining rights (see below) or the extension/adaptation of homework legislation 

(which, in many countries, regulates pay) to the gig economy. In the Netherlands, 

the government announced that all self-employed with hourly earnings under a 

certain threshold (most likely around EUR 15-18) would automatically be 

re-classified as employees (unless they work for an employer for a short time and 

do not perform the employer/firm’s core activities).  

 Working time. Traditional concerns around working time have centered around 

the issue of excessive working hours. This is why labour legislation usually 

contains rules limiting working hours and requiring periods for rest and 

recuperation, including weekly rest and paid annual leave. Such legislation will 

not apply to the self-employed, who are their own boss. But, in cases, of 

dependent self-employment, there may be a need for governments to intervene. 

For instance, many own-account workers in the platform economy have limited 

ability to choose their hours of work (Lehdonvirta, 2018[37]). Fierce competition 

between workers on certain platforms means that they often need to remain 

on-call if they do not want to lose out when new gigs are advertised. While some 

platforms have introduced their own limits (e.g. CloudFactory sets upper and 

lower limits on the amount of work each worker can complete in a week) and 

workers have adopted their own, informal practices (Lehdonvirta, 2018[37]), 

governments may wish to consider how working time legislation (including rights 
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to annual leave) could be extended to such workers (see Box 12.1 for a related 

discussion on variable-hours and on-call contracts).  

Box 12.1. Variable-hours and on-call contracts 

While the focus of this chapter is on self-employed workers, several countries have faced 

challenges with so-called “variable-hours” or “on-call” contracts. These can be either 

permanent or fixed-term employment arrangements, but are characterised by the fact that 

working hours are neither predictable nor guaranteed. The employer and employee may 

agree a minimum number of guaranteed hours, and in some countries, there may be no 

guaranteed hours at all (so-called “zero-hour” contracts). 

In recent years, there have been a number of reforms aimed at tempering the 

consequences of unpredictability in working hours on workers’ overall earnings, earnings 

volatility, and their ability to plan ahead. This has particularly been the case for so-called 

“zero-hour” contracts. Reforms undertaken include: restricting the use of such contracts 

to situations where employers truly have a variable need for labour (Finland); requiring 

employers to provide information (such as the minimum number of hours) upfront or in 

the employment contract (Finland, Ireland and Norway); requiring advance notice of 

work schedules (Finland, Ireland, Netherlands, Norway and Oregon in the United States) 

or adjusting the contracted hours to reflect hours actually worked (Ireland); giving 

employees the right to request a more predictable contract after a certain period of time 

(UK, Australia); compensation in case workers are called in but sent home again without 

work (Ireland) or in case they are expected to remain available outside guaranteed hours 

(New Zealand); and introducing provisions for sick pay and for compensation in cases of 

termination of employment (Finland). In addition, in the United Kingdom, there was a 

recent public consultation on introducing a higher minimum wage for such types of 

contracts to discourage their (over-)use.  

To a large extent, the concerns around variable-hours/on-call contracts derive from 

asymmetries in bargaining power between workers and employers. That is why some 

measures aim to strengthen the bargaining power of workers like, for example, the 

banning of exclusivity clauses (i.e. contract clauses which forbid workers from working 

for other employers – the United Kingdom and the Netherlands) or removal of obligations 

on the employee to accept work where the employer does not offer guaranteed hours 

(e.g. in New Zealand where firms must offer compensation for such availability). 

However, in some cases, countries have undermined the bargaining position of workers – 

for example, by expecting the unemployed to take up variable- (or zero-) hour contacts 

through activation measures. 

 Occupational Safety and Health. Many new forms of work transfer 

responsibilities for occupational health and safety from the employer to individual 

workers, who often lack the training or resources to take appropriate measures to 

ensure that working conditions and the working environment are safe. Sometimes, 

strong competition between workers may result in corners being cut and 

unnecessary risks being taken while, at the same time, labour inspectorates are 

often not adequately prepared to deal with these new forms of employment (or 

may not even be able to intervene, since independent work is outside their remit). 

Regulations may therefore need to be adapted/clarified, and monitoring and 

control mechanisms strengthened and improved. 
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 Anti-discrimination. Because of its potential negative impact on inclusiveness, but 

also on productivity, countries have put in place measures to tackle discrimination 

on the basis of race, gender, religion, political opinion, socio-economic 

background, etc. The emergence of the platform economy has an ambiguous 

effect on the ability to protect workers from discrimination. To the extent that 

platforms promote anonymity they might help address discrimination. However, 

where such anonymity is not guaranteed, discrimination may be worse because of 

the lack of regulation and enforcement (see Edelman, Luca and Svirsky (2017[38]) 

for evidence of racial discrimination; Ajunma (2018) for age discrimination; 

Galperin and Greppi (2017[39]) for geographical discrimination; and Galperin, 

Cruces and Greppi (2017[40]) for evidence of gender discrimination). Moreover, 

while algorithms may offer the promise of removing human judgment from 

decisions, there is some evidence that, in fact, they may reinforce human 

prejudice and embed biases of their own Sweeney (2013[41]). This emerging 

evidence suggests that governments should think carefully about how 

non-discrimination laws might be extended to online platforms. At the very least, 

increased transparency on the part of labour platforms in terms of publishing data 

on outcomes for various groups would shed light on the extent of any problems.  

Improving working conditions in new forms of work will also require proper 

enforcement, which will oftentimes mean strengthening the labour inspectorate’s capacity 

to monitor working conditions and ensure compliance in new forms of work 

(e.g. increased responsibilities and resources, innovative methods to inspect those 

working from home/on platforms) as well as making it easier for workers to take legal 

action over working conditions (e.g. reducing court costs, protecting workers against 

retaliation; greater penalties if firms continue to breach the law in repeated, comparable 

cases; permitting class-action lawsuits). 

Strengthening social protection 

Self-employed workers frequently have reduced access to social protection. There are two 

aspects to this. First, there is an issue of statutory access – i.e. they are formally excluded 

from certain aspects of social protection. However, even where the self-employed have 

statutory access, their effective protection may be reduced because they have difficulty in 

meeting eligibility criteria or contribution thresholds (effective access).  

The challenges  

In most countries, a sizeable part of the social protection system was designed with 

full-time, permanent, dependent employees in mind. While in some countries this may 

partly reflect a time when there was less diversity in employment arrangements, a key 

reason for a lack of coverage is that there are significant difficulties in covering certain 

types of non-standard workers. In particular, there are significant gaps when it comes to 

the self-employed (Spasova et al., 2017[42]). The gaps are particularly acute when it comes 

to unemployment benefits and protection against accidents at work and occupational 

injuries. A key reason for this is that there are significant moral hazard problems in 

providing social protection (and unemployment benefits in particular) to the 

self-employed. The self-employed do not meet several conditions that typically limit 

moral hazard in relation to unemployment benefits: fluctuations in demand for their 

services are hard to distinguish from voluntary idleness, as there is no employer to 

confirm a layoff; and job search efforts are even more difficult to monitor than for 

dependent employees. As a result, where they are covered by unemployment insurance, 
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they often face more stringent conditions. In Sweden, self-employed workers have to 

close down their business before claiming benefits. In Austria, self-employed workers 

have six months to decide whether to opt into voluntary unemployment insurance upon 

starting their business – this decision is binding for eight years. In Belgium, only 

self-employed workers whose company went bankrupt, or who had such a low income 

from self-employment that either their social security contributions were waived or they 

did not reach a minimum earnings threshold (around EUR 13 000) for two years are 

entitled to benefits.  

Even when the self-employed have statutory access to social protection, they may not in 

practice meet relevant eligibility requirements. While it is difficult to estimate with 

precision the number of individuals who do not meet these requirements, it is possible to 

identify those at risk of not qualifying because of their job or employment type. Such 

analysis indicates that, across the EU on average, 54.5%, 37.8% and 46.1% of the 

self-employed risk not being eligible for unemployment, sickness and maternity benefits, 

respectively (Matsaganis et al., 2016[43]). Even these figures appear relatively low, 

however. Indeed, recent OECD evidence suggests that fewer than one-in-three jobseekers 

receive unemployment benefits, on average across countries (OECD, 2018[44]). While 

relatively little is known about the extent to which platform workers are covered by social 

protection, the indications from the emerging research is that there are significant 

protection gaps in this sector (Forde et al., 2017[11]). The lack of social protection for non-

standard workers is not just a concern for the workers themselves: a move towards more 

non-standard employment also risks eroding the contribution base of social protection 

systems and may have a negative impact on the government budget.  

Improving social protection for the self-employed 

The specific course of action to improve social protection for all workers, including the 

self-employed, will vary from country to country, depending on national specificities 

(including societal preferences), cost/benefit calculations, and options for financing. For 

instance, coverage gaps are not new and providing the exact same degree of social 

protection to everybody, independently of work status, may not be possible or even 

desirable.  

In some cases, countries may be able to extend statutory access to existing social 

protection schemes to the self-employed. For example, in Norway, benefits for carers of 

dependent persons were extended in 2015 to also cover self-employed individuals. In 

Austria, the “new” self-employed (e.g. lecturers, artists, scientists, journalists, writers, etc. 

who perform work on the basis of a contract for services) have been covered by social 

protection (health, pensions and accidents) since the 1990s. Indeed, Austria is one of the 

countries with the most complete social protection coverage for self-employed workers. 

In France, platforms have been expected to cover workplace accident contributions since 

the start of 2018.  

In cases where self-employed workers already have statutory access but coverage is low, 

effective access could be improved through parametric changes such as, for example, 

adjusting rules and thresholds of existing schemes/programmes 

(e.g. earnings/hours/minimum contribution thresholds; allowing for interrupted 

contributions periods) and changing how self-employed earnings are assessed 

(e.g. consider annual, not monthly earnings; flat contributions; etc.)
7
 For example, during 

the recent economic and financial crisis, Portugal relaxed the contribution requirements 

for gaining access to regular unemployment insurance. More specifically, the necessary 
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contributory history was lowered from 450 to 360 days over the past 24 months. The 

evidence suggests that, despite a significant increase in unemployment between 2011 and 

2013, the coverage rate of unemployment benefits held up well (OECD, 2017[45]).  

Where the challenges specific to self-employment are too great to extend existing social 

protection schemes, countries may wish to introduce specially designed schemes. For 

example, the German artists’ insurance is a special scheme that offers artists and writers 

health, pensions and long-term care insurance (but not for unemployment). Membership 

is mandatory (although low-earning artists and those with high incomes or private 

insurance can be exempt). Qualifying writers and artists only pay employee social 

security contributions that make up half of the scheme’s total budget; institutions that rely 

on the services of artists and writers (e.g. publishers, theatres, libraries or private 

companies), contribute proportionally to their use of artists’ and writers’ services, 

covering 30% of the overall cost. The remaining 20% is covered by a public subsidy, 

justified by private households’ consumption of art and writing.
8
 Such special schemes 

frequently target artists, but also farmers – e.g. the Farmers’ Pension Insurance in Finland 

(also available to artists); the farmers’ pension fund in Germany; and similar schemes 

exist in Greece and Poland.
9
  

A closely related policy response (already discussed in one of the previous sections) is the 

creation of a third/intermediate worker category. Often, these categories are created to 

improve access to social protection – either to existing schemes (e.g. the extension of 

unemployment benefits to the self-employed in Portugal in 2012 – albeit with a different 

financing set-up) or to entirely new schemes (e.g. in Italy, a specific new scheme was 

introduced in 2015 (Bill no. 22) for ‘dependent self-employed’ persons working on 

co.co.pro. contracts, called DIS-COLL).  

Given that some of the key challenges in covering self-employed workers relate to the 

payment of social security contributions, one option open to countries would be to 

increase reliance on universal benefits financed through general taxation (see also 

Chapter 8. This would extend coverage to all non-standard workers and dispose of the 

necessity to track entitlements across jobs and over the lifecycle. Some benefits – such as 

health insurance and maternity or parental leave – are already universal in a number of 

OECD countries. In some countries, like Australia and New Zealand, income replacement 

benefits are tax-financed (and means-tested) – although payments in such systems tend to 

be lower than in insurance-based ones.  

Financing social protection through general taxation may weaken the link between what 

is paid and expected benefits (which could, in turn, encourage more tax evasion and/or 

reduce public support, making it more difficult to raise benefit levels). Therefore, moving 

away from social security contributions might be easiest in cases where the link between 

contributions and benefits is already weak. In France, for example, social charges are 

levied on personal capital income and there has been talk of introducing a “social” 

value-added tax (VAT) – (i.e. a VAT rate increase to finance the social security system). 

Moving to a social protection system financed more through general taxation would also 

have some other benefits (see Chapter 8 for a fuller discussion). 

At the extreme, existing social protection could be replaced with a universal, 

unconditional public transfer (i.e. basic income). This would have the advantages of being 

simple and of leaving no one behind. But, as OECD work has demonstrated, an 

unconditional payment to everyone at meaningful but fiscally realistic levels would 

require tax rises as well as reductions in existing benefits, and would often not be an 

effective tool for reducing income poverty (OECD, 2017[46]). In addition, some 
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disadvantaged groups would lose out when existing benefits are replaced by a basic 

income and the impact on work incentives is ambiguous. Currently, a number of countries 

are piloting different forms of a basic income (e.g. Canada, Finland, the Netherlands, 

Italy and Scotland). None of them are entirely universal or unconditional, but these 

experiments should be watched closely for their evaluation results.  

Another option which countries may wish to consider is to enhance the portability of 

benefits so that entitlements are not lost when individuals move across social security 

systems or change employment status. One way of operationalising this would be to tie 

entitlements to individuals rather than to jobs. Such rights would be recorded in an 

individual account which could accommodate contract work and short-time, contingent 

employment and collect the entitlements of multiple job holders in one place. In Latvia, 

the social insurance system is fully individualised, as each person’s contributions are 

registered on a separate account. In the United States, there are multiemployer plans in 

certain sectors (which tend to be the outcome of collective bargaining agreements and 

typically only apply if workers stay within the sector) and, for independent contractors 

and freelancers there are multiple employer welfare arrangements (MEWA) (Katz and 

Krueger, 2016[1]; Hill, 2015[47]). Such portability does not have to imply a move away 

from risk-sharing. Indeed, one can maintain a system which remains collective and allows 

for redistribution while just changing the way in which it is administered. In Belgium, 

self-employed workers who used to be employees keep their accumulated rights to 

unemployment benefits for a period of eight years.  

The emergence of new forms of work and the platform economy in particular also calls 

for reforms in the administration of benefits. In particular, there are new challenges in 

monitoring work activity with platforms making it easier for individuals to combine the 

receipt of benefits with informal work in the platform economy.  

Seeking fair taxation of self-employed income 

As discussed above, differences in tax treatment between various employment forms can 

introduce incentives for individuals and/or employers to prefer certain forms of 

employment over others. For example, some countries offer tax credits against personal 

income tax to unincorporated self-employed workers (which are not available to standard 

employees); social security contribution liabilities may vary by employment form, for 

both individuals and firms; and some countries offer tax credits against corporate income 

tax to firms who employ workers of certain types. 

The concept of tax neutrality in this context posits that countries’ tax systems should not 

affect individuals’ or firms’ decisions with respect to employment form. However, 

because there are often also differences between employment forms in terms of access to 

social protection and employment regulation, tax neutrality may not necessarily be a 

desirable objective in and of itself. Instead, governments should seek to ensure that the 

package of benefits and protections which the self-employed are entitled to is 

commensurate with their tax and social security contributions so as to avoid choices of 

employment form purely based on differences in fiscal burdens. There are other reasons 

to question basic tax neutrality, such as the fact that the self-employed may take on 

greater entrepreneurial risk. In addition, effective tax incidence may vary by employment 

form. 

In recent years, many countries have undertaken steps to bring platform workers into the 

tax system, including: simplifying procedures and automatic tax declarations; the 

introduction of special tax rates, cost deductions or thresholds; agreements with platforms 
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to communicate the income of workers and/or withhold tax directly; better guidance 

and/or educational programmes/media campaigns to make platform workers aware of 

their tax obligations. For example, Uber in Estonia shares information on the financial 

transactions between customers and drivers so that the tax authorities can prefill drivers’ 

tax forms (BEIS, 2017[48]). In Belgium, the government introduced a special regime for 

platform workers in 2016: workers earning up to EUR 5 000 annually (indexed) through 

platform work could report “miscellaneous income” and pay a 10% income tax instead of 

33%.  

Strengthening labour relations and worker’s voice 

Workers in new forms of employment may face specific barriers to collective 

representation. For example, competition law prohibits self-employed contractors from 

unionising and negotiating collectively. In the platform economy, workers on the same 

platform might not necessarily have any contact with one another if they are working 

alone and separated by different geographies, or even languages and legal contexts. In 

addition, given the triangular nature of work in the platform economy 

(employer-client-worker) and the fact that most workers are classified as self-employed, 

makes it difficult to determine who the counterpart for social dialogue and collective 

bargaining would be.  

Yet labour relations can play an important role in improving working conditions for 

workers in non-standard forms of work. For example, temporary work agencies were 

initially perceived as disruptive as the platforms of today and were highly contested and 

even banned in a number of countries. However, through social dialogue, agencies found 

a way to be accepted and improve labour relations, as well as to co-define the regulation 

of the sector. Similarly, social partners are finding innovative ways of representing 

workers in new forms of work and strengthening their voice (Keune, 2013[49]) – and 

improvements in working conditions can be made even without formal union recognition 

and outside collective bargaining avenues (Johnston and Land-Kazlauskas, 2018[34]). For 

example, some unions have pursued legal strategies – like GMB, the union for 

professional drivers in the United Kingdom, which has challenged the employment status 

of drivers for ride-sharing apps; or the International Brotherhood of Teamsters in Seattle, 

which has pushed for new legislation which would extend collective bargaining rights to 

drivers for Transportation Network Companies. There have also been attempts at setting 

up:  

 New unions (e.g. the New York Taxi Worker Alliance) and unaffiliated guilds 

(e.g. the Independent Drivers Guild) 

 Special structures within existing unions (e.g. for the parasubordinati in Italy; for 

own-account workers (ZZP) in the Netherlands) 

 Platform cooperatives (the Union Taxi Cooperative in Denver) 

 Works councils (in Austria, Foodora app-based delivery workers have recently 

joined together to form a works council with the support of Vida, the Austrian 

union representing workers in the transport and services sector).  

New technologies can help organise workers’ voice, e.g. by enabling peer-to-peer 

exchange, sharing information, rating employers/clients, etc. (also sometimes referred to 

as “platform-based collective action”). For example, Turkopticon allows workers on 

Mechanical Turk to rate and review requesters; while Dynamo is a forum that helps them 

organise campaigns, but also to share information, collaborate and develop guidelines for 
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academic requesters in setting wages and task design. Another website, Coworker.org, 

provides mechanisms for workers to communicate about their concerns and organise 

campaigns to change employer practices.  

But there are limits to what can be achieved without union recognition and collective 

bargaining. This is why some governments are seeking to ensure the right to freedom of 

association and extend the right to collective bargaining where appropriate. In practice, 

this is not always straightforward because allowing the self-employed to collectively 

bargaining is against competition policy in most countries (Daskalova, 2017[50]). The 

general rationale behind such rules makes sense, as it is meant to protect consumers from 

price fixing and its negative consequences. However, in the case of certain categories of 

self-employed workers who are price takers, there may be an argument for improving 

their pay. There have been some interesting initiatives in this area:  

 Canada introduced a dependent contractor category for purposes of collective 

bargaining eligibility under provincial labour laws. This covers workers who are 

legally independent but economically dependent on a single employer.  

 In the United States, the Seattle City Council, following lobbying by the Teamster 

Union, unanimously approved an ordinance in 2015 which granted ride-hailing 

drivers the right to unionise and, therefore, bargain collectively.  

 In Ireland, in 2017, the Parliament adopted the Competition Amendment Act 

which introduces exemptions from competition law for certain self-employed 

workers – in particular freelance performers – allowing them to bargain 

collectively. The Act also allows for trade unions to ask for other categories of 

workers to be added to the exemption list, provided this would have no or 

minimal impact on competition in the category within which they work. It is 

unclear at this stage whether the Irish decision will be judged to be in breach of 

European Competition Law (O’Loughlin, 2017[51]). 

Promoting investments in skills  

Self-employment brings additional complications for skills policy since workers in such 

types of employment are less likely to receive training.  

Adjustments may be needed to existing training mechanisms to make them accessible to 

individuals regardless of their employment status. Countries should make sure that 

existing training schemes cover non-standard workers as well, including the 

self-employed. In France, for example, a recent decree stipulates that platforms which 

determine the characteristics of work and set remuneration will, under certain conditions, 

have to reimburse workers for fees paid to validate acquired experience (Donini et al., 

2017[52]). Provision of education and training might also be made more flexible such that 

adults can overcome time constraints and care responsibilities which act as barriers to 

participation. As pointed out by the Taylor Review in the United Kingdom (BEIS, 

2017[48]), work has become more flexible, but training and skills policies have struggled 

to keep pace with such increases in flexibility. In particular, countries may wish to 

facilitate shorter/different pathways to training (e.g. blended learning, distance provision, 

Massive Open Online Courses (MOOCs), Stackable/Modular and Micro-Credentials) – 

while being careful that these do not disadvantage low-skilled workers with poor digital 

skills (National Academies of Sciences, Engineering, 2017[53]). 

But addressing the challenge posed by self-employment might also require the 

development of new instruments for incentivising investments in training (such as 
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personal training accounts, or lifelong training rights) as well as mechanisms to allow the 

portability of training rights between employers. In France, for example, individual 

training accounts (Compte Personnel de Formation - CPF) cover all working age 

individuals, including the self-employed. Full-time workers CPFs are credited with 

EUR 500 per year up to a maximum of EUR 5 000 (EUR 800 and EUR 8 000, 

respectively, for the low-skilled.  

The platform economy offers the promise of new job opportunities – however 

governments should make sure that individuals have the digital skills required to find 

work via platforms. According to the Survey of Adult Skills, nearly half of adults in the 

OECD lack basic digital skills (OECD, 2013[54]). It is perhaps not surprising, therefore, 

that, on average platform workers are found to be higher-skilled than the average worker. 

Some governments are already taking steps to help individuals find work opportunities in 

the platform economy. The San Francisco Office of Economic and Workforce 

Development (OEWD) partnered with Samaschool to launch a pilot programme (Bridge 

to Employment) that provides support to aspiring gig economy workers. The goal is to 

help individuals take advantage of gig economy work opportunities to gain experience, 

develop skills, and earn additional income.  

Improving data collection 

One key challenge to developing evidence-based policy responses to the rise in 

non-standard forms of employment is that robust and up-to-date data on the number of 

workers and their characteristics are often lacking. For example, it is still not clear how 

many workers are active on platforms and dependent self-employment remains very 

difficult to identify in most existing data sources. Governments should therefore aim to 

improve the data available to policy-makers, including by: clarifying definitions 

(e.g. what does it mean to be a platform worker?); updating existing household and labour 

force surveys (e.g. by adding and/or adjusting questions); using administrative data 

sources (like tax and social security data) and linking them to survey data where possible; 

partnering with the private sector to obtain and analyse platform/employer data; and 

developing new data collection exercises (e.g. through special surveys or data crawling). 

Conclusion 

While the rise in self-employment and own-account work is by no means a universal 

trend across OECD countries, the issue of dependent self-employment and worker 

misclassification, as well as the protection and job quality of self-employed workers more 

generally, is receiving increased policy attention in many countries – and this has been 

partly driven by the emergence of the platform economy. The challenge for policy makers 

is to put in place policies and institutions which simultaneously promote entrepreneurship 

and flexibility, on the hand, and job quality and worker rights and protections, on the 

other. This chapter has reviewed some of the policy options open to countries to achieve 

this. It is important to repeat that achieving this goal is likely to require action on various 

fronts. For example, in ensuring adequate social protection for workers in non-standard 

forms of work, policy makers may need to consider the issues of worker classification 

and taxation, in addition to reviewing social protection systems. Solutions may therefore 

require a whole-of-government approach if they are to be successful.  
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Notes

 
1
 The Fair Labor Standards Act (FLSA) defines the term “employ” to include the words “suffer or 

permit to work”. Suffer or permit to work means that if an employer requires or allows individuals 

to work the latter will be considered employees. 

2
 Courts frequently use the “economic realities test” or a hybrid of the common-law control test 

(see below) and the economic realities test to determine independent contractor status. In addition 

to the degree of control the employer exercises, the latter takes into account the degree to which 

the workers are economically dependent on the business. 

3
 The ABC test is used in some states to determine whether a person is an employee or an 

independent contractor for the purpose of determining state unemployment tax. Some courts using 

this test look at whether a worker meets three separate criteria to be considered an independent 

contractor: i) is the worker free from the employer’s control and direction in carrying out the 

work?; ii) does the work take place outside the usual course of the business and off its site?; and 

iii) is the worker usually engaged in an independent trade, occupation, profession or business.  

4
 The common-law control test (or sometimes also called the 20-factor or right-to-control test) is 

used by the Inland Revenue Service to determine whether a worker is an employee for tax 

purposes. The test involves a great degree of subjectivity, and even with all the facts, it may still be 

difficult to say whether the services rendered were performed as an employee. Finding that a 

worker is an employee is a finding that the person was subject to control over when, where, and 

how (the means and methods) to perform the work. This finding does not mean the control is 

actually exercised—only that the employer has the right to exercise it. 

5
 https://en.wikipedia.org/wiki/Uber_protests_and_legal_actions.  

6
 Another option to explore is applying competition law to address monopsony power where this 

might exist. A growing body of research indicates that labour markets are frequently characterised 

by monopsonistic power, with potentially negative impacts on wages and employment (Azar, 

Marinescu and Steinbaum, 2017[59]; Marinescu and Rathelot, 2018[58]; Manning and Petrongolo, 

2017[57]; Benmelech, Bergman and Kim, 2018[60]). 

7
 The self-employed have fluctuating earnings. This is because they are paid at irregular intervals, 

because there are time-lags between work and payment, and/or because demand for their services 

is erratic (ISSA, 2012[54]). Paying regular contributions on a monthly basis might therefore be 

difficult for them.  

8
 Indeed, one key challenge with providing social protection to the self-employed is that many 

have very low earnings and cannot afford to pay both employee and employer social security 

contributions. The government could subsidise schemes for the self-employed, but this raises 

concerns about equal treatment and may create adverse incentives for both employers and 

employees. If jobs have to be heavily subsidised, it raises the question of whether there is a social 

benefit which justifies such a subsidy. Where they exist, such schemes are therefore often limited 

to occupations that are thought to create special value for the public, such as the arts.  

9
 In some countries, the self-employed have set up their own schemes. For example, in the 

Netherlands, some self-employed have created a “bread fund” (broodfonds) where they agree to 

provide each other with an income if they are unfit for work. There are now 170 of these bread 

funds in the Netherlands (Kremer, Went and Knottnerus, 2017[55]). 

  

https://en.wikipedia.org/wiki/Uber_protests_and_legal_actions
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Chapter 13.  Nurturing labour market resilience 

Labour market developments following the global financial crisis of 2008-09 differed 

starkly across countries. This partly reflects cross-country differences in the size and the 

nature of the underlying economic shocks. However, cross-country differences in labour 

market resilience, i.e. an economy's capacity to limit fluctuations in employment and to 

ensure a rapid rebound, also played a role. This chapter discusses how counter-cyclical 

macroeconomic policies, state-dependent employment and social policies as well as 

structural policies can strengthen labour market resilience. 

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.  
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Introduction 

The global financial crisis of 2008-09 and the slow pace of the subsequent recovery in 

many countries has highlighted the importance of labour market resilience, i.e. limiting 

fluctuations in employment and ensuring a quick rebound in the wake of economic 

shocks. Labour market resilience is crucial not only to limit short-term social costs but 

also to support labour market and economic performance in the medium to long term. In 

particular, resilient labour markets reduce the degree to which increases in cyclical 

unemployment translate into structural unemployment, lower labour force participation 

and lower wage growth. 

Labour market resilience in the wake of the Great Recession has differed widely across 

countries, which partly reflects differences in the size and the nature of the initial 

economic shock. In a number of countries, including Germany and Japan, employment 

losses were limited and short-lived, with employment back around pre-crisis levels within 

2-3 years. In some other countries, such as a number of Southern European countries, 

employment losses were large and more persistent. While some countries experienced 

only transitory declines in external demand, others were additionally hit by financial, 

sovereign debt and balance of payments crises. For instance, Germany and Japan only 

experienced deep but short-lived declines in exports, whereas a number of euro area 

countries, such as Greece, Italy and Spain, were additionally hit by banking crises, 

sovereign debt crises and sudden capital flow reversals. 

Yet cross-country differences in labour market resilience also reflect differences in 

macroeconomic policy as well as structural policy and institutional settings. The 

monetary and fiscal policy response to the initial economic shock differed widely across 

countries, contributing to cross-country differences in the size and the duration of output 

losses (OECD, 2010[1]). Even when accounting for cross-country differences in output 

losses, there were large cross-country differences in labour market outcomes. In some 

countries, the labour market adjusted to the fall in aggregate demand mainly through the 

employment margin whereas in others the number of hours worked or wages declined. To 

some extent, these differences in margins of adjustment reflect structural policy and 

institutions (OECD, 2017[2]). 

The remainder of the chapter is structured as follows. Section 13.1 documents labour 

market resilience across OECD countries and Section 13.2 discusses the role of public 

policies and institutions.  

13.1. Labour market resilience during and after the crisis of 2008-09 

Labour market resilience in this chapter is defined as the capacity of the labour market to 

limit persistent deviations in employment from pre-crisis trends in the aftermath of 

adverse output shocks (i.e. recessions).
1
 This definition encompasses the avoidance of 

excessive fluctuations in labour market outcomes as well as the swiftness of the rebound. 

There were large differences in output developments across OECD countries in the wake 

of the economic and financial crisis (Figure 13.1, Panel A). In countries with annualised 

output per capita losses of 12% or more, including Estonia, Greece and Latvia, 

cumulative losses over the period 2008-15 amount to at least a year of lost income. 

Several other countries either were little affected by the Great Recession (e.g. Israel) or 

partially made up for output losses relative to trend in the wake of the Great Recession 

through above-trend growth in later years (e.g. Germany). 
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Figure 13.1. Persistent deviations of output and unemployment from pre-crisis crisis trends 

2008-15 

 

Note: The total height of the bars in Panel A denotes the annualised deviation of output from the pre-crisis 

trend in potential output, with the part in grey denoting the deviation of potential output from the pre-crisis 

trend in potential output. The total height of the bars in Panel B denotes the deviation of the unemployment 

rate from the pre-crisis NAIRU, with the part in grey denoting the deviation of the NAIRU from the pre-crisis 

NAIRU. 

Source: OECD (2017[3]), "Labour market resilience: The role of structural and macroeconomic policies", 

in OECD Employment Outlook 2017, https://doi.org/10.1787/empl_outlook-2017-6-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881648 

Differences in output developments – which reflected differences in the nature and the 

size of the initial economic shock and differences in the macroeconomic policy response 

– accounted for around half of the differences in labour market resilience. Countries with 

large deviations of output per capita from pre-crisis trends such as Greece, Spain and 

Ireland, which were hit by major banking, sovereign debt and balance of payment crises, 

typically experienced large deviations of unemployment from the pre-crisis rate 

(Figure 13.1, Panel B). The opposite was true for countries with small deviations of 

output per capita from the pre-crisis trend, such as Germany and Japan that experienced 

transitory declines in external demand. However, differences in output developments 

cannot fully account for differences in labour market developments, suggesting that 

policies and institutions that affect the different margins of labour market adjustment also 

played a role (OECD, 2017[3]). 
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13.2. Policy lessons from the global crisis 

This section discusses the lessons from the global crisis for macro-economic policies, 

state-contingent employment and social policies and structural labour market policies.  

The role of macroeconomic policies 

By stabilising inflation and aggregate demand, monetary policy plays an important role in 

stabilising the labour market and preventing hysteresis in the wake of aggregate shocks. 

Monetary policy can be deployed immediately, with rapid effects on real interest rates 

and aggregate demand (Ramey, 2016[4]). Even when short-term interest rates cannot be 

reduced further during large economic downturns, monetary easing can be provided by 

unconventional measures that directly affect longer-term interest rates, such as 

quantitative easing and forward guidance. Risks to financial stability arising from the 

consequent increases in asset prices can be limited by financial regulation, including 

micro- and macro-prudential measures such as well-designed bank stress tests and 

adequate capital ratios. To further limit such risks, monetary support needs to be 

gradually scaled back as economic conditions normalise. 

The monetary policy response needs to be accompanied by counter-cyclical fiscal policy 

to be effective, especially in a context of persistently low inflation and low nominal 

interest rates (OECD, 2016[5]). Persistently low inflation over the past decade despite 

prolonged, very accommodative, monetary policy suggests that monetary policy cannot 

bear the burden of stabilisation alone. Fiscal policy can help to mitigate shocks via the 

so-called automatic stabilisers and through the use of discretionary measures. During the 

Great Recession, fiscal policy contributed significantly to labour market resilience. 

Recent analysis suggests that fiscal policy reduced the annualised deviation of 

unemployment from the pre-crisis NAIRU during the period 2008-15 from over 

4 to about 1 percentage point for the OECD as a whole (OECD, 2017[2]), although there 

were marked differences across countries (Figure 13.2). 

The automatic fiscal stabilisers need to be allowed to operate and could be strengthened 

in a number of countries by making expenditure on social and labour market 

programmes, such as unemployment insurance and active labour market programmes, 

more contingent on aggregate economic conditions (see below). During deep economic 

downturns, the automatic fiscal stabilisers can be complemented with timely and 

high-quality discretionary measures – preferably with a focus on measures such as public 

investment that both add to demand and raise the long-term growth potential of the 

economy. Lags in the implementation of such discretionary measures can to some extent 

be addressed by identifying projects well before the economic downturn so that a pool of 

rapidly implementable projects is available when it is most needed (OECD, 2015[6]). 

Fiscal policy is particularly effective during economic downturns and when initial levels 

of public debt are low (Auerbach and Gorodnichenko, 2012[7]; Auerbach and 

Gorodnichenko, 2013[8]; Ilzetzki, Mendoza and Végh, 2013[9]). Collective action across 

economies would bring additional gains (OECD, 2016[5]). At the same time, public debt 

needs to be kept at prudent levels during economic upturns to enhance the space available 

for fiscal support during downturns (OECD, 2010[1]). In this light, counter-cyclical fiscal 

rules that have sufficient flexibility to permit temporary fiscal support during large 

downturns but require building fiscal buffers during upturns are preferable to rules with a 

narrow focus on the headline fiscal balance or government debt. 
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Figure 13.2. Fiscal policy contributed to labour market resilience in most countries 

Annualised deviation of unemployment from the pre-crisis NAIRU, 2008-15 

 

Note: “Actual fiscal balance” refers to the annualised deviation of unemployment from the pre-crisis NAIRU 

as reported in Figure 13.1. “Constant fiscal balance” refers to the econometrically estimated deviation of 

unemployment from the pre-crisis NAIRU that would have obtained in the absence of any changes in the 

headline fiscal balance since the start of the economic and financial crisis.  

Source: OECD (2017[3]), “Labour market resilience: The role of structural and macroeconomic policies”, 

in OECD Employment Outlook 2017, https://doi.org/10.1787/empl_outlook-2017-6-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881667 

The role of state-dependent employment and social policies  

Employment and social policies are partly needs-driven and thus contain an element of 

state-dependency. A key question is to what extent it is desirable to further increase their 

responsiveness to changes in the business cycle, so as to both enhance their effectiveness 

during economic downturns and strengthen automatic fiscal stabilisation. This 

sub-section discusses the role of short-time work schemes for preserving jobs in times of 

crisis, the role of unemployment benefit schemes for consumption smoothing and 

supporting aggregate demand and the role of activation policies for helping people who 

lose their jobs return to work. 

Short-time work schemes preserve jobs in times of crisis, but can become an 

obstacle to structural change in good times 

An important lesson from the global crisis is the positive role of well-designed short-time 

work programmes in mitigating the unemployment costs of deep economic downturns. 

Short-time work (STW) programmes are public schemes that are intended to preserve 

jobs at firms temporarily experiencing low demand by encouraging work-sharing, while 

also providing income-support to workers whose hours are reduced due to a shortened 

workweek or temporary lay-offs. A crucial aspect of all STW schemes is that the contract 

of an employee with the firm is maintained during the period of STW or the suspension 

of work. The main purpose of STW schemes is to avoid “excessive” layoffs, that is, the 

permanent dismissal of workers during an economic downturn whose jobs would be 

viable in the longer-term. In an environment where firms are risk-neutral and they can 
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fully insure their employees, excessive layoffs are effectively ruled out (Burdett and 

Wright, 1989[10]). However, in an environment where firms are financially constrained, as 

during a credit crunch, a well-designed STW scheme may help to increase welfare (Braun 

and Brügemann, 2014[11]). Moreover, STW schemes may also help to improve equity by 

sharing the burden of adjustment more equally across the workforce (OECD, 2009[12]). 

Twenty-five OECD countries operated a STW programme during the global financial 

crisis, with considerable variation in their institutional design (Hijzen and Venn, 2011[13]). 

Institutional differences relate to the range of permissible hours reductions 

(“work-sharing requirements”), the conditions for employers and workers that must be 

met to participate (“eligibility requirements”), the actions firms and workers are expected 

to take during (or after) participation (“conditionality or behavioural requirements”) and 

the way the costs of short-time work are shared between governments, firms and workers 

(“generosity”). The challenge for policy makers is to design short-time work schemes that 

strike the right balance between ensuring adequate take-up and maintaining 

cost-effectiveness. The latter depends on the importance of deadweight effects, 

i.e. subsidies paid to preserve jobs that would have been retained anyway, and 

displacement effects, i.e. subsidies paid to preserve jobs that are unviable even in the 

long-run, slowing the process of reallocation.  

There is now considerable evidence that short-time work helped preserving jobs in the 

aftermath of the global financial crisis (Hijzen and Martin, 2013[14]; Hijzen and Venn, 

2011[13]; Cahuc and Carcillo, 2011[15]; Boeri and Bruecker, 2011[16]). The largest impact 

was observed in Germany, Italy and Japan (Figure 13.3). Results based on firm-level data 

typically yield more mixed results due to the difficulty of accounting for selection into 

short-time work programmes (Bellmann, Gerner and Upward, 2012[17]; Boeri and 

Bruecker, 2011[16]; Calavrezo, Duhautois and Walkowiak, 2010[18]). When a credible 

research design is available, firm-level studies confirm the positive role of short-time 

work on employment in the early phase of the crisis (Cahuc, Kramarz and Nevoux, 

2018[19]). Yet the continued use of STW during the recovery is also likely to have exerted 

a negative influence on the strength of the recovery by limiting job creation and output 

growth (Hijzen and Martin, 2013[14]; Cahuc, Kramarz and Nevoux, 2018[19]). Their use 

should therefore be cut back during good times to avoid that that they undermine the 

efficient reallocation of resources and thereby productivity growth.  
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Figure 13.3. Short-time work schemes preserved jobs during the Great Recession 

Number of jobs preserved during the crisis of 2008-09 

 

Source: Hijzen and Martin (2013[14]), “The role of short-time work schemes during the global financial crisis 

and early recovery: A cross-country analysis”, IZA Journal of Labor Policy, Vol. 2/1, p. 5, 

http://dx.doi.org/10.1186/2193-9004-2-5. 

StatLink 2 http://dx.doi.org/10.1787/888933881686 

To ensure that short-time work schemes can be deployed rapidly, it is desirable to design 

them when business conditions are normal. Short-time work schemes that were 

introduced from scratch in response to the 2008-09 recession typically had only limited 

take-up and therefore not much of an impact, while schemes that pre-dated the 2008-09 

crisis typically had higher levels of take-up (OECD, 2010[20]). This may reflect firms’ 

lack of familiarity with new schemes or simply the fact that that they became operational 

too late when the need for them had largely subsided. Evidence for France suggests that 

programme familiarity is indeed a very important determinant of take-up (Cahuc, 

Kramarz and Nevoux, 2018[19]). This highlights the importance of providing clear and 

easily accessible information on the modalities of their use.   

Another possibility may be to establish a dormant state-contingent scheme which can be 

triggered in times of crisis. Sweden, which did not have a public short-time work scheme 

during the crisis, adopted such a scheme in 2013. It can be triggered in the event of a deep 

economic crisis with the agreement of the government and the social partners and is 

strictly time-limited (Ibsen, 2013[21]). The advantage of this dormant scheme is that it can 

be scaled up more quickly than entirely new schemes. Moreover, the strong presence of 

the social partners in Swedish workplaces is likely to greatly facilitate its roll-out.
2 
 

The institutional design of short-time work schemes can also help ensure that such 

schemes are mainly used in times of crisis and phased out rapidly when the economy 

recovers. One option is to temporarily relax eligibility and conditionality conditions or 

increase the generosity of public subsidies during times of crisis, while tightening 

conditions and reducing generosity in good times. Most countries with a short-time work 

scheme in place before the crisis took measures to temporarily increase their 

attractiveness (OECD, 2009[12]). Other measures that can help to ensure that the use of 

short-time work is temporary are to limit the maximum duration for which short-time 

work subsidies are available and to target them at firms with temporary difficulties. More 

generally, firms should be required to share the cost of short-time work, which is the case 

in about half the countries with a short-time work scheme in place (Hijzen and Venn, 
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2011[13]), so that they only have incentives to participate if they genuinely want to 

preserve jobs and expect the situation to improve.. 

Income-support policies are crucial for alleviating financial hardship among job 

losers and supporting aggregate demand  

The crisis of 2008-09 served as a tough “stress test” for social safety nets in 

OECD countries. The recession drove unemployment rates sharply higher and 

particularly the number of long-term or very long-term unemployed. The increase in the 

share of unemployed workers experiencing long spells of one year or more has been most 

pronounced in a number of countries that were particularly hard hit by the crisis 

(e.g. Ireland, the United States and Spain). The rise in long-term unemployment raises the 

risk that an increasing share of unemployed people exhaust their benefit entitlements. 

Moreover, in countries with dual labour markets, job losses are likely to be concentrated 

on workers with flexible work arrangements (e.g. temporary contracts, temporary agency 

workers, own-account workers), who are less likely to be eligible to unemployment 

insurance benefits, either because they do not meet minimum contribution requirements 

or because they are formally excluded. Minimum contribution requirements may also be 

too high for unemployed youth and other recent labour market entrants without recent 

work experience.  

The effectiveness of social safety nets in supporting the incomes of the unemployed and 

in providing a stabilising response to the decline in aggregate demand therefore is likely 

to differ importantly across countries (Price, Dang and Botev, 2015[22]; OECD, 2010[20]). 

Countries with universal systems of means-tested benefits (e.g. Australia, New Zealand 

and the United Kingdom) in principle provide income support to all job-losers suffering 

from financial hardship, but can involve large falls in incomes and weak automatic 

stabilisers. Countries with comprehensive two-tier systems of unemployment insurance 

and social assistance (e.g. Denmark, Norway and Sweden) provide the most effective 

support for the unemployed and tend to have strong automatic stabilisers. However, 

generous income support systems also carry the risk of undermining work incentives if 

not properly embedded in an effective activation strategy based on a rigorous mutual 

obligations framework.  

To strengthen unemployment benefits’ impact on short-term stabilisation, while limiting 

their effects on work incentives, there may be a case for temporarily increasing generosity 

during downturns. Costs of unemployment insurance in terms of reduced work incentives 

and benefits in terms of consumption smoothing vary over the business cycle (see 

Chapter 9). During economic slumps, aggregate consumption can drop dramatically in the 

absence of sufficient benefits, while the behavioural costs of insurance is limited by the 

lack of job opportunities. Inversely, during economic booms, these behavioural costs can 

be large if generous benefits prevent too many people from accepting job offers 

(Schmieder, von Wachter and Bender, 2012[23]; Kroft and Notowidigdo, 2016[24]; Mitman 

and Rabinovich, 2015[25]).
3
  

Consistent with the argument for state-contingent unemployment insurance, the majority 

of OECD countries took additional measures in response to the 2008-09 crisis to 

strengthen social safety nets for the unemployed. These typically focused on addressing 

coverage gaps by temporarily relaxing eligibility rules or extending the maximum 

duration of unemployment benefits. A number of countries, including Canada, Chile and 

the United States, have (semi-) automatic rules that temporarily increase the maximum 

duration of unemployment benefits when the unemployment rate exceeds a threshold. In 
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order to facilitate a return to work, extensions in maximum duration of unemployment 

benefits should be accompanied with an intensification of activation measures, in 

particular where activation systems are currently underdeveloped. As discussed below, 

since scaling up activation systems temporarily is not straightforward, the risks in terms 

of more persistent unemployment in the case of large extensions needs to be weighed 

carefully. 

Unemployment benefits need to be combined with effective activation policies within a 

strictly enforced mutual obligations framework by which government support is 

conditional on benefit recipients’ active job search and/or participation in programmes 

that promote their job prospects (Chapter 9). While the number of job opportunities is 

depressed in times of crisis, it is important to maintain as much as possible the 

mutual-obligations approach. It is equally important that access to early retirement and 

disability benefits is not relaxed. Failing to maintain the integrity of the 

mutual-obligations approach or alleviating pressures on the labour market by moving 

unemployed people in disability and early retirement can have long-lasting effects on the 

effective supply of labour, with serious consequences for economic growth and the 

sustainability of public finances. For instance, looser job search requirements in 

unemployment insurance and relaxed health criteria for disability insurance have been 

found to have lowered effective retirement ages in the aftermath of past recessions 

(OECD, 2009[12]). 

To maintain effective re-employment and training support to all unemployed jobseekers , 

public employment services need to scale up their capacity significantly during deep 

recessions (OECD, 2009[12]). Increasing capacity requires additional financial resources. 

This would also help to strengthen the counter-cyclicality of fiscal policy. However, in 

practice financial resources on active labour market policies only respond modestly to 

changes in the number of clients (Box 13.1). A particularly effective way of increasing 

spending on activation during downturns would be to base such increases on pre-defined 

rules. In Australia, Denmark and Switzerland, for instance, spending on activation is 

adjusted according to the government's official unemployment forecasts (OECD, 

2009[12]). However, scaling up capacity is not just a matter of financial resources; it also 

requires recruiting additional staff and extending programme capacity. A key question is 

whether this can be done quickly enough and whether service quality can be maintained 

in the process. One possible way of alleviating capacity constraints may be to involve 

private providers in the delivery of re--employment and training services. However, the 

challenge of doing so effectively should not be underestimated, since it can take several 

years to fine-tune and requires rigorous performance management by the public 

authorities (OECD, 2005[26]). 
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Box 13.1. The modulation of active labour market policies over the business cycle  

Spending on active labour market programmes (ALMPs) responded only weakly to the 

rise in unemployment following the Great Recession (Figure 13.4). A 1% increase in 

the number of unemployed was associated with a 0.4% increase in active labour market 

spending. While this was almost twice as high as during previous crisis episodes, the 

less than proportional increase in spending still resulted in a sharp decline in resources 

per jobseeker. According to OECD (2012[27]), the value of resources per unemployed 

person declined by 20% between 2007 and 2010 on average across the OECD. A more 

significant increase is likely to be necessary to preserve the mutual-obligations ethos of 

activation regimes. This is particularly important in countries with relatively generous 

unemployment benefits and a strong emphasis on activation policies to maintain work 

incentives as well as in countries where the generosity of unemployment benefits is 

low, but has been temporarily extended in response to the increase in needs following 

the crisis.  

Figure 13.4. The responsiveness of spending on labour market programmes to changes in 

unemployment 

Elasticity of spending with respect to the number of unemployed, OECD average  

 

Source: OECD (2017[3]), “Labour market resilience: The role of structural and macroeconomic policies”, 

in OECD Employment Outlook 2017, https://doi.org/10.1787/empl_outlook-2017-6-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881705 

Linking budgets for spending on labour market programmes to labour market 

conditions raises a number of practical policy questions about implementation, 

including whether changes should be adopted on an ad hoc or automatic basis. 

Automatic rules may provide an effective instrument to make ALMP spending more 

responsive to the business cycle by allowing for a timelier, more predictable, and more 

transparent response. However, automatic rules also have their drawbacks. They 

involve an element of rigidity in the way policy responds to changing circumstances, 

since they are inherently informed by past events and could thus prove to be sub-
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optimal in new circumstances. An alternative could be semi-automatic mechanisms that 

trigger a policy adjustment under pre-specified conditions, but that allow for policy 

discretion in the design of the adjustment. A number of OECD countries already have 

automatic or quasi-automatic rules to make active labour market spending more 

responsive to labour market conditions, including Australia, Denmark and Switzerland. 

A particular difficulty is that it may be not be straightforward to translate funding 

increases into higher capacity in the short run.
1
 Countries with more generous benefits, 

and that rely more heavily on the mutual-obligations approach, probably have the 

strongest incentives in maintaining resources per unemployed approximately constant 

during periods of high cyclical unemployment. Moreover, these are more likely to be 

countries that have the necessary infrastructure in place to translate funding increases 

into increased capacity quickly, while maintaining service quality. The difficulty of 

scaling up the capacity for labour market programmes may explain why spending on 

hiring subsidies (“employment incentives”), which are easy to expand, increased more 

strongly than spending on other categories of active labour market spending.  

1 This may explain why the presence of automatic rules for active labour market spending did little to stem the 

decline in resources available per unemployed jobseeker during the crisis. 

During economic downturns, the focus of active labour market policies may need to shift 

from core job-search assistance to training. As labour demand declines, the caseload of 

public employment services counsellors increases while fewer job opportunities become 

available, which can make a focus on placing unemployed people in jobs less effective. 

Moreover, recessions reduce the opportunity cost of time spent in training (Lechner and 

Wunsch, 2009[28]) and often speed up structural change, thereby raising the need for 

workers to acquire new skills and change occupations. Therefore, during economic 

downturns, active labour market policies may need to focus on assigning workers to 

appropriate training schemes. These programmes should preferably be designed and 

evaluated well before the crisis hits in order to take medium- and long-term labour market 

needs into account. As a last resort, public employment schemes may provide a way of 

keeping hard-to-place job seekers connected to the labour market (Gregg and Layard, 

2009[29]) although the evidence suggests that such programmes are costly and have had 

little success in getting workers permanent jobs in the open labour market.  

There is also a case for supporting job creation by temporarily scaling up employment 

subsidies during economic downturns (OECD, 2010[20]). These can take the form of stock 

subsidies, such as reductions in social security contributions, or explicit subsidies to new 

hires (gross hiring subsidies) or only to new hires associated with net job creation (net 

hiring subsidies). Stock subsidies can help boost employment, but they are expensive and 

involve deadweight losses by subsidising jobs that would have existed without the 

subsidy. Gross hiring subsidies entail smaller deadweight losses and are thus more cost 

effective, but they risk being “gamed” by businesses that raise labour turnover rather than 

net hiring to pocket the subsidy. Recent empirical evidence from France and the 

United States suggests that temporary gross hiring subsidies can be a cost-effective way 

of supporting employment during recessions, but that effectiveness may rapidly decline 

during economic upturns as the subsidies may push up wages rather than employment 

(Cahuc, Carcillo and Le Barbanchon, 2018[30]; Neumark and Grijalva, 2017[31]). The most 

cost-effective way of subsidising employment during downturns are net hiring subsidies, 

the drawback being that such schemes are complex, and typically difficult to administer 

for governments as well as firms (contributing to low take-up).      
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The role of structural policies and institutions 

Structural policies can play an important role in shaping the way the labour market 

responds to economic downturns, including the way the cost of adjustment is shared 

between firms and workers as well as between different groups of workers. This 

sub-section focuses mainly on the role of collective bargaining and employment 

protection legislation, but also touches briefly on the role of several other structural 

policies and institutions.  

Collective bargaining can help adjusting to temporary shocks by facilitating 

working time reductions 

Well-designed collective bargaining systems can promote labour market resilience by 

facilitating adjustments in wages and working time. Working time adjustments have a 

much greater potential for shock absorption than wage adjustments, but are only effective 

in the context of temporary shocks.
4
  

Coordination between bargaining units (firms and/or industries) can promote good labour 

market outcomes by providing room for adjustment to changes in macro-economic 

conditions (OECD, 2017[2]). Countries with effective wage coordination include those 

with predominantly sector-level bargaining, notably the Nordic countries, Austria, 

Germany, the Netherlands and Switzerland as well as Japan. One way to achieve effective 

coordination is peak-level bargaining based on the presence of national confederations of 

unions and employers that provide guidance to bargaining parties at lower levels. Another 

possibility is pattern bargaining where a leading sector sets the targets – usually the 

manufacturing sector exposed to international trade – and others follow. A precondition 

for a well-functioning co-ordination of wage bargaining is to have strong and 

representative employer and employee organisations (OECD, 2018[32]). Wage 

co-ordination requires a high level of trust in and between the social partners, the 

availability of objective and shared information on the labour market situation, as well as 

well-functioning mediation bodies (Ibsen, 2016[33]).  

Another example of how countries with predominantly sector-level bargaining can 

enhance labour market resilience is by providing flexibility within the framework of 

sector-level agreements at the firm level to allow for adjustments in working time and 

wages under certain conditions, including through the use of opt-out clauses in the case of 

economic hardship. An example of such mechanisms is Germany, where sectoral wage 

agreements provide room for employer-initiated reductions in working time. These 

agreements typically specify a band around the standard working week, within which 

employers can vary working hours while maintaining hourly pay (OECD, 2010[20]). This 

is intended to provide employers with an improved ability to adapt to temporary 

variations in product demand while providing a high level of employment security. 

According to Bach et al. (2009[34]), such employer-initiated reductions in working time 

accounted for approximately 40% of the reduction in working time during the recession 

of 2008-09. Similar arrangements also played an important role in limiting job losses in 

Sweden (Ibsen, 2013[21]).  

To avoid excessive job losses and weak job recoveries employment protection 

rules need to be balanced across contract types 

An adequate level of employment protection provisions for regular workers can promote 

labour market resilience by preserving job matches that are at risk of being suppressed 
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but are viable in the medium term. However, excessively strict employment protection 

risks becoming counter-productive by increasing incentives for the use of temporary 

contracts in good times that are also easier to terminate in a downturn (Blanchard and 

Landier, 2002[35]; Boeri, 2011[36]; Cahuc, Charlot and Malherbet, 2016[37]). This can 

amplify job cuts in the wake of economic downturns and slow the creation of jobs 

associated with regular contracts in a recovery (OECD, 2012[27]; 2017[2]).
5
 

The challenge for public policy is to design employment protection that strikes the right 

balance between preserving viable job matches while avoiding labour market 

segmentation (Chapters 7 and 10). This could be achieved by avoiding excessively high 

levels of advance notice and ordinary severance pay for workers on regular contracts. 

Judicial uncertainty related to layoffs of workers on regular contracts could be reduced by 

defining unfair dismissals narrowly, focusing on false reasons, reasons unrelated to work, 

discrimination and prohibited grounds. At the same time, there may be room to tighten 

the regulations governing the use of temporary contracts while strengthening 

enforcement. 

Non-labour market structural policies 

Structural policies beyond the labour market can support labour market resilience by 

limiting output fluctuations, thereby reducing the burden on macroeconomic policies 

(OECD, 2017[38]). A sound legal and judicial infrastructure based on high-quality 

institutions enhances both growth and resilience, including by promoting the 

diversification of funding sources away from the banking sector and towards capital 

markets. By contrast, financial market liberalisation and capital openness tend to raise 

growth but also tend increases the risk of banking and currency crises, which may to 

some extent be mitigated by effective and coordinated prudential financial policies. 

Conclusion 

This chapter has highlighted that labour market resilience plays a key role in limiting the 

social costs of economic downturns and the extent to which cyclical changes in 

employment adversely affect labour market and economic performance in the medium to 

long term. It has emphasised that counter-cyclical monetary and fiscal policies can be 

highly effective in cushioning the impact of adverse economic shocks on labour market 

outcomes, but that a forceful policy response during downturns requires building up fiscal 

buffers during upturns. A number of structural policies and institutions can help 

containing fluctuations in employment and promoting a rapid rebound. Adequate social 

benefits do not only support people who lose their jobs during downturns, but also 

contribute to stabilising aggregate demand. Active labour market policies can promote a 

rapid return to work as economic conditions normalise, while short-time work schemes 

can prevent people from losing their jobs in the first place by promoting adjustments in 

hours worked rather than employment. A level of employment protection for regular 

workers that limits labour market segmentation can limit large employment losses for 

non-regular workers during downturns and can promote the creation of regular jobs 

during the recovery. 

If well designed, policies and institutions that enhance labour market resilience are also 

conducive to good structural labour market outcomes. As a matter of fact, countries with 

highly resilient labour markets typically also performed well in terms of low average 

pre-crisis unemployment rates (OECD, 2012[27]). Vigorous counter-cyclical 

macroeconomic policies can help countries prevent becoming stuck in low-growth traps 
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characterised by weak investment, high unemployment, as well as low wage and 

productivity growth (OECD, 2016[5]). Unemployment benefits with broad coverage that 

provide workers with sufficient financial resources and time to look for a job that matches 

their skills do not necessarily reduce work incentives, especially during periods of 

depressed aggregate demand. If combined with adequate activation measures in a strictly 

enforced mutual obligations framework, such benefits can even contribute to more 

productive job matches. Well-designed short-term work schemes can prevent productive 

job matches from being dissolved, thereby preserving workers' skills and labour 

productivity in the medium term. Similarly, a level of employment protection for regular 

workers that prevents labour market segmentation can promote labour productivity, 

including by strengthening incentives to invest in workers' skills (Bassanini, Nunziata and 

Venn, 2009[39]).  

Notes

 
1
 The analysis does not distinguish between the sources of output fluctuations (e.g. demand, supply 

or financial shocks). 

2
 Apart from being familiar with the modalities of the public short-time work schemes, the social 

partners also have gained useful experience during the crisis with the use of private short-time 

work arrangements that do not rely on public subsidies (Ibsen, 2013[21]). These private 

arrangements are made possible through the use of hard-ship clauses in sectoral collective 

agreements. 

3
 This argument does also imply that the aggregate elasticity of benefit extensions on 

unemployment is smaller than its elasticity for individuals due to the competition for jobs between 

job seekers (Landais, 2015[41]; Landais, Michaillat and Saez, 2018[43]). However, whether this is 

the case has been the subject of some controversy in the literature (Hagedorn, Manovskii and 

Mitman, 2015[42]). 

4
 By contrast, permanent shocks typically require that aggregate wages adjust in line with 

aggregate productivity. 

5
 Similarly, Sutherland and Hoeller (2013[40]) show that strict employment protection provisions 

for regular workers are associated with higher persistence of recessions and lower productivity 

growth, which partly reflects adverse effects on resource reallocation and skill matching. 
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Chapter 14.  Promoting adaptable labour markets   

Sustaining good labour market performance in a context of rapid technological progress, 

deepening globalisation and demographic change requires policies that make labour 

markets more adaptable. Such policies include: i) framework conditions that promote the 

efficient reallocation of workers across jobs, firms, industries and regions; ii) adult 

learning systems that are responsive to changes in labour market needs, provide strong 

incentives for learning and link training rights to workers rather than jobs; and 

iii) effective employment and social policies to help displaced workers regain suitable 

jobs quickly. 

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law. 
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Introduction 

Globalisation, technological progress and demographic change are having a profound 

impact on labour markets. New jobs are being created in expanding businesses, industries 

and regions and being destroyed in declining ones, with the nature of many jobs rapidly 

changing as well. Labour markets will need to become more adaptable to ensure that 

productivity gains are passed on to workers, while mitigating the risks of higher structural 

unemployment, lower job quality, skills mismatches and rising inequalities. 

Adaptability requires policies that promote the efficient redeployment of workers from 

low-performing to higher-performing businesses and industries and regions – while also 

helping workers to take full advantage of new opportunities. These include product 

market policies that do not unduly constrain the entry and orderly exit of firms, as well as 

labour market and housing policies that promote the mobility of workers across 

businesses and regions. Such reallocation-friendly policies need to be accompanied by 

policies that allow workers to acquire the skills to succeed in tomorrow’s labour markets 

and policies to (re)develop declining regions. 

But the efficient redeployment of workers and the provision of labour market-relevant 

skills cannot, on their own, prevent rapid economic change from causing significant 

hardship to some workers. Supporting displaced workers will require targeted policies 

that help them get back to work quickly and limit the extent to which adversely-affected 

regions fall behind. Early intervention measures related to job-search assistance and 

re-training are key to avoid that displaced workers become trapped in long-term 

unemployment and benefit exhaustion. Moreover, specific policies are needed to support 

workers in declining regions. This requires maintaining high-quality local public services 

in lagging regions, but it may in some cases additionally require targeted interventions in 

the areas of activation and skills policies. 

The remainder of this chapter is structured as follows. Section 14.1 discusses the role of 

product, labour and housing market policies in promoting the efficient reallocation of 

workers across jobs, firms, industries and regions in the face of structural economic 

change. Section 14.2 highlights the need for responsive, effective and worker-centred 

adult learning systems that enable workers deal with rapidly changing skill needs. 

Section 14.3 examines how policies targeted at displaced workers and lagging regions can 

support the most vulnerable workers to adapt to structural change.. 

14.1. Promoting the reallocation of workers across jobs, firms and regions 

Adapting to rapid economic and technological change triggered by digitalisation, 

globalisation and demographic change puts a premium on the reallocation of workers and 

firms to growing sectors and regions. 

Keeping entry barriers low to favour the emergence of innovative firms 

Business dynamism is a key driver of job creation and productivity growth. Young firms 

account for an important share of job creation across OECD economies and 

disproportionately contribute to productivity growth since they tend to be more 

innovative and productive than existing firms (Foster, Haltiwanger and Syverson, 2008[1]; 

Criscuolo, Gal and Menon, 2014[2]; Haltiwanger, Jarmin and Miranda, 2013[3]) 

(Figure 14.1). For example, young firms tend to have a competitive advantage in radical 

innovation, whereas large incumbent firms tend to focus more on incremental innovation 
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since adopting radical organisational changes and taking large risks is often more difficult 

for them. In addition, the entry of young firms generally strengthens competition, which 

can stimulate the productivity growth of existing firms. Overall, multi-factor productivity 

(MFP) growth over the 2000s was weaker in sectors that recorded larger declines in the 

share of young firms (Adalet McGowan et al., 2015[4]).  

Figure 14.1. Young firms account for an important share of job creation 

 

Source: Criscuolo et al. (2014[2]), “The Dynamics of Employment Growth: New Evidence from 18 

Countries”, OECD Science, Technology and Industry Policy Papers, No. 14, 

http://dx.doi.org/10.1787/5jz417hj6hg6-en.  

StatLink 2 http://dx.doi.org/10.1787/888933881724 

A source of concern is that business dynamism has tended to decline in a number of 

OECD countries over the past decades (Calvino, Criscuolo and Menon, 2015[5]). The 

causes of this decline are not fully understood yet. It may relate to global technological 

and economic trends, such as the rise in information and communication technologies 

(ICT) and the increasing market power of the largest firms in some industries and 

countries. It is also likely to reflect policy-induced rigidities that complicate the entry and 

growth of new firms.
1
 

A range of product market policies can promote the emergence of young innovative firms 

and the reallocation of resources to high-productivity firms. The evidence suggests that 

flexible product markets – as measured by the OECD product market regulation 

indicators – are associated with higher productivity growth and a more efficient 

reallocation of resources towards high-productivity firms (Arnold, Nicoletti and 

Scarpetta, 2011[6]). This may reflect lower barriers to the creation and growth of new 

firms related to lower administrative burdens on start-ups, less burdensome 

sector-specific regulations (e.g. in retail) or less demanding licensing requirements. 

Moreover, competition-friendly product market regulation may promote the diffusion of 

innovation in the economy (Andrews, Criscuolo and Gal, 2016[7]) and the adoption of 

digital technologies (Andrews, Nicoletti and Timiliotis, 2018[8]). 
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The evidence further suggests that strict employment protection rules and financial 

constraints may limit reallocation to the most productive businesses (Chapter 7). In 

particular, strict employment protection rules have been found to be negatively associated 

with the propensity of high-productivity firms to be larger than less-productive ones 

(Andrews and Cingano, 2014[9]; Haltiwanger, Scarpetta and Schweiger, 2014[10]). Since 

intangible capital is more difficult to collateralise than physical capital, young and 

innovative firms may have difficulties to access financing (Demmou, Stefanescu and 

Arquie, 2018[11]; Brassell and Boschmans, 2018[12]). Policies can address such financing 

constraints by encouraging equity-financing (which in many countries remains less 

favourable for tax purposes than debt financing), stimulating the development of venture 

capital markets and standing ready to provide public financing or co-financing to young 

innovative firms in case of market failures. 

Ensuring the smooth exit of inefficient firms  

Apart from promoting the entry and post-entry growth of innovative businesses, policies 

could strengthen reallocation by ensuring the smooth exit of inefficient ones. Otherwise, 

capital and labour may become trapped in low-productivity businesses, thereby limiting 

growth of high-productivity ones. For example, low economic growth in Japan in the 

1990s was related – among other things – to the high prevalence of so-called “zombie 

firms”, i.e. low productivity firms that would typically exit in a competitive market 

(Caballero, Hoshi and Kashyap, 2008[13]). 

Recent OECD analysis suggests that in a number of OECD countries the prevalence of 

zombie firms has risen between 2003 and 2013 (Adalet McGowan, Andrews and Millot, 

2017[14]). Subsequent research has shown that, apart from being less productive than other 

firms, zombie firms reduce the growth opportunities of healthier firms and their access to 

credit (so-called “zombie congestion”), which hinders their employment and investment 

(Adalet McGowan, Andrews and Millot, 2017[14]; Andrews and Petroulakis, 2017[15]). 

This zombie congestion particularly penalises the growth of young firms, which makes it 

even more damaging for the economy as young firms tend to be more innovative. 

Insolvency policies can play a key role in reducing the prevalence of zombie firms and 

fostering the efficient reallocation of resources in the economy. Recent OECD research 

shows that insolvency regimes that delay the liquidation or restructuring of weak firms 

reduce productivity growth (Adalet McGowan, Andrews and Millot, 2017[16]; Adalet 

McGowan, Andrews and Millot, 2017[17]). The design of insolvency regimes varies 

significantly across countries, in particular with respect to the treatment of failed 

entrepreneurs, the availability of preventative and streamlining tools and ease of 

corporate restructuring (Figure 14.2), suggesting significant room for policy improvement 

in many countries. 

Apart from insolvency policies, the health of the financial sector is an important 

determinant of zombie firm prevalence (Andrews and Petroulakis, 2017[15]). Indeed, there 

is empirical evidence that zombie firms are more likely to be connected to weak banks, 

suggesting that the zombie firm problem may partly stem from bank forbearance. This 

highlights the importance of sound financial regulations to ensure healthy banking 

systems and reinforces the case for diversifying corporate financing away from bank 

lending towards market-based debt and equity financing. This could, for instance, be 

achieved by reducing the debt bias in corporate tax systems and encouraging the 

development of venture capital markets (Andrews, Adalet McGowan and Millot, 

2017[18]). 
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The exit of inefficient firms can have adverse effects on employment in the short term 

and at the local level. Recent OECD research suggests that active labour market policies 

(ALMPs) and low labour taxes can mitigate such costs, as they tend to boost the 

re-employment probability of displaced workers (Andrews and Saia, 2017[19]; OECD, 

2018[20]). ALMPs appear to be particularly effective in bringing displaced workers back 

to work when administrative entry barriers in product markets are low (see also 

Section 14.3 below). 

Figure 14.2. OECD indicator of insolvency regimes 

2016 

 

Note: Higher values indicate higher barriers to restructuring. The stacked bars correspond to three 

subcomponents of the insolvency indicator in 2016. The diamond corresponds to the value of the aggregate 

insolvency indicator based on these three subcomponents in 2010. 

Source: Adalet McGowan and Andrews (2018[21]), “Design of insolvency regimes across countries”, 

OECD Economics Department Working Papers, No. 504, http://dx.doi.org/10.1787/d44dc56f-en.  

StatLink 2 http://dx.doi.org/10.1787/888933881743 

Enhancing geographical mobility to foster efficient reallocation 

Rapid economic change can have diverging effects on local labour markets. The evidence 

suggests, for instance, that increased trade integration of a number of high-income 

OECD countries with China led to highly localised job losses (Autor, Dorn and Hanson, 

2016[22]; Malgouyres, 2016[23]; OECD, 2017[24]), with newly created jobs concentrated in 

other geographic areas. Similarly, regions with high initial shares of routine jobs have 

seen declines in low- and middle-skill employment (Autor and Dorn, 2013[25]), whereas 

the creation of high-skilled jobs in knowledge-intensive services (especially ICT) tends to 

be concentrated in other regions (Sorbe, Gal and Millot, 2018[26]).  

Geographic mobility would allow workers to benefit from the opportunities triggered by 

globalisation and rapid technological change despite geographic mismatches between job 

destruction and creation. This could be achieved by a range of policies that promote 

residential mobility, such as: i) taxing housing property (e.g. by taxing imputed rents) 

rather than real estate transactions; ii) ensuring a good responsiveness of housing supply 

to changes in demand and prices (e.g. through appropriate land use and planning 
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regulations) to avoid that housing prices in job-rich areas become unaffordable for 

workers trying to move in; iii) avoiding unjustified support to homeownership (such as 

the tax deductibility of mortgage interest) since homeownership can be an obstacle to 

mobility; iv) avoiding rent controls, which tend to lockin tenants and weaken incentives 

for construction; and v) carefully designing social housing schemes to make sure that they 

do not create barriers to mobility (Andrews, Caldera Sánchez and Johansson, 2011[27]; 

Caldera Sánchez and Johansson, 2011[28]). The empirical evidence suggests that making 

residential mobility easier can increase the re-employment probabilities for workers 

displaced by firm exit (Andrews and Saia, 2017[19]). Geographic mobility could also be 

promoted by better recognition of skills and qualifications across regions and countries. 

14.2. Building more responsive, effective and worker-centred adult learning systems 

As a result of technological change, globalisation and demographic change, labour 

markets are experiencing profound structural changes in their occupational and industrial 

structures, with far-ranging implications for the required types of skills. Automation alone 

may lead to the destruction of one-in-seven jobs over the next 15-20 years and 

significantly change the way many of the remaining jobs are carried out (Nedelkoska and 

Quintini, 2018[29]). Adult learning needs to be scaled up to enable workers to deal with 

these changes and avoid a further widening of skill imbalances. This requires more 

responsive, effective and worker-centred adult learning systems.  

Adult learning is key to address skill imbalances  

Since the majority of people affected by changing skill needs is already in the workforce 

and adults are expected to work for longer, adult learning is a key issue to ensure that 

workers and firms can harness the opportunities while addressing the challenges 

associated with the future of work. This will require a significant upscaling of adult 

learning systems in all countries in combination with specific measures targeted at those 

lacking basic skills. On average across OECD countries, almost one quarter of adults lack 

basic numeracy skills and an even larger share of adults have no or very limited digital 

skills that are needed to navigate and solve problems in everyday life (Chapter 3). 

Improving the skills of these adults will be crucial to protect them against the potentially 

negative effects of automation and globalisation. Yet, despite the importance of life-long 

learning for adults with low skills, workers with low skills or in jobs at high risk of 

automation are much less likely to participate in adult learning than workers with high 

skills or workers whose jobs are safe (Chapter 10). In addition, low-skilled adults are 

disproportionately employed in non-standard forms of work, which tend to be associated 

with additional barriers to training (Chapter 12).  

In the absence of effective adult learning systems, there is a risk that rapid structural 

change leads to growing imbalances between skill supply and demand. While some 

imbalances are unavoidable, especially in periods of rapid transition, persistent 

imbalances can have significant costs for individuals, companies and society at large. 

They are associated with negative labour market outcomes for individuals, including 

lower wages and job satisfaction, and hamper companies’ innovation and technology 

adoption. According to the OECD Skills for Jobs database (OECD, 2017[30]), countries 

differ considerably in the extent to which the supply of skills adapts to changing skill 

needs (see Box 14.1 for details). Large skill imbalances, associated with intense 

occupational shortages and surpluses, tend to be especially prevalent in countries such as 

Greece, Iceland and Spain, while they are relatively modest in countries such as France, 
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the Netherlands, Norway and Switzerland (OECD, 2018[31]). Moreover, occupational 

imbalances have been widening during the last decade, as evidenced by intensified skill 

shortages in high-level cognitive and soft skills, and by growing surpluses in routine and 

physical skills (Figure 14.3). The risk of automation is likely to further amplify these 

trends in the future (Nedelkoska and Quintini, 2018[29]).  

Skill imbalances and skills mismatches are closely intertwined. Skill shortages can lead to 

under-qualification, as employers facing recruitment difficulties may lower hiring 

requirements to fill their vacancies. Skill surpluses may give rise to over-qualification as 

job-seekers are more likely to accept job offers below their skill level. On average across 

the OECD, approximately 36% of workers are mismatched, with approximately equal 

shares reporting that that they are overqualified (17%) – i.e. that they had higher 

qualifications than required to perform their jobs – and under-qualified (19%) – i.e. that 

they had lower qualifications than required to perform their jobs (see Chapter 7 for 

further details). 

Figure 14.3. Skill imbalances have tended to widen over the last decade 

OECD unweighted average of skills imbalances, index, 2004 and 2014 

 

Notes: A value of one corresponds to the maximum skill shortage observed across OECD countries and skills 

dimensions. A positive value indicates means a skill shortage and a negative value indicates a surplus. Skills 

are ordered by the intensity of shortages in 2014. 

Source: OECD Skills for Jobs Database (2018), www.oecdskillsforjobsdatabase.org (accessed on 

26 October 2018). 

StatLink 2 http://dx.doi.org/10.1787/888933881762 

Scaling up adult learning 

While there are significant benefits from investing in adult learning for firms and 

individuals, there are various reasons why there is a shortfall of such investments in many 

countries and particularly among disadvantaged groups and in small and medium-sized 

enterprises. These include imperfect information on costs and benefits, financial 

constraints, and various labour market imperfections that break the link between those 

who invest in adult training and those who benefit from it. For example, workers with a 

weak bargaining position may not be able to fully capitalise on their investments in adult 
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learning. Employers may face similar problems in a context where workers are 

increasingly mobile across firms. Governments at the national and the local levels thus 

need to ensure that adult learning is: i) responsive to changing skill needs; ii) effective in 

the sense of benefits exceeding costs; and iii) sufficiently worker-centred by linking adult 

learning to individuals rather than to jobs. Specific measures to encourage adult learning 

among disadvantaged groups are also needed and are discussed in Chapter 10 on labour 

market inclusiveness.  

Box 14.1. The OECD Skills for Jobs Database 

The OECD Skills for Jobs Database is a key instrument for assessing and anticipating 

skill needs. It documents the evolution of skills imbalances in terms of shortages and 

surpluses. To this end, the OECD Skills for Jobs Database makes use of detailed 

performance indicators by occupation and a taxonomy of skill requirements by 

occupation. The degree of “labour market pressure” for each occupation in each country 

is assessed by five performance measures which compare an occupation’s long-term path 

in terms of wages, working time, employment, unemployment and under-qualification 

with the country average. Above-average performance on each of these outcomes is 

interpreted as a signal of occupational shortage whereas below-average performance is 

interpreted as a signal of occupational surplus. After standardising the five relative 

performance measures, they are aggregated into a single index of occupational imbalance 

for each occupation. In a second step, the occupational imbalance index is mapped to the 

underlying skills requirements associated with each occupation based on a widely-used 

taxonomy developed by O*NET and aggregated to the country level.  

Source: OECD (2018[31]), OECD Skills for Jobs Database (2018), www.oecdskillsforjobsdatabase.org 

(accessed on 26 October 2018). 

Promote the responsiveness of adult learning systems to changing labour market 

needs  

Ensuring that skill supply aligns with skill demand requires responsive demand-driven 

adult education and training systems (OECD, 2016[32]). A precondition to achieve this is 

to have in place robust systems and tools for assessing and anticipating skill needs, 

combined with effective mechanisms and procedures which ensure that such information 

feeds into policy-making, lifelong guidance and the education and training choices of 

individuals. One promising way that can help achieve this is to couple high-quality 

information on the skills needs of employers with information on education and training 

options and their potential benefits for career advancement in terms of job opportunities 

and pay. Online tools and databases are ideal for disseminating such information as 

widely as possible among all possible stakeholders, including prospective students, 

trainers as well as career and skills councillors.  

A demand-driven adult learning system also thrives on close links between the world of 

education and training on the one hand and the world of work on the other. Such links can 

be strengthened by vocational education and work-based learning programmes. 

Apprenticeship programmes, where students of all ages combine classroom learning with 

practical training with an employer for a period of several years, such as in Austria, 

Germany and Switzerland, are often regarded as best practice. Vocational education and 

work-based learning programmes tend to be most effective where employer and trade 

https://www.oecdskillsforjobsdatabase.org/
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union involvement is strong and co-operation well-developed. More generally, social 

partners should be closely involved in the development and implementation of the 

government’s policy agenda at the national level with respect to adult learning by 

allowing them to take part in permanent advisory bodies, specific working groups or ad 

hoc consultations in relation to adult learning policy, as well as at the local level, as 

numerous successful examples illustrate (Box 14.2).  

Box 14.2. Examples of local skills development programmes 

The development of better local labour market information is critical to help individuals, 

employers, and policy makers to make well-informed decisions about skills development 

and training. In the United States, the Workforce Intelligence Network (WIN) in 

southeast Michigan illustrates how to join-up local actors to build a strong local labour 

market information system and improve matching between job seekers and employers 

(OECD, 2014[33]). The mission of the organisation is to cultivate a comprehensive and 

cohesive talent system to ensure that employers find the workers they need. WIN brings 

together key partners in workforce development such as community colleges, four-year 

postsecondary institutions, K-12 schools, economic development organisations, 

government, community based organisations, and employers. WIN has developed a data 

dashboard and produces quarterly labour market reports, which publicise job market data 

related to employer demand, preferred credentials, and labour force fluctuations. 

Initiatives as the local level play a critical role in reaching out to employers to promote 

awareness and participation in apprenticeship training. Local apprenticeship hubs in 

Manchester and Leeds (the United Kingdom) have been successful in coordinating the 

range of government actors involved in apprenticeship programmes to provide a “one-

stop” offer to local employers (OECD/ILO, 2017[34]). Taking a decentralised approach to 

apprenticeships can be particularly effective in bringing on board local small and medium 

enterprises (SME) who often face unique barriers. In Ireland, the state-funded support 

body Skillnet has been effective in actively supporting and working with businesses to 

address their current and future skills needs. The programme funds 65 training networks 

which operate locally, supporting over 14 000 companies and 50 000 trainees. Member 

companies actively participate in determining their own training needs and how, when 

and where training will be provided (OECD, 2014[33]). 

Strategic local partnerships can also help to adapt employment and skills programmes to 

the changing nature of work at the local level. Under the Workforce and Innovation 

Opportunity Act (WIOA) in the United States, for instance, local workforce investment 

boards – representing private sector employers, labour unions, non-profit organisations, 

and government agencies - are required to develop a local plan to provide a coordinated 

response to current and future workforce development challenges. The City of New York 

has further developed Industry Partnerships which, focusing on a specific sector, are 

designed to work collaboratively with a diverse set of stakeholders – including 

employers, community-based organisations, organised labour, philanthropy, government, 

training providers and educational institutions. The Industry Partnerships identify the 

most pressing needs that employers have for qualified talent, then revise or design 

training curricula with employer input or develop other solutions to address those needs 

(City of New York, 2017[35]). 
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Financial incentives for participants and providers can be used for steering adult learning 

investments towards in-demand skills. For instance, the Higher Education Funding 

Council of England (HEFCE) distributes public funds to higher education institutions to 

promote specific skill policy objectives, like the development of facilities related to 

science, technology, engineering and math (STEM) training. Financial incentives can also 

focus on workers in jobs at high risk of automation or unemployed workers whose skills 

have become obsolete. Training programmes yield the most successful employment 

outcomes when they are tied closely to the needs of the labour market (OECD, 2017[36]). 

This can be done by directing public resources to training activities that address clearly 

identified labour market needs or take the form of more market-driven forms of targeting 

by providing subsidies to employers for hiring and training (see also discussion below).  

Promote the cost-effectiveness of adult learning  

To ensure that firms and workers have strong incentives to invest in adult training it needs 

to be cost-effective, which depends on the value of adult learning for workers and firms 

as well as its costs.  

The value of adult education and training to firms and workers depends crucially on its 

quality, but also on the extent to which the skills acquired through training and education 

are recognised by employers. Yet clear and well-defined quality assurance systems tend 

to be rare (Broek and Zoetermeer, 2013[37]). In large part, this is related to the diversity 

and considerable number of actors involved in the provision of adult learning. To assess 

the effectiveness of adult learning, regular and systematic quality assessments are needed 

based on the monitoring of learning and labour market outcomes or impact evaluations. 

To ensure high quality standards and promote an effective demand for adult learning, it is 

crucial that quality assessments are disseminated widely and effectively. This requires 

establishing minimum standards through licencing, certification and labelling systems. 

Ideally, such standard-setting is complemented with the provision of high-quality public 

information on the effectiveness of individual training and education providers based on 

the learning and labour market outcomes of past students. Beyond the formal provision of 

training and education, skills certification programmes also have a role to play by 

ensuring that less formal forms of adult training are also formally recognised.  

The costs of adult learning can be an important barrier, especially among firms and 

workers with limited financial resources of their own, and hence provides an argument 

for the use of financial incentives (OECD, 2017[38]). Financial incentives targeted at 

individuals can be useful to stimulate the acquisition of portable skills and to promote 

adult learning among vulnerable groups. Those targeted at employers can be useful to 

promote the acquisition of more directly work-related skills, particularly in SMEs. In 

general, the effectiveness of financial incentives tends to be enhanced when they contain 

an element of co-financing since this reduces the risk that training is subsidised that 

would have been undertaken anyway or has little social value (OECD, 2006[39]). 

Moreover, direct subsidies typically allow for a better targeting than general tax 

incentives. However, both direct subsidies and general tax incentives risk becoming very 

expensive for the public purse if adult learning is supposed to be scaled up radically. 

Financial incentives that rely on more important contributions from individuals and 

employers are less likely to hit fiscal constraints, but may require a system based on 

mandatory contributions to ensure that sufficient resources are mobilised (e.g. individual 

saving accounts for training, training levies). A collective system may also help to ensure 

that SMEs and vulnerable workers have the financial resources to invest in adult learning. 

In a number of countries, the social partners have implemented sectoral initiatives to 
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promote adult learning based on a system of pooled resources (e.g. Finland, the 

Netherlands).  

Make adult training worker-centred by linking it to individuals rather than jobs  

The changing organisation of work may further call for a re-think of the rights and duties 

of workers, firms and government in the management and provision of adult learning. In 

a world of work organised around long-term employer-employee relationships, workers 

and firms generally have strong incentives to invest in training. However, the incentives 

for workers and firms to invest in adult learning may be weakened in a changing world of 

work, where there is great uncertainty about the skills required by employers in the 

future, and where work is less stable and more often organised through non-standard 

work relationships. With workers being increasingly mobile and often combining several 

jobs at the same time, employer incentives for adult learning may be weak. Moreover, 

due to the rise of platform and independent contract work, an increasing share of the 

workforce may no longer have an employer who is responsible for the provision of 

training and may lack the information, advice and counselling required to pursue training 

on its own. This calls for training rights and incentives that are available to all individuals 

regardless of their employment status.  

As a result of these developments, there has been a renewed interest from policy makers 

in individual learning accounts (ILAs). ILAs can take different forms, including: 

i) individual savings accounts where time credits or financial resources for training are 

accumulated over time; and ii) voucher schemes which provide entitlements to direct 

government payments for training, sometimes with a contribution from the participant. 

ILAs have existed for some time, although rarely universal and country-wide. The 

original motivation for their use was mainly to create a “market” for adult learning, while 

empowering individuals to make their own career choices by choosing training courses 

offered by competing providers. The current interest in ILAs is slightly different and lies 

in their potential to attach training rights to individuals rather than jobs, and therefore 

their ability to make training rights portable between jobs and available to all irrespective 

of employment status. This could help to increase participation in lifelong training for 

non-standard workers. 

A number of countries have individual training accounts systems or conducted 

experiments to assess their effectiveness (OECD, 2017[40]). In France, for instance, an 

individual training account (Compte Personnel de Formation, CPF) was introduced at the 

beginning of 2015. In that scheme, employees – and since January 2018 all working-age 

adults including own-account workers and unemployed persons– get time credits for 

training in their individual accounts based on hours worked during the year. Accumulated 

training credits can only be used at the initiative of the individual and are strictly personal 

in the sense that they remain valid even when changing employer or becoming 

unemployed, ensuring potentially strong incentives to individuals to train throughout their 

lives.
2
 Studies for the United States further suggest that the effectiveness of individual 

training accounts is strengthened when coupled with advice and counselling (OECD, 

2017[38]). While individual training accounts can be part of a broader strategy to scale up 

adult learning, they tend to be used only sporadically by individuals with low skills, 

suggesting that additional measures are needed to enhance their participation in adult 

learning (see Chapter 10). 
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14.3. Supporting displaced workers 

While promoting reallocation and investing in adult learning is key to make labour 

markets more adaptable to structural change, it is unavoidable that some workers get 

displaced from their jobs as their employers are forced to cut back their operations or shut 

down completely. The cost of job displacement (contract termination of permanent 

workers with long job tenure due to economic reasons) in terms of foregone income can 

be large. In some countries, including Germany, Portugal and the United Kingdom, 

earnings in the year of dismissal fall by 30% on average, with incomes remaining below 

pre-displacement levels for a long time and even after workers are re-employed. To 

reduce the costs of job displacement, effective employment and social policies are needed 

(OECD, 2018[41]). To the extent that job losses are concentrated in specific regions – in 

many cases compounding the challenges of lagging regions – there may be a need for 

additional measures at the regional level. 

Employment policies for displaced workers 

The main focus of policies for displaced workers should be on early intervention 

measures and effective activation polices. 

Early intervention measures have proved particularly effective  

A crucial difference between displaced workers and most other groups served by the 

public employment service is that it is often possible to initiate re-employment services 

during the notice period prior to displacement. Rapid response services, for example by 

setting up a temporary public employment service office in factories that will soon close, 

facilitate the timely delivery of re-employment services. Such early interventions can 

speed up the adjustment process and achieve better outcomes by starting the process 

before workers become unemployed. Employers typically view job applications from 

workers who are still employed more favourably and labour market prospects tend to 

deteriorate the longer a worker is unemployed. Although such early interventions can be 

effective, they are not used as widely as would be desirable, as they are often limited to 

workers affected by mass layoffs. 

The extent to which employers and unions are actively involved in the planning and 

provision of re-employment services to displaced workers can be important for the 

effectiveness of early interventions. In Sweden, the job security councils, which are 

operated by the social partners, demonstrate the feasibility of offering early intervention 

measures to all displaced workers, including those affected by individual or small-scale 

layoffs, when employers and unions are actively engaged (OECD, 2015[42]). Employment 

protection rules can help establish an appropriate level of employer engagement by 

requiring employers to respect a minimum period of advance notice for layoffs. 

Governments can then ensure that notified workers are the focus of outreach activities by 

the public employment services or that workers are required to register with the public 

employment service as soon as they are notified. The latter can help ensure that early 

intervention measures are not limited to workers who are displaced through mass layoffs, 

but also reach those affected by individual dismissal. 

An effective activation strategy is essential  

An effective national activation strategy to get people into work provides a solid 

foundation for promoting the rapid re-employment of displaced workers. But policy also 
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needs to take into account the specific barriers to re-employment confronting displaced 

workers (e.g. obsolete skills and the lack of recent job-search experience), specific 

advantages (e.g. a history of stable employment and strong labour force attachment) as 

well as the specific local circumstances (e.g. displacement frequently concentrated in 

economically declining regions). 

While all displaced workers should benefit from prompt access to basic job-search 

services, some will require more intensive re-employment services or retraining. One key 

challenge is to identify this smaller group rapidly and offer them intensive services when 

these are most effective rather than after a long period of unemployment as is commonly 

the case. Another important challenge is to ensure that all groups of displaced workers 

have equal access to re-employment help, including those who do not immediately 

qualify for unemployment benefits, for example, because severance pay is treated as 

compensation. This requires decoupling participation in re-employment services from the 

receipt of public income support. Moreover, a pragmatic mix of general activation 

policies and programmes specifically targeted at displaced workers usually works best 

(OECD, 2018[20]).
3
  

Local employment services can play a critical role in strategies to facilitate structural 

change and support displaced workers, but they require flexibility and capacity to take a 

stronger leadership role. The OECD Reviews on Local Job Creation have shown that 

allowing greater room for manoeuvre to local employment services is a difficult 

challenge for governments. The awarding of greater flexibility must therefore be 

accompanied by guarantees regarding the accountability of decision-making and the 

efficiency of service delivery. This crucially requires putting in place a rigorous 

performance management system and ensuring that local employment services have 

adequate skills and sufficient resources. It also requires ensuring that front-line staff have 

good local labour market information and strong contacts with employers so they can 

become quickly aware of new employment opportunities as they arise.  

Income-support policies for displaced workers 

Income-support policies play a crucial role in alleviating the costs of job displacement, in 

the form of lost labour income during unemployment and potentially also lower earnings 

upon re-employment. To the extent that technological developments are such that 

significant groups of displaced workers are at risk of very long-term unemployed in the 

absence of sufficient work opportunities for all people, resulting in elevated 

“technological unemployment”, a more fundamental rethink of social protection may be 

required. However, based on the OECD’s current assessment of the speed of automation 

over the next 15-20 years, such a prospect is neither likely nor inevitable since the risk of 

technological unemployment depends crucially on the extent to which new opportunities 

can be created and workers can adapt their skills to the changing world of work.  

Income-support policies alleviate the costs of displacement  

Compared with other groups of unemployed people, displaced workers tend to have 

relatively high benefit entitlements in most countries, because their employment histories 

are generally more stable than those of many other unemployed people. Nonetheless, 

benefits only provide compensation for a proportion of earnings losses, with large 

differences across countries. During the first year of unemployment, the average net 

replacement rate is 19% in the United States and 75% in Denmark. Earnings losses are 

especially large for workers experiencing a long spell of unemployment or becoming re-
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employed at a significantly lower wage or part-time. To avoid that displaced workers 

experiencing long spells of unemployment are left without income-support it is crucial 

that social-assistance benefits are available for those who have exhausted their 

unemployment benefit entitlements. Apart from addressing financial hardship, high 

coverage social and unemployment benefits also provide a contact point for public 

employment and social services through which appropriate support measures can be taken 

to overcome barriers to work (see Chapter 9 for a more in-depth discussion).  

An important question in the context of displaced workers is whether wages of 

re-employed workers should be topped up to compensate for part of the earnings losses 

due to displacement through the use of wage insurance schemes. Evaluations of two small 

wage insurance schemes in Canada and the United States suggest that wage insurance 

mitigates the income declines of displaced workers, but does not speed up re-employment 

(Bloom et al., 2001[43]; Wandner, 2016[44]). Other pilot studies of wage insurance schemes 

would be of considerable value, in light of the effect that job displacement has on worker 

well-being. 

Income support policies to deal with elevated structural unemployment 

In the unlikely event that automation and digitalisation significantly raise structural 

unemployment due to the absence of sufficient job opportunities, more far-ranging 

measures may be needed to provide adequate income support.  

To ensure that all workers receive at least some income support a number of countries are 

experimenting with various forms of basic income schemes. A universal, unconditional 

“no-questions-asked” public transfer would be simple and have the advantage that no one 

is left without support. But an unconditional payment to everyone at a meaningful level 

would most likely require tax rises as well as reductions in existing benefits and would 

not be an effective tool to reduce poverty (OECD, 2017[45]; Hanna and Olken, 2018[46]). 

At constant social spending, the implied basic income would in most countries be well 

below the current level of social assistance. In addition, some disadvantaged groups 

would lose out when existing benefits are replaced by a basic income, illustrating the 

downsides of social protection without any form of targeting at all.  

Another option to deal with high levels of structural unemployment may be to make use 

of job guarantees – i.e. the promise of a job to anyone willing and able to work at some 

minimum wage rate. Compared to basic income schemes, job guarantees fit better with 

the philosophy of “mutual obligations”, whereby society’s responsibility to support those 

in need is matched by the individual’s duty to contribute something in return. Job 

guarantees also have the advantage over basic income schemes that they go beyond the 

provision of income and, by providing a job, help individuals to stay connected with 

society, build self-esteem, as well as develop skills and competencies. However, past 

experience with public sector employment programmes has shown that they have 

negligible effects on the post-programme outcomes of participants, and therefore are best 

considered as a form of income-support rather than a policy to promote self-sufficiency 

and need to be tightly targeted to those with limited resources of their own.  

Policies to support lagging regions  

To the extent that job displacement is concentrated in specific regions, additional 

measures are needed to support lagging regions.
4
 At a minimum, limiting regional 

inequalities requires that high-quality public services, including public education, public 

health, public transport and public employment services, are maintained in lagging 
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regions. In some cases, additional public investments in education, transport and 

infrastructure are needed to strengthen a region's competitiveness and facilitate the 

diffusion of innovation and good practices across regions, industries and firms (Moretti, 

2012[47]; OECD, 2018[48]). Such policies require the cooperation of the national, regional 

and local governments to enhance the capacity of regional and local governments to 

effectively administer and implement large-scale investment projects, education and 

employment programmes. It also requires well-established and transparent procedures for 

the selection of such projects and the way they are awarded to private contractors.  

But preventing displaced workers in lagging regions from further falling behind also 

requires place-based employment and social policies. These should tackle the social 

problems associated with the local concentration of unemployment, social exclusion and 

poverty, through: i) the provision of easily accessible anti-poverty programmes; ii) the 

establishment of community centres and the use of urban regeneration projects; and 

iii) retraining, work experience or entrepreneurship programmes that help displaced 

workers move into new activities or towards other regions with suitable job opportunities. 

Some regions may need to raise specific support for linguistic minorities and promote the 

acquisition of new skills and trades for indigenous people whose traditional ways for 

maintaining their livelihoods are being eroded in an increasingly modern and 

interconnected world.  

Conclusion 

Sustaining good labour market performance and inclusive growth in a context of rapid 

technological progress, deepening globalisation and demographic change require that 

labour markets are adaptable, i.e. that worker and firms can absorb, adapt to and make the 

most of the opportunities while being able to deal with the challenges associated with a 

changing world of work. Many of the policies and institutions that have been discussed in 

this Volume implicitly reflect the need for adaptable labour markets since adaptability is 

crucial for achieving good labour market performance in a rapidly changing economic 

context. This chapter explicitly discusses key policies to strengthen adaptability. 

 Promote the efficient reallocation of workers across jobs, firms, industries and 

regions. Adapting to digitalisation, globalisation and demographic change 

requires that innovative businesses are not held back by overly burdensome 

product market regulations, especially administrative barriers to firm entry, and 

lack of financing. At the same time, effective insolvency regimes and more 

balanced financial systems that do not favour debt over equity financing could 

promote the exit or re-structuring of the least productive ones. Removing 

excessively restrictive employment protection rules and reforming housing 

policies that reduce geographic mobility would prevent workers from becoming 

trapped in low-productivity businesses and regions and allow them to move where 

the best jobs are. 

 Building more responsive, effective and worker-centred adult learning systems. 

Rapidly changing skill needs require giving greater priority to adult learning. Yet 

few countries have fully effective learning systems and existing systems tend to 

widen rather than reducing skill gaps: in all OECD countries workers most at risk 

of automation are least likely to participate in adult learning. Without appropriate 

action, there is a significant risk that workers without basic skills become 

unemployed, are pushed into dead-end jobs or leave the labour force altogether. 

To meet this challenge countries urgently need to invest in effective adult learning 
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systems. Such systems should be responsive to changes in labour market needs, 

meet high quality and transparency requirements, incentivise workers and firms to 

invest in adult learning and be sufficiently worker-centred by linking training 

rights to workers rather than jobs. 

 Support displaced workers through the use of effective employment and social 

policies. While technological change creates new opportunities, it also implies 

considerable turbulence in labour markets, associated with firm closures, mass 

layoffs and dismissals. Job displacement tends to be painful for those involved, in 

terms of lost income during unemployment, but often also leaves long-lasting 

scars to worker careers. To alleviate the cost of job displacement – both in the 

short-term but also in the long-term as a result of scarring effects – it is crucial 

that displaced workers return to work as quickly as possible. This requires 

effective activation strategies as discussed in Chapter 9, but also early 

intervention measures during the notice period. Income-support policies are key 

to alleviate the costs of job displacement during unemployment but potentially 

also during re-employment through the use of wage insurance schemes.  

Notes

 
1
 Ideally, young firms should grow rapidly or exit (so-called “up-or-out” dynamics) to avoid 

creating a large mass of small low-productivity firms (Calvino, Criscuolo and Menon, 2015[5]). 

2
 The CPF is currently being reformed, amongst other by expressing training accounts in euros 

instead of hours.  

3
 Many targeted programmes focus on workers who are adversely affected by higher import 

competition; the two most prominent examples are the Trade Adjustment Assistance in the 

United States and the European Globalisation Adjustment Fund in the European Union. 

4
 For example, OECD (2018[48]) finds that the risk of automation differs considerably across 

regions within countries. 
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Chapter 15.  The political economy of reforms 

Many OECD countries undertook important structural reforms in the wake of the global 

financial and economic crisis. Despite the long-run improvements in well-being that such 

reforms are likely to bring, they often face strong opposition, particularly in the case of 

labour market reforms. This chapter describes the factors that make reform happen and 

the policies that can help support the reform process. Good economic times are the best 

time for reforms, since then their benefits materialise more quickly. In practice, however, 

reforms are often undertaken in downturns, when the perceived urgency of reforms, but 

also their short-term costs are greater. Another political economy consideration is that 

many reforms create winners and losers in the labour market and affect the distribution 

of income. Appropriate design and complementary policies can mitigate these potential 

downsides of reforms to enhance political support. 
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Introduction 

The political economy of reforms is an integral component of the new OECD Jobs 

Strategy, in recognition of the fact that, without proper design and implementation, policy 

reforms for stronger and more inclusive labour markets and economies may not achieve 

their stated goals. Choosing the right opportunity to create support for a reform and to 

maximise its benefits is important for policy-makers, politicians and, most importantly, 

for citizens. 

Over the past decades, OECD countries have adopted and implemented reforms in a wide 

range of areas, including labour markets, product markets and financial markets. Most of 

these reforms have had important consequences for various aspects of labour market 

performance: employment, job quality, inclusiveness, and resilience and adaptability. 

Reforms took place in different countries at different times. The period after the outburst 

of the global financial and economic crisis saw a particularly high number of reforms, 

especially in the European countries that were hit hardest. 

Many reforms involve winners and losers, which can weigh on the political support for 

reforms. Those who may lose out tend to have strong incentives to lobby against the 

reform. Sometimes, losses are concentrated within a specific industry, region or group of 

workers. Countries have therefore frequently combined economy-wide policies with 

measures dedicated to cushioning the impact on certain industries, regions or workers. 

Labour market reforms tend to be particularly contentious, as they often affect large parts 

of the population and so create many potential winners and losers. 

Another reason that may make it difficult to get reforms passed is that reforms can give 

rise to significant short-term costs despite being welfare-enhancing in the longer term. As 

the chapter shows, for some reforms this is especially likely to be the case when they are 

undertaken in an economic downturn. The transitional costs of such reforms can be 

mitigated through appropriate design and complementary policies. 

The remainder of this chapter is organised as follows. Section 15.1 briefly describes the 

context within which governments in OECD countries have been undertaking reforms. 

Section 15.2 defines ten guiding principles for promoting a pro-active reform agenda and 

its implementation. Section 15.3 focuses on the short-term challenges of reforms and the 

policy choices that can help mitigate them. Section 15.4 discusses the issue of winners 

and losers of reform and how those who may lose out can stand in the way of reform 

initiatives. The chapter concludes with final remarks highlighting the most important 

insights. 

15.1. A good time for reform? 

The global economy, a decade after the onset of the global financial crisis, is enjoying 

fairly strong and widespread economic growth, even if some large emerging market 

economies are facing headwinds. The positive economic outlook should be conducive to 

the successful implementation of required labour market and other structural reforms. In 

many countries, reforms are needed to confront an array of challenges (see Chapter 2 for 

a more detailed discussion): productivity growth has been at historically low rates over 

the past 10-15 years. Real wage growth has been lower still. Inequality is at record-highs, 

and vulnerable groups face weak prospects in the labour market. Megatrends, such as 

digitalisation and globalisation, carry opportunities, but also risks for some groups of 

workers. 
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During the crisis, deep reforms were undertaken, including in southern euro area 

countries with a macroeconomic adjustment programme. Recently, reform efforts have 

diminished, with some notable exceptions (for example France). In part, this is to be 

expected given that in the countries where reforms were most needed they have been 

made and some time is needed to assess whether they have the desired impact. The 

slowdown in reform activity may also be related with reform fatigue or a decline in the 

perceived urgency of required reforms. Nevertheless, one-third of OECD countries 

implemented, or were in the process of implementing, an important reform last year in 

one or more areas of labour market policy (social assistance, minimum wages, collective 

bargaining systems, gender inclusion, integration of immigrants and minorities, activation 

policies and labour market regulations) – see OECD (2018[1]). 

The counter-cyclicality of reform activity over the past decade – high during the crisis 

years and low during years of comparatively strong global growth – suggests that policy 

has been more reactive than pro-active. Such a pattern, which is not unique to the past ten 

years (Drazen and Easterly, 2001[2]), may not be ideal for several reasons. As will be 

illustrated below, the short-term challenges of reforms tend to be larger in bad than good 

economic times. Reforms undertaken in bad economic times may also be driven more by 

urgent needs rather than long-term well-being considerations. Further, the preparation of 

reforms takes time which may not be available in the face of a short-term emergency. The 

next section discusses options for politicians and other policy-makers to support the 

development of a more pro-active reform agenda. 

15.2. Guiding principles for the design and implementation of a pro-active reform 

agenda 

Initiatives for reforms to promote well-being often run into opposition, preventing their 

implementation. This is because many, if not all, reforms involve transitional or 

distributional costs. Labour market reforms tend to be especially contentious, since, in 

contrast to regulatory changes in a particular sector for example, they tend to affect all 

parts of the economy and a larger share of the population. Looking at the history of 

structural reforms and subsequent performance, ten lessons for the successful design and 

implementation of reforms can be drawn (Tompson, 2009[3]; Caldera Sánchez, de Serres 

and Yashiro, 2016[4]): 

1. Electoral mandate for reform 

An electoral mandate for the government to reform is important. Without 

approval by the electorate, reforms tend to succeed only when their benefits 

become very rapidly visible, which is rarely the case for major reforms. The 

exception may be, as mentioned earlier, times of crises which can create 

opportunities for “reform surprises”, as governments may have no choice other 

than to reverse course. Another, external force for reform arises for countries that 

become or are members of an economic union or international organisation. 

Accession countries in Eastern Europe adopted major reforms before and after 

joining the European Union (Duval, Furceri and Miethe, 2018[5]). However, 

without an electoral mandate, there is a risk that such reforms lack sufficient 

ownership and are (partially) unwound once the immediate need for them has 

dissipated. 
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2. Leadership 

Strong leadership, by an individual policy-maker or an institution in charge of the 

reform, is critical. It should, however, not be equated with unilateral action by the 

government. While unilateral action is sometimes the only way forward, 

successful leadership usually means winning consent, rather than securing 

compliance. This is in particular the case for labour market reforms that are 

facilitated by tripartite discussions between the government and the social 

partners. Such reforms may be led by a strong government, but are more likely to 

achieve the desired outcomes when the social partners are closely involved. The 

“wage moderation” in Germany in the 2000s probably owes much to a common 

understanding between the government and the social partners that the country’s 

external competitiveness should improve (Bofinger, 2017[6]).
1
 

3. Effective communication 

Effective communication, also through the social media, is essential. Successful 

reforms are usually accompanied by co-ordinated efforts to persuade voters and 

stakeholders of the need for reform and, in particular, to communicate the costs of 

no reform. When, as is often the case, the costs of the status quo are opportunity 

costs, they tend to be politically “invisible”, making the challenge all the greater. 

It is typically fairly clear who will pay the price for a reform – which firms are 

likely to come under pressure and which jobs may be at risk – whereas it is not 

obvious who pays for the status quo: it is difficult to identify firms that have never 

entered the market or sectors that have not developed or the workers whom they 

would have employed. 

4. Reform commitment 

Reform commitment is closely connected with effective communication, but goes 

beyond it. Announcing a reform early and committing credibly to it can help 

bring forward the gains from the reform. For example, announcing product 

market reforms in advance can trigger an immediate response by firms, increasing 

investment and output even before the reform is actually implemented (Adjemian 

et al., 2008[7]). In the area of labour market reforms, announcing future 

employment protection legislation reforms early can increase hiring as firms 

anticipate lower costs of layoff procedures, while avoiding an immediate rise of 

dismissals as existing rules continue to apply (International Monetary Fund, 

2016[8]). In downturns, this can be an effective way to limit temporary declines in 

employment due to such reforms (OECD, 2016[9]). 

5. A solid evidence base 

Policy design must be underpinned by solid research and analysis. An evidence-

based and analytically sound case for a reform serves both to improve the quality 

of policy and to enhance prospects for reform adoption. The impact of economic 

analysis also depends on the source: research presented by authoritative, non-

partisan institutions commanding trust across the political spectrum tends to have 

a greater effect. The United Kingdom is one among several countries with a 

history of influential, independent bodies (comprising, for example, the Institute 

for Fiscal Studies, the National Institute of Economic and Social Research or the 

Office for Budget Responsibility). Building such institutions can take time, as 

their effectiveness depends greatly on their reputation. When a reform is passed, it 

is important to ensure that it is fully implemented, effectively enforced and 
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rigorously evaluated. This requires investing in data collection, if data to monitor 

compliance and outcomes are not available, and strengthening evaluation 

mechanisms to assess the effects of reforms. To enable credible impact 

evaluations, they should be planned at the design stage of the policy reform. 

6. Packaging reforms 

Policies are often more effective when they are combined in coherent packages to 

enhance synergies and reduce their transitional or distributional costs (OECD, 

2016[9]). For instance, interventions to help workers facing severe barriers to 

employment may be most effective when they simultaneously involve the design 

of taxes and benefits (including unemployment and in-work benefits), active 

labour market policies and minimum wage floors. In a modelling exercise, 

Cacciatore et al. (2016[10]) find that unemployment benefit, product market and 

employment protection reforms boost gross domestic product (GDP), 

employment and wages faster when they are combined than when the reforms are 

undertaken in isolation. 

7. Sequencing reforms 

In certain cases, outcomes might be enhanced if reforms are sequenced, for 

example when product market reforms precede labour market reforms (Blanchard 

and Giavazzi, 2003[11]). Reforming product markets first can, by lowering rents in 

product markets, reduce the incentives of workers to fight for a share of these 

rents and thus resistance to labour market reforms. Another argument for 

gradualism is that, as governments have a limited amount of political capital, it is 

best if they allocate it to one reform at a time. However, too long a time lag 

between reforms may not be desirable either. In the case of New Zealand’s 

reforms during the 1980s and 1990s, a significant time lag (of five years) between 

the product and labour market reforms reduced the potential overall gains from 

these reforms (Caldera Sánchez, de Serres and Yashiro, 2016[4]). 

8. Time 

Successful structural reforms take time. Many successful reforms take two years 

or more to prepare and adopt. This time for framing a specific reform is often 

preceded by a multi-year period of “pre-work”, in which problems and proposals 

are debated and studied. By contrast, less successful reforms are sometimes 

undertaken in response to an immediate pressure. While governments should be 

ready to use political “windows of opportunity” when they open up, doing so may 

create problems if it leads to excessive haste. It is also not unusual for reforms to 

take several attempts, as can, for example, be observed in the legislative process 

of the United States. Blocked, reversed or limited early reforms need not be seen 

as failures: they may play a role in undermining the status quo. Successful labour 

market reforms have often followed earlier setbacks, which helped set the stage 

for subsequent, sometimes far-reaching reforms. 

9. Overcoming short-term challenges of reforms 

Structural reforms, especially when undertaken in a downturn, as is often the case, 

may face short-term challenges, for example by pressuring employment or wages. 

Such costs can fuel people’s resistance to reform and hence make politicians less 

inclined to undertake the reform in the first place. Complementary 

macroeconomic and structural policies can help mitigate, or even completely 
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offset, these transitional costs. The issue of short-term reform challenges is 

important and complex and so the following section is devoted to it. 

10. Winners and losers of reforms 

Reforms may create winners and losers and also change the distribution of wages 

and income in the economy. This is likely to be especially the case for labour 

market reforms, which involve larger parts of the population than more narrow 

policy initiatives. Those who may lose out, even when in a minority, can have a 

potent voice and may stifle reform efforts at an early stage. In some cases, but not 

always, monetary transfers that compensate for such losses in absolute or relative 

income may be adequate. Another option to reduce reform resistance is to 

implement a reform gradually through the use of so-called “grandfather clauses”. 

Section 15.4 explores these issues in more detail. 

15.3. Short-term challenges of reforms 

A large body of research indicates that many reforms of product and labour markets have 

the potential to improve productivity growth and, possibly, employment over a longer 

time span. Yet, reforms may face short-term challenges, especially during an economic 

downturn. 

Besides specific factors relevant in the context of each reform, as will be discussed 

below, other, more general factors can dampen the short-term benefits from structural 

reforms in a downturn. For example, the number of households and firms with liquidity 

or credit constraints may be higher, reducing the scope to bring forward reform-driven 

income gains. For those with no liquidity or credit constraints, the precautionary motive 

to save in the face of reforms is likely to be stronger in a period of heightened economic 

uncertainty. Also, in an environment where macroeconomic policy does not, or cannot, 

respond to lower inflation and external demand is weak, certain reforms, including those 

that affect wage dynamics, may further depress demand, by increasing real interest rates 

and dampening consumption and investment. 

This section focuses on the short-term challenges of reforms in unemployment benefits, 

activation spending, product markets and employment protection, the areas where most 

evidence has been accumulated. These reforms should not, however, be viewed as an 

exhaustive set of measures for which short-term challenges as regards policy adoption 

and implementation are relevant. Another caveat is that the focus is on the short-term 

effects on total employment and output, while the reforms affect many aspects of labour 

market performance, as the other chapters in this Volume discuss. The section also cites 

examples of cases in which packages of reforms in different policy areas can alleviate 

short-term challenges and therefore improve the political feasibility of reforms. 

Reforms of unemployment benefits and activation spending 

Unemployment benefit reforms may increase or decrease replacement rates, or they may 

widen or tighten eligibility. Reforms that reduce overly generous income replacement 

rates appear to increase employment relatively quickly, possibly because they promote 

job search and hires (Bouis et al., 2012[12]). Such reforms are also found to be associated 

with stronger investment and output growth. However, the empirical analysis suggests 

that reducing the generosity of unemployment income support can have negative 

short-run effects in bad economic times, i.e. when output and employment are 

substantially below potential (see also the discussion on state-contingent unemployment 
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benefits in Chapter 13). Thus, cutting the level or duration of unemployment benefits in a 

downturn could run the risk of making the labour market situation temporarily worse, so 

that these reforms may be met with increased political opposition. A decrease in 

unemployment benefits could also have the side effect of increasing inflows into social 

assistance and disability benefit schemes. 

Countries with short unemployment benefit entitlements, or tight eligibility rules, and 

strong fiscal positions could consider temporarily extending the levels or the duration of 

benefits during a downturn. In the United States, for example, unemployment insurance is 

automatically extended in bad economic times. The increased generosity makes measures 

to contain moral hazard through strict enforcement of job-search requirements 

particularly important. However, these policies are costly and therefore especially hard to 

implement in countries with large government debt or fiscal imbalances. Insofar as other 

structural reforms may temporarily increase unemployment, a higher generosity of 

unemployment benefits can help cushion the rise in unemployment. Italy and Portugal are 

two countries that reformed dismissal regulations during the euro area crisis. As part of a 

package of reforms, they also reinforced the unemployment benefit systems, with higher 

benefits or extended coverage, to better support those potentially affected by job losses. 

Increases in public spending on active labour market policies are found to raise output 

and employment over the medium term (International Monetary Fund, 2016[8]; OECD, 

2017[13]). The effects are more pronounced in bad economic times, potentially reflecting 

larger fiscal multipliers in recessions. They become smaller, but remain when such a 

spending reform is implemented in a budget-neutral way. The experience from the Great 

Recession tells a similar story. Countries with a strong activation approach (including 

Australia, Austria, Norway, Switzerland and the United Kingdom) had a relatively 

modest or short-lived rise in unemployment (OECD, 2013[14]). Stepping up activation 

spending can also help cushion negative effects that some other reforms undertaken in 

parallel may have on employment (Cournède, Denk and Garda, 2016[15]). Systems which 

receive more funding when the number of jobless rises perform especially well. 

Higher activation spending in recessions can be achieved through discretionary measures 

or, as in Denmark, through automatic adjustments to changes in unemployment. 

Automatic adjustments tend to work better than discretionary measures, which are often 

difficult to implement because higher resources on activation compete with other 

budgetary pressures. Overall, there is a strong case for allocating more resources to active 

labour market policies in recessionary periods, both on economic and political grounds. 

The return on spending, in the form of higher income and employment, can be 

substantial, reducing the economic pain of many workers. In practice, the benefits from 

higher activation spending tend to be predicated on institutional contexts where an 

effective activation strategy is already in place. If this is not the case, the scope to rapidly 

scale up active labour market policies in the face of rising unemployment is limited, as 

fine-tuning these institutions often takes several years (OECD, 2015[16]). Chapter 9 

discusses the conditions for a well-functioning activation system in more depth, including 

the role that private and not-for-profit agencies can play to enhance effectiveness and 

alleviate capacity constraints. 

Reforms of product markets and employment protection legislation 

Recent OECD research has studied the short-term employment effects of two broad 

reforms: those aimed at fostering competition in product markets (more precisely in the 

network industries versus the retail sector) and those affecting the rigidity of employment 
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protection legislation. These reforms, if properly designed and implemented, enhance the 

efficiency in the allocation of labour to the most productive and rewarding uses and 

contribute to stronger productivity growth. Right after the reform, they nevertheless may 

face some challenges before their benefits unfold. 

Several studies based on micro-data indicate that reforms in the retail sector tend to 

promote a reallocation of jobs, but entail no job losses, even in the short run (Bertrand 

and Kramarz, 2002[17]; Skuterud, 2005[18]; Viviano, 2008[19]; Sadun, 2015[20]). This result 

probably reflects the competitive situation in the retail industry, where deregulation often 

implies the fast entry of large competitors, while incumbents are too small to strategically 

anticipate entry by cutting staffing. Owners of small shops and their employees are 

frequently afraid of the ability of competing enterprises to open a store and quickly win a 

large share of the local market. They may therefore try to block market entry, as has 

happened in the United Kingdom, where some local authorities do not permit the opening 

of “big boxes” at the fringes of urban areas. 

Regulatory reforms in network industries (energy, transport and communication) may 

have different effects to the ones for the retail sector. In network industries, regulation 

tends to give rise to more concentrated markets and shelter dominant players. The labour 

market may thus adjust to liberalisation through the immediate re-organisation of large 

incumbents and the gradual expansion of successful entrants. This could result in a 

temporary decline in employment (Bassanini and Cingano, 2018[21]). 

Econometric estimations, based on sector-level data, confirm this line of reasoning. 

Lower entry barriers to network industries are found to lead to a temporary job loss which 

is at its maximum three years post-reform, but disappears afterwards (Panel A of 

Figure 15.1). Comparing results in business-cycle downturns with those in upturns shows 

that the initial negative employment effects only arise in bad times. In a related study that 

uses firm-level data, Gal and Hijzen (2016[22]) find that, in the first two years after a 

sector-specific deregulation reform, employment in large network industry firms declines 

or remains the same, whereas employment in large retail firms increases. 

Employment protection legislation (EPL) governs the rules on the hiring and, especially, 

firing of workers. Flexibility-enhancing EPL reforms thus have the potential to improve job 

allocation, reduce labour market dualism and promote productivity (see Chapter 7). With 

respect to long-term employment, empirical studies suggest that reforms have no or a small 

positive effect. Immediately after the reform, however, employment may decline as firms 

wanting to dismiss workers can now do so at a lower cost, while other firms may take time 

to hire new workers. These issues were studied in the same sector-level empirical 

framework that was used above for reforms of network industries (OECD, 2016[9]). 

The study finds that reforms of employment protection legislation that reduce dismissal 

costs are associated with short-term employment losses, but these are reversed within a 

few years on average (Panel B of Figure 15.1). These transitional losses are not sizeable 

when the reform is implemented in an economic upswing. Moreover, they are less acute 

in countries with significant labour market dualism, which are also the countries that 

experience the greatest benefits from reforms that lower the use of fixed-term contracts. 

A similar conclusion was reached by International Monetary Fund (2016[8]) and related 

micro-econometric studies (OECD, 2016[9]). 
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Figure 15.1. The temporary employment costs of regulatory reforms 

 

Note: The figures report point estimates and 90%-confidence intervals of the cumulated percentage change in 

employment due to reforms in network industry regulation (Panel A) and job dismissal regulation for regular 

contracts (Panel B). The estimates refer to a reform lowering the OECD indicator of entry barriers by one 

point (Panel A) and a reform lowering the OECD indicator of employment protection legislation by 0.2 points 

(Panel B). 

Source: OECD (2016[9]), OECD Employment Outlook 2016, http://dx.doi.org/10.1787/empl_outlook-2016-

en, using EU-KLEMS Database, OECD Product Market Regulation Database and OECD Employment 

Protection Legislation Database. 

StatLink 2 http://dx.doi.org/10.1787/888933881781  

One way to avoid a spike in dismissals after a job dismissal reform is the introduction of 

“grandfather clauses”. These clauses preserve entitlements of existing workers, for 

example by applying the new rules only to new hires. The limited available evidence, 

including from Portugal (OECD, 2017[23]), suggests that grandfather clauses help avoid 

the short-term negative effects of EPL reforms and can even have a small positive effect 

on employment in the short run. Grandfather clauses have, however, the downside of 

delaying the desired reform effects on allocative efficiency. Another way to cushion the 

impact of a flexibility-enhancing EPL reform is to accompany it with a simultaneous 

expansion of active labour market programmes, as discussed above. 
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Collective bargaining institutions also influence the short-term costs of EPL or other 

reforms. Co-ordination in wage bargaining helps negotiators take into account the 

macroeconomic effects of reforms (OECD, 2018[24]). In situations where some firms in a 

sector are hit more than others, collective bargaining systems that, within a sectoral 

framework, give individual firms scope to adapt wages and working conditions to their 

individual situation – often referred to as “organised decentralisation” (see Chapter 8) – 

can limit short-term job losses. The higher flexibility to set wages and working conditions 

allows firms to adjust wages or hours instead of employment. Spain’s 2012 labour market 

reform, which coupled a relaxation of EPL with more flexibility in collective bargaining, 

markedly reduced job separations, especially for temporary workers (OECD, 2014[25]). 

Macroeconomic policy support 

The evidence summarised in this section suggests that structural reforms can have 

short-term costs, especially when they are introduced at an unfavourable stage in the 

business cycle. These short-term costs can undermine political support. 

Demand-side (i.e. monetary and fiscal) policies are suited to mitigate a negative impact 

from reforms in the short run when demand is weak and hence to support public backing 

for reforms. The effectiveness of monetary policy in stimulating demand depends on the 

functioning of the financial system and the importance of liquidity- or credit-constrained 

households and firms. The effectiveness of fiscal policy may be enhanced in recessions 

due to a higher multiplier effect (Auerbach and Gorodnichenko, 2012[26]; Blanchard and 

Leigh, 2013[27]).
2
 

Monetary policy is an important tool for ensuring that structural reforms do not have 

disinflationary consequences. However, it has its limits. For example, following the 

global financial and economic crisis monetary policy contributed a lot to sustain activity 

and promote the recovery. But in many advanced economies it also hit the zero lower 

bound, with short-term nominal rates set near zero. To a certain extent, this has been 

overcome through unconventional monetary policy, in particular central banks providing 

forward guidance on long-term nominal rates and buying up bonds of longer maturities. 

It is in cases such as these, when monetary policy is at its limits, that fiscal policy can be 

especially powerful to mitigate the costs of structural reforms and garner political support. 

Fiscal policy also has the advantage of being able to target particular segments of workers 

affected by a reform, for example through active labour market policies. Generally, the 

effect on aggregate demand is likely to be stronger for government spending measures 

than tax cuts. Spending measures have a direct impact on aggregate demand, while tax 

reductions have a more muted effect since they may be saved because of, for instance, 

high uncertainty. In practice, fiscal stimulus measures can be designed on both the 

spending side and the tax side to have a rapid and substantial effect. 

Among public spending measures, investment tends to be the most powerful instrument 

(Fournier and Johansson, 2016[28]; Hijzen et al., 2017[29]). In contrast to boosting current 

public expenditure, higher investment adds to the capital stock and so has not only a 

short-term demand effect but also a longer-term supply effect. In situations with little 

scope for additional monetary stimulus, an expansion in well-designed public investment 

projects can even pay for itself, i.e. raise output more than increase debt, thus reducing 

the public debt-to-GDP ratio (OECD, 2016[30]). 

Some tax reductions can also be put in place to increase household disposable income and 

boost household spending in the short term. While in theory consumption should not 
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respond much to temporary changes in taxes, as households are likely to smooth their 

consumption over their lifetime, the evidence suggests that temporary tax reductions can 

boost consumption in the short term. This is particularly the case for cuts in labour taxes 

or social security contributions targeted at lower-income workers, as spending by this 

group is closely tied to its disposable income due to liquidity constraints (de Mooij and 

Keen, 2012[31]). 

The scope for expansionary fiscal policy may, however, be limited when long-run fiscal 

constraints are significant. During the early 2010s, several southern euro area countries 

faced difficulties to mitigate the short-term impacts of labour market and other reforms, 

due to lack of fiscal space. In such environments, the positive effect from a fiscal 

expansion could even be offset by the contractionary effect through adverse reactions in 

financial markets. These considerations underline the need to create fiscal space in good 

times to be able to use the fiscal lever for promoting demand when needed, not only to 

counteract a negative demand shock, but also to support the implementation of structural 

reforms. 

15.4. Winners and losers of reforms 

Structural reforms can make some people worse off, temporarily or permanently. 

A reform that removes licensing requirements for taxis in urban centres is likely to 

durably reduce incomes of incumbent taxi drivers. Increases in the retirement age reduce 

the time available for leisure of people who will need to work longer. Reforms that 

increase the flexibility of open-ended contracts reduce the job security of workers on 

these contracts (unless these workers continue to be entitled to their old protection rules 

through the grandfathering of the reform). Changes to the systems of unemployment 

insurance and social assistance alter the amount of benefits that persons receive or can 

expect to receive. Initiatives to modify a country’s collective bargaining system can be 

politically particularly sensitive, as they often influence the pay of a large number of 

workers in the economy. 

Most structural reforms create winners and losers. Losing out usually is associated with a 

move down in the wage distribution. A downward move in the wage distribution is likely 

to be especially painful when it comes with a decline in wages or wage growth. Reforms 

can also influence other aspects of job quality, such as job security and satisfaction. As 

insights from behavioural economics suggest, declines in job quality can be particularly 

salient to the people involved. The resistance to the reform by the individuals who are 

negatively affected by the reform can therefore be strong. In some cases, as in the taxi 

example, the weight of affected incumbent workers for political decision-making may be 

disproportionately high, given their ability to organise themselves better than the 

beneficiaries, who are more numerous, but individually gain less than those who lose out 

(Olson, 1971[32]; Boeri et al., 2006[33]). 

Another example for reforms where losses are narrowly concentrated are sector-specific 

deregulations. For instance, in the past extensive regulation in network industries ensured 

that workers in these industries benefited from higher wages and stronger job security. 

The large liberalisation of network industries in nearly all OECD countries over the last 

30 years has changed this situation dramatically, with workers in network industries 

losing out compared with other workers. Such considerations are not unique to network 

industries, but similarly arise in other regulated sectors (Jean and Nicoletti, 2015[34]). 
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To give an idea of the magnitudes involved, in the late 1980s, the average wage premium 

for network industry workers is estimated to have been 16% (Denk, 2016[35]), compared 

with workers who had similar characteristics but were employed in other sectors. Based 

on the data in the OECD Product Market Regulation Database, regulation in network 

industries declined strongly and in 2013 was 60% lighter than 30 years before. This 

liberalisation of network industries has reduced the average wage premium for network 

industry workers to an estimated 6% (Figure 15.2). Without deregulation, every year the 

incomes of network industry workers, relative to other workers, would have been up to 

about 10% higher. 

Figure 15.2. Network industry regulation and wage premium for network industry workers 

 

Note: The figure shows the average regulation of network industries in 21 OECD countries and the associated 

estimated wage premium for workers in this industry. The wage premium measures how much more workers 

in network industries earn compared with workers in other industries who have the same observable 

characteristics (such as age, gender and education). The simulations use the average estimate according to 

which one unit of the regulation index increases the labour earnings of network industry workers by 3.0%. 

Source: Estimations based on Denk (2016[35]), “How Do Product Market Regulations Affect 

Workers? Evidence from the Network Industries”, OECD Economics Department Working Papers, No. 1349, 

http://dx.doi.org/10.1787/5167d865-en, using Eurostat Structure of Earnings Survey, OECD Product Market 

Regulation Database and specific micro-data sources for Australia, Germany, Korea, Switzerland, the 

United Kingdom and the United States. 

StatLink 2 http://dx.doi.org/10.1787/888933881800 

Compensation to people who are adversely affected by a reform has sometimes helped 

make structural reform happen (OECD, 2010[36]; Trebilcock, 2014[37]). It may be implicit, 

for example in the form of “flanking programmes” (such as re-employment services), as 

mentioned in the previous section, but can also involve monetary payments (Høj et al., 

2007[38]).  

From an economic point of view, compensation tends to be more justified when the 

reform creates a disadvantage that workers, or capital owners, could not anticipate at the 

time of their career, or investment, choice. An example are people who have recently 

acquired a firm or paid for a licence (for example for a taxi), not expecting a reform at the 

time of the purchase. Higher competition would reduce the value of the firm or licence, as 

previously expected rents were capitalised in their value. A similar case can arise for 
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laid-off people who committed all their life to working for a protected utility giant in an 

industry that is being opened up to competition by other firms. 

An important judgement in the context of compensation is whether the reform puts people 

at an unfair disadvantage relative to other workers. Workers adversely affected by higher 

import competition often fall in this category, which motivates programmes such as the 

Trade Adjustment Assistance in the United States. In other instances, however, reforms 

can reduce wages or job quality, but not in an unfair way, even if the reform was not 

expected. This is the case when regulatory reforms reduce large economic rents, while 

nevertheless leaving some rents. Compensations to people who lose out but continue to 

be advantaged, although to a lesser extent than before, can be unfair towards others 

funding the compensation to these workers or capital owners (Cournède et al., 2016[39]). 

A further consideration is that reforms that lower the wage premium in regulated sectors 

do not necessarily decrease the wage growth of workers in the deregulated sectors, if the 

overall wage increase generated through higher economy-wide productivity offsets the 

fall in their relative wages. For the case of network industries, simulations suggest that 

the income-enhancing effects of past reforms in these industries have almost exactly 

offset the fall in the wage premium, so that network industry workers have experienced a 

relative, but no absolute decline in wage growth following the reform. It is not clear that 

workers should be compensated for the loss of their relative income status, which was due 

to regulation, even when they keep the same wage level. 

Compensation can have the additional downside of encouraging behaviour that reduces 

efficiency. The anticipation of compensation may induce ex-ante rent-seeking and lower 

incentives to promote productivity (Kaplow, 2003[40]). Paying compensation could hence 

even harden resistance to reform, since incumbents may seek to maximise pay-outs. At 

least in principle, an arguably fairer and more efficient “compensation strategy” would be 

to reform product and labour markets very broadly rather than narrowly in certain sectors 

or segments. As illustrated above, this strategy can offset the relative losses in wage 

growth that workers may experience from greater competition in their sector with 

purchasing power gains from parallel reforms in other sectors (Blanchard and Giavazzi, 

2003[11]; Gersbach, 2004[41]). 

Conclusion 

Labour market and other policy reforms have the potential to promote stronger and more 

inclusive labour markets and economies. Nevertheless, this has not made them universally 

popular or easy to enact. This chapter has shed new light on how a better preparation, 

design and timing of reforms can enhance their political feasibility and attractiveness. The 

most important lessons from the analysis can be summarised as follows. 

Structural reforms are best undertaken during good economic times 

Structural reforms are often undertaken when the status quo is no longer sustainable and 

thus in many cases during an economic downturn. However, the evidence clearly suggests 

that structural reforms tend to have the smallest – if any – side effect on employment when 

implemented in good times. For example, when demand for their products is high, relaxing 

job protection regulations will not entice firms to shed much of their workforce. Even when 

reforms temporarily depress domestic demand, a favourable climate in trading partners’ 

economies can make the benefits from reform become visible more rapidly. The general 

message is that, when the economy does well, there is no time for complacency. 
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To ensure success, reforms require political leadership and broad support 

Most structural reforms involve trade-offs and thus are not supported by everyone in 

society. At the same time, however, successful reforms require a critical mass of electoral 

and political support. Broad acceptance of the need to reform is often easier built in crisis 

situations. Generally, a strong leadership and evidence base, rigorous evaluation after the 

reform and effective communication (including by using new technologies) can help 

ensure success of a reform and continued support. Solid evidence and evaluation require 

investing in data collection, where the necessary data for monitoring compliance and 

outcomes are not available. Another element that facilitates the adoption and 

implementation of good reforms is high levels of co-operation and trust between the 

government, employers and workers. 

Addressing their short-term challenges can help build support for reforms 

Some structural reforms may entail labour market costs during the transition. Monetary 

and especially fiscal policies can help cushion potential short-term contractionary effects. 

In terms of fiscal policy, stepping up active labour market policies and temporarily 

increasing unemployment benefit levels or durations are likely to be most suited to both 

boost aggregate demand and support people who are most affected. Clever design can 

also help contain short-term costs. For example, in the context of job dismissal reforms, 

“grandfather clauses” that preserve old entitlements protect current jobs and avoid a spike 

in layoffs, but may delay the benefits of reform. 

Policies that support those who may lose out can help make reform happen 

To ensure political support and broad increases in well-being, governments may design 

reforms in a way that they embed compensatory elements for those who are most likely to 

be negatively affected. Compensation is often implicit, for example when it comes in the 

form of activation programmes, but sometimes it can also involve money transfers. As a 

general rule, compensation strategies are more likely to be warranted for reforms creating 

a disadvantage that workers did not foresee at the time they made their career choice. By 

contrast, reforms that remove privileges to certain firms or workers lead to incumbents 

losing out, but only insofar as they no longer benefit from unfair advantages. 

Compensatory payments are in these cases harder to justify, although they may still help 

make structural reform happen. 

Notes 

 
1
 Following the general election in 1998, the new government established the Pact for Work, 

Education and Competitiveness. Trade unions hoped that weaker wage growth would create jobs; 

employer associations saw the benefits of lower relative labour costs; and the government 

supported take-home pay and external competitiveness by reducing social security contributions 

financed with higher indirect taxes. 

2 
Chapter 13 in this Volume discusses the roles of monetary and different fiscal policies for labour 

market resilience. 
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Chapter 16.  Boosting labour market performance in emerging economies 

This chapter uses the Jobs Strategy framework to discuss how emerging economies can 

confront the dual challenge of low productivity and inclusiveness in a context of 

widespread informality. Pervasive informality implies that large parts of the workforce 

do not have access to social insurance or basic regulatory protections. It also limits the 

ability of the government to collect taxes and hence the resources at its disposal to 

confront the challenge of promoting inclusive growth. A comprehensive approach is 

needed that simultaneously promotes formality and reaches out to the most vulnerable.  
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Introduction 

Promoting inclusive growth is a major policy challenge in emerging economies. 

Compared with the typical OECD economy, emerging economies generally exhibit much 

lower standards of living and higher levels of inequality. In addition, emerging economies 

also have to face up to pervasive labour informality. Widespread informality implies that 

large parts of the workforce are effectively beyond the reach of the government and do 

not have access to social insurance or regulatory protections. Moreover, informality limits 

the ability of the government to collect taxes and hence the resources at its disposal to 

promote inclusive growth.  

This chapter uses the Jobs Strategy framework to discuss how emerging economies can 

enhance labour market performance, and more specifically, confront the dual challenge of 

low productivity and low inclusiveness, in a context of widespread informality. To this 

end, it focuses on emerging economies that have a link with the OECD, namely 

Argentina, Brazil, Chile, China, Colombia, Costa Rica, India, Indonesia, Mexico, 

Kazakhstan, Peru, the Russian Federation, South Africa, Thailand, Tunisia, and Turkey. 

Given the enormous diversity in this group of countries in terms of income, size, 

demography, and institutions, the nature of the challenges and the most appropriate policy 

responses may differ substantially and can only partially be reflected given the scope of 

this chapter.  

The issues discussed in the chapter may not only be of interest to policy-makers in 

emerging economies, but also to those in more advanced economies. The advent of the 

platform economy, and associated rise in self-employment, has raised difficult questions 

about differences in regulatory treatment between dependent employees and 

self-employed. Emerging economies have been struggling with similar issues for a long 

time due to the importance of informal work. In recent years, this has resulted in the 

development of innovative social protection schemes that provide interesting insights also 

for more advanced economies.  

The chapter is organised as follows. Section 16.1 describes the dual challenge of low 

productivity and inclusiveness in a context of pervasive informality. Section 16.2 

discusses the role of policies and institutions for promoting productivity and formality, 

while Section 16.3 discusses how policies and institutions can promote inclusiveness 

without undermining formality. The final section concludes.  

16.1. Key challenges 

The emerging economies considered in this chapter share a dual challenge of (1) low 

productivity and (2) low labour market inclusiveness. For both these challenges, curbing 

informality plays a key role. 

Economic development is lagging  

Economic development is much lower in emerging economies than in the typical 

OECD country. The gap in gross domestic product (GDP) per capita between emerging 

economies and the OECD average varies between 40% (Turkey) and 87% (India) 

(Figure 16.1, Panel A). In other words, the average income in emerging economies is 

roughly two to ten times lower than that in the average OECD country.  

Low economic development mainly reflects lagging productivity. Across the covered 

emerging economies, labour productivity is between 84% (India) and 18% (Turkey) 
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below the OECD average (Figure 16.1, Panel A). All countries except Argentina, Mexico, 

and Turkey have experienced productivity convergence during the last few decades, as 

productivity growth has exceeded the OECD average (Figure 16.1, Panel B). However, 

the degree of productivity convergence has varied substantially, with particularly fast 

convergence in the East and Central Asian countries considered here.  

Figure 16.1. Productivity levels are well below the OECD average, despite some catch-up in 

recent decades 

 

Note: Panel A: Data refer to 2017, except for Brazil, China, Costa Rica, India, the Russian Federation and 

South Africa (2016). Panel B: Data refer to 1997-2017 except for Brazil, China, Costa Rica, India, the 

Russian Federation and South Africa (1997-2016). 

Source: OECD Compendium of Productivity indicators for OECD countries, Brazil, China, Colombia, Costa 

Rica, India, Indonesia, Russian Federation and South Africa; Word Bank, World Development indicators for 

Argentina, Kazakhstan, Peru, Thailand, and Tunisia.  

StatLink 2 http://dx.doi.org/10.1787/888933881819 

To promote productivity in emerging economies, improvements are needed across the 

board in all firms, but particularly at the bottom of the productivity distribution. 

Compared with more advanced economies, the distribution of productivity across firms 

tends to be more dispersed, with a long fat tail of low-productivity firms (Bloom et al., 

-100

-80

-60

-40

-20

0

20

40

A. Decomposition of GDP per capita
Difference compared to the OECD average

Productivity (%) Employment to population (p.p.) GDP per capita (%)

-90

-80

-70

-60

-50

-40

-30

-20

-10

00

2

4

6

8

10

12
%%

B. Productivity growth and gap

Average annual growth rate (1997-latest year) Gap compared to OECD (latest year,right axis)

http://dx.doi.org/10.1787/888933881819


350 │ 16. BOOSTING LABOUR MARKET PERFORMANCE IN EMERGING ECONOMIES 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 

  

2010[1]; Levy and López-Calva, 2016[2]; Bento and Restuccia, 2017[3]). Low-productivity 

work typically reflects the abundance of people with poor basic skills and the demand for 

low-quality goods and services by these same workers and their families (La Porta and 

Shleifer, 2014[4]).  

In addition to boosting productivity, promoting economic development also requires 

raising employment, and particularly labour force participation. Bringing employment 

rates to OECD levels would reduce the gap in GDP per capita between emerging 

economies and the OECD on average by four to five percentage points (Figure 16.1, 

Panel A). This mainly requires boosting labour force participation, particularly among 

women (see Box 16.1). Unemployment tends to be less of an issue.
1
 This is in part related 

to the fact that most workers can ill afford being unemployed for extended periods of time 

since unemployment benefit systems generally have low coverage or are non-existent 

(OECD, 2015[5]).  

Jobs tend to be of poor quality and inclusiveness is low  

A second key policy priority is to promote inclusiveness by ensuring that the gains from 

productivity growth are broadly shared and by protecting vulnerable workers against 

financial hardship and social exclusion. This requires supporting job quality, tackling 

excessive inequalities and eliminating extreme poverty.  

Figure 16.2. Emerging economies exhibit low wages and high wage inequality 

 

Note: Earnings quality is measured as the general mean of earnings with high inequality aversion, while 

earnings inequality is measured by the corresponding Atkinson inequality index. Calculations are based on 

gross hourly earnings for 2015 except for Costa Rica and Indonesia (2016), Argentina and the Russian 

Federation (2013) and India (2012). The OECD average is a simple average of earnings quality. 

Source: OECD countries: OECD Earnings Quality Database; OECD Secretariat calculations based on 

Encuesta Permanente de Hogares (EPH) for Argentina, Pesquisa Nacional por Amostra de Domicilios 

(PNAD) for Brazil, Gran Encuesta Integrada de Hogares (GEIH) for Colombia, Encuesta Continua de 

Empleo (ECE) for Costa Rica, National Sample Survey (NSS) for India, Sakernas for Indonesia, Russia 

Longitudinal Monitoring Survey for the Russian Federation and National Income Dynamics Study (NIDS) for 

South Africa. 

StatLink 2 http://dx.doi.org/10.1787/888933881838 
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Job quality is a major concern in emerging economies. Lower earnings quality compared 

to the OECD average reflects both substantially lower average earnings and higher levels 

of earnings inequality (Figure 16.2). To an important extent, this results from the low 

levels and wide dispersion of productivity as discussed above. Workers in emerging 

economies also tend to be more vulnerable to labour market risks than their counterparts 

in more advanced economies (OECD, 2015[6]). In most emerging economies, this 

primarily reflects the risk of falling into extreme low pay.
2
 The quality of the working 

environment is also generally lower in emerging economies compared with 

OECD countries. One indication of this is the higher incidence of working very long 

hours (OECD, 2015[6]).
3
  

Box 16.1. Closing gender gaps in the labour markets of emerging economies 

Gender gaps in labour force participation and education have shrunk, but progress is uneven 

Over the past three decades, women throughout the emerging world have been catching up with 

men in a number of labour market outcomes. One of the most notable improvements has been an 

unprecedented increase in female labour force participation, but progress has been very uneven 

across emerging economies. The most significant improvements have been recorded in Latin 

America, particularly in Chile and Costa Rica, where the participation gap has fallen by 

1 percentage point per year since the mid-1999s. The largest gaps remain in Tunisia, India, and 

Indonesia. Low-skilled women from poor families, however, continue to face substantial 

participation gaps throughout the world.  

Gender gaps in educational attainments have also generally been shrinking in recent decades. 

Enrolment rates in primary and secondary education are almost identical for boys and girls, and in 

many countries women are now attending tertiary education more frequently than men. The most 

remarkable improvements have been recorded in Tunisia, China, Turkey, Indonesia, and India. 

However, girls’ educational performance lags behind in mathematics and often in science, which, 

in conjunction with biased social norms regarding gender roles, results in a lower share of girls to 

study and work in STEM-related fields (science, technology, engineering, and mathematics). 

Average improvements in school attainment also hide the fact that girls from poorer families are 

still much less likely to be enrolled in school at all levels of education. Closing these remaining 

gaps in education is an important policy objective. 

Women continue to hold worse jobs than men 

Women tend to have lower-quality jobs than men in emerging economies. The sectors and 

occupations where women most typically work tend to be less productive and pay lower wages. 

This is related to the fact that women are more likely to have informal jobs than men. Moreover, a 

large share of working women (often the majority) are self-employed, and they typically own 

smaller, less successful, and more often informal businesses than men. Credit constraints, as well 

as gaps in financial literacy and business-related knowledge, are among the key drivers of gender 

gaps in entrepreneurship. As a result, the gender pay gap in emerging economies is even larger 

than in OECD countries. Most worryingly, wide gender pay gaps persist when comparing workers 

with the same level of education and in similar jobs. Women in emerging economies also have less 

secure jobs, facing higher risks of both unemployment and extreme low pay (OECD, 2015[6]).  

A key driver of gender inequality in emerging economies continues to be the uneven distribution 

of household and family care between men and women. Action is required to promote flexible 

work arrangements, make parental leave more effective, and fight gender discrimination. 

Source: This box has been prepared by Paolo Falco (OECD) based on OECD (2016[7]), “Closing gender gaps 

in the labour markets of emerging economies: The unfinished job”, in OECD Employment Outlook 2016, 

https://doi.org/10.1787/empl_outlook-2016-8-en. 

https://doi.org/10.1787/empl_outlook-2016-8-en
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Labour market inclusiveness in emerging economies tends to be low (see Chapter 3). The 

low-income rate, i.e. the share of persons in households with a disposable income of less 

than half the median, tends to be high. While on average across the OECD, about one-in-

ten people live in poor households, this ratio ranges from one-in-four in China to one-in-

eight in the Russian Federation across emerging economies. Elevated low-income rates 

reflect both high pay inequality and high rates of inactivity among disadvantaged groups, 

such as youth and older workers with low skills. Income inequalities between men and 

women also remain large (Box 16.1).  

At the same time, considerable progress has been made in eradicating extreme poverty 

rates in most emerging economies, although it remains a pressing policy concern in some. 

The percentage of the population living on less than USD 1.90 per day in 2011 

purchasing power parity (PPP), the international extreme poverty line as used by the 

World Bank, is around 20% in India and South Africa, and remains between 3% and 7% 

in Brazil, Peru, Colombia, and Indonesia. Extreme poverty rates went down in all 

countries during the last few decades. Progress has been particularly impressive in China 

and Indonesia, where extreme poverty rates went down from around 45% in the mid-90s 

to 1% (China) and 7% (Indonesia) now (World Bank, 2016[8]). 

Informality is pervasive 

Weak productivity and limited inclusiveness are for an important part related to 

informality, where workers and firms are partially or fully outside the remit of regulation 

and do not contribute to social insurance.  

Informal employment is persistently high among emerging economies, albeit with 

significant cross-country variation (Figure 16.3). Among the countries considered, 

informality rates range from about 30% in Chile to around 90% in India. Informality is 

common among very different groups of workers, including own-account workers, family 

workers and self-employed, but also unregistered wage employees in formal or informal 

firms (OECD, 2009[9]). In some cases, it reflects a subsistence strategy in the absence of 

opportunities for formal wage employment, while in others, it reflects a voluntary choice 

as workers opt out of formality to avoid having to pay social security contributions and 

taxes (Perry et al., 2007[10]; Meghir, Narita and Robin, 2015[11]). 

Informality rates went down in all the emerging economies considered here, but only 

slowly. Informality tends to shrink as an economy develops. However, this is not an 

automatic process, as informality depends on many different factors, including the ability 

of successful formal firms to attract suitable workers (Díaz et al., 2018[12]). Moreover, 

rapid population growth, especially among the poor, can slow formalisation, as it sustains 

the supply of low-skilled informal workers and the demand for low-quality goods (La 

Porta and Shleifer, 2014[4]).
4
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Figure 16.3. Informality rates have only decreased slowly 

Informally employed persons as a % of the working-age employment 

 

Note: Informality is defined to include: i) employees who do not pay social security contributions; and 

ii) self-employed who do not pay social security contributions or whose business is not registered.  

Source: OECD calculations based on the Encuesta Permanente de Hogares (EPH) for Argentina, Pesquisa 

Nacional por Amostra de Domicilios (PNAD) for Brazil, the CASEN for Chile, Gran Encuesta Integrada de 

Hogares (GEIH) for Colombia, Encuesta Continua de Empleo (ECE) for Costa Rica, the National Sample 

Survey (NSS) for India, the Sakernas for Indonesia, Encuesta Nacional de Ocupación y Empleo (ENOE) for 

Mexico, Encuesta Nacional de Hogares (ENAHO) for Peru, the QLFS for South Africa and the HLFS for 

Turkey. 

StatLink 2 http://dx.doi.org/10.1787/888933881857 

High and persistent informal employment represents a major policy concern and greatly 

complicates the challenge of promoting strong productivity growth and more inclusive 

labour markets.  

 Informality is associated with low productivity and hinders productivity growth. 

Informal firms are highly overrepresented in the bottom of the size and 

productivity distribution (Hsieh and Klenow, 2009[13]; Li and Rama, 2015[14]; 

OECD, 2018[15]). Informal firms tends to be small since this allows them to stay 

under the radar of enforcement agencies and minimise the risk of detection. 

However, this also tends to hold down productivity growth as it prevents them 

from reaching an efficient scale of production and limits their access to credit. 

Moreover, informality can provide a source of unfair competition to formal firms 

and thereby weaken incentives for formal-sector development.
5
  

 Informality is closely related to low labour market inclusiveness, not least because 

large portions of the workforce are left unprotected from statutory or collectively 

agreed labour standards as well as social insurance.
6
 Moreover, mobility rates 

between informal and formal employment tend to be relatively low, suggesting 

that the job-quality gap associated with informal work can be highly persistent 

over time (Bosch and Esteban-Pretel, 2012[16]; Cruces, Ham and Viollaz, 2012[17]; 

OECD, 2015[6]).
7
 Finally, persons from groups associated with a weaker labour 

market position, such as low-skilled youth, women or older workers, are much 

more likely to work informally than others (OECD, 2008[18]). 
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 Informality limits the capacity of the state to collect taxes and hence the resources 

that can be used to promote inclusive growth, through for example public 

investment in infrastructure and education and the development of labour market 

programmes (Besley and Persson, 2014[19]). It also limits the degree of 

redistribution that can be achieved through the taxes-and-benefits system.  

In sum, promoting labour market performance in emerging economies requires 

confronting the dual challenge of low productivity, on the one hand, and low labour 

market inclusiveness, on the other. While these challenges are not too different from 

those faced by more advanced economies (Chapter 2), the context is very different due to 

the presence of pervasive informality. This greatly limits the reach of employment and 

social policies and the financial resources available for government action. Any strategy 

for promoting better labour market performance in emerging economies should therefore 

take account of the importance of informality.  

16.2. Promoting productivity growth and tackling informality 

Tackling informality requires a comprehensive strategy that simultaneously addresses all 

the main factors that drive it. Past experience suggests that narrow reforms that focus on 

only one specific element affecting formality tend to have only modest effects (Bruhn and 

McKenzie, 2014[20]). A comprehensive approach to tackling informality should focus on 

the following elements: i) the development of relevant skills and their efficient use in the 

labour market; ii) lowering the costs of formality while enhancing its benefits; 

iii) improving the efficiency of enforcement.  

Attaining a skilled workforce and reducing skill mismatch 

A skilled workforce is a major determinant of economic and labour market performance 

(Gennaioli et al., 2013[21]). Differences in human capital account for about half of the 

difference in GDP per capita between Latin-American countries and OECD countries 

(Hanushek and Woessmann, 2012[22]). The importance of a skilled workforce reflects 

both the greater likelihood that skilled workers are employed, as well as their tendency to 

be more productive in their jobs. Skills also facilitate the dissemination of productivity-

enhancing technologies and can thereby help lagging firms to catch up with the 

technological frontier.  

Skill development is also very important for reducing informality. For example, in 

Colombia, skill upgrading explains two thirds of the reduction in informality from 70% in 

2007 to 62% in 2017 (IMF, 2018[23]).
8
 Formal work necessitates higher productivity and 

more skilled workers to compensate for the costs of social security contributions, personal 

income taxes and complying with regulatory requirements. It is therefore not surprising 

that low-skilled workers are overrepresented in informal work and typically have weak 

prospects of moving to formal work (OECD, 2015[24]; Cruces, Ham and Viollaz, 2012[17]).  

Improving educational enrolment and the quality of education 

While emerging economies have made impressive progress in expanding coverage of 

basic education, enrolment rates of secondary and tertiary education need to be improved 

to promote the further upskilling of the workforce.
9
 In addition, the overall quality of the 

educational system requires further attention. According to the Programme for 

International Student Assessment (PISA), the average level of skills among high-school 



16. BOOSTING LABOUR MARKET PERFORMANCE IN EMERGING ECONOMIES │ 355 
 

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018 
  

students in emerging economies remains well below the OECD average and 

improvements over time have been modest.  

Poor educational outcomes can be ameliorated by ensuring that sufficient financial 

resources are available for public spending on education, by enhancing the collection of 

taxes and addressing informality. Governments in emerging economies tend to spend less 

as a share of GDP on education than OECD countries. This reflects lower public spending 

overall rather than a lower spending priority for education, since emerging economies 

tend to devote a larger share of their public budget to education than more advanced 

economies.  

Fiscal constraints highlight the importance of making spending more effective. This can 

be done by promoting early childhood education, in particular among children in poor 

households since this increases the motivation for further study and its effectiveness 

(Heckman, 2006[25]; Kugler et al., 2018[26]). Other cost-effective measures include 

providing information about school quality and returns to schooling, promoting teacher 

quality, and using digital technologies in the provision of education services (Ganimian 

et al., 2016[27]; World Bank, 2018[28]).  

Tackling pervasive skill mismatch  

While improving the supply of skills is critical, it is equally important that the skills 

provided by the education system correspond to the skills that are required by firms and 

that the labour market matches workers to jobs in which they can put their skills to their 

best possible use. Skill mismatches prevent firms and workers from reaching their full 

potential, resulting in lower productivity, wages and job satisfaction (Mcgowan and 

Andrews, 2015[29]; OECD, 2017[30]). Moreover, mismatches lower the returns to 

education, and therefore, the incentives for workers to invest in education (Levy and 

López-Calva, 2016[2]).  

Skill mismatch tends to be high in emerging economies. In each of the emerging 

economies for which suitable data are available, skill mismatch exceeds the average level 

in the OECD (Figure 16.4). Moreover, with the exception of South Africa, 

overqualification tends to be relatively more important than underqualification, in 

contrast to OECD countries where underqualification tends to be somewhat more 

important on average.  
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Figure 16.4. Skill mismatches are high in emerging economies 

Percentage of mismatched workers  

 

Note: Mismatch is calculated as the share of individuals with a higher (overqualification) or lower 

(underqualification) level of qualification than the modal level in his/her occupation. 

Source: OECD Skills for Jobs Database, 2018, https://stats.oecd.org/Index.aspx?DataSetCode=MISMATCH. 

StatLink 2 http://dx.doi.org/10.1787/888933881876 

Skill mismatch can be reduced by ensuring that the educational system provides the skills 

needed by employers, the labour market allows for an efficient matching between 

workers and firms and worker skills are fully used in the workplace.  

To ensure that students leave the educational systems with the skills required by formal 

employers, it is essential to strengthen the links between the world of education and the 

world of work. One promising way of doing this is by combining classroom learning with 

workplace training, including through the use of apprenticeships. This not only promotes 

skill acquisition and ensures that training programmes correspond to employer needs, but 

also provides youth with valuable work experience in formal firms (OECD, 2015[24]). The 

Colombian Jovenes en Acción programme, for instance, which combines classroom 

training with an internship in the formal sector, increased the probability of working 

formally and raised earnings up to ten years after programme completion (Attanasio et al., 

2015[31]; OECD, 2016[32]).  

Reducing skill mismatch also requires an efficient matching of worker skills with firm 

needs. This requires good information about the skills of workers and the available job 

opportunities. Skills accreditation programmes, such as the Recognition of Prior Learning 

programme in South Africa (OECD, 2017[33]), can help providing better information 

about worker skills, while information about job vacancies can be disseminated through 

online platforms or the public employment services, including towards disadvantaged 

groups. Efficient skills matching also requires that workers can easily move across jobs 

and firms can adjust their workforce in line with emerging challenges and opportunities. 

Among other things, this requires sufficiently flexible product markets and employment 

protection regulations, coupled with effective employment and social policies that support 

workers rather than their jobs (see discussion below).  
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Another way of reducing mismatch is to promote the use of skills in the workplace by 

investing in the competences of entrepreneurs and promoting the use of high performance 

management and work practices (Bloom et al., 2013[34]; Bloom et al., 2018[35]). This is 

also likely to support formal-sector development since better skilled managers can deal 

more easily with the administrative processes that come with formality.
10

 Moreover, high-

performance management and work practices are likely to be more effective in formal 

firms since they tend to be part of a long-term strategy based on stable employer-

employee relationships.  

Lowering the costs of formality while enhancing its benefits 

Promoting productivity growth crucially requires a business-friendly environment in 

which formal jobs can flourish. This includes a legal system that enforces property rights 

and contracts in a fair and timely manner (Quatraro and Vivarelli, 2015[36]). Having the 

legal power to demand that contracts are upheld is a major advantage of being in the 

formal sector and should be guaranteed by the government. An effective judiciary is also 

key for productivity growth, as it allows formal firms to access credit, reduces uncertainty 

to foreign investors, and supports the participation in global value chains (Perry et al., 

2007[10]).  

In many emerging economies, stringent product market rules hold back competition, 

productivity growth and the creation of formal jobs (Koske et al., 2015[37]). Barriers to 

entrepreneurship, trade and investment tend to be considerably higher in emerging 

economies than in more advanced OECD countries. They tend to protect incumbents 

against competition from outsiders by imposing high administrative hurdles to potential 

entrants. State control, as reflected by high shares of public ownership in the market 

sector, also tends to be more important. Pro-competitive reforms can promote 

productivity growth by: improving the operational efficiency of firms and the efficient 

allocation of resources (OECD, 2016[38]); enhancing institutional quality by reducing the 

scope for rent-seeking behaviour and corruption (Rijkers, Arouri and Baghdadi, 2016[39]); 

and fostering formal-sector job creation by reducing the administrative costs of 

registering or running a business.  

Labour taxes should be kept moderate as they can represent a substantial cost for the 

creation of formal jobs, particularly of low-skilled ones (Cano-Urbina, 2015[40]; Bosch 

and Esteban-Pretel, 2012[16]; Frölich et al., 2014[41]). While labour tax rates tend to be 

similar or lower on average than in OECD countries, they tend to be much higher for low-

wage workers (OECD, 2015[5]). This reflects a much greater reliance on social security 

contributions, which tend to be proportional to income, as opposed to personal income 

taxes, which tend to be more progressive. This has potentially important implications not 

only for labour market inclusiveness, but also the attractiveness of being formal. To the 

extent that there is a strong link at the individual level between social security 

contributions and entitlements, a significant labour tax wedge may not have important 

implications for the choice between working formally or informally. However, incentives 

to work formally tend to be weakened if: i) social security has a significant redistributive 

component, ii) the social security system does not provide value for money due to poor 

management; or iii) workers do not value entitlements because they are short-sighted.
11

 

To strengthen the incentives of working formally, one possibility could be to reinforce the 

link between entitlements and contributions. Another is to promote incentives for 

formality among low-wage workers by making labour taxes more progressive. This can 

be achieved through the use of exemptions from social security contributions for low-
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wage workers or by relying more strongly on general taxation, including progressive 

personal income taxes.  

Labour market regulation has traditionally been a popular instrument for governments in 

emerging economies to ensure adequate working conditions, but it should be used 

carefully to avoid unnecessarily adding to the cost of formal employment. While the 

design of occupational and safety regulations should be driven primarily by 

considerations over the wellbeing of workers rather than their costs to firms, this is less 

obvious in other regulatory areas. Indeed, employment protection regulations and 

statutory minimum wages could be considerably lightened in certain emerging 

economies, provided that effective social-assistance and unemployment-insurance 

systems are in place.
12

 Such an approach is likely to increase the attractiveness of 

formality to firms by reducing payroll and dismissal costs, while at the same time provide 

more effective protection to workers and their families (see Section 16.3).  

Enhancing compliance through enforcement, social dialogue and social norms 

Tackling informality also requires enhancing compliance with regulations through an 

effective judiciary, well equipped labour inspectorates and the involvement of the social 

partners. Compliance can also be enhanced through the establishment of social norms that 

promote a responsible business conduct.  

The effective enforcement of labour, tax and social security regulations is essential for 

combatting informal employment. In most emerging economies, this requires additional 

resources for labour inspectorates since labour inspectors tend to be few and their training 

insufficient.
13

 At the same time, limited resources can often be used more efficiently by 

applying risk-assessment methods to target non-complying firms and workers, such 

as small firms and firms in the service sector (OECD, 2008[18]). To avoid the risk that 

enforcement further worsens the position of already vulnerable workers in the labour 

market (Ulyssea, 2010[42]; Ulyssea, 2018[43]; Almeida and Carneiro, 2012[44]), it should 

not be overly harsh, by balancing sanctions in case of non-compliance with technical 

assistance to help workers and firms navigate administrative processes.  

Collective bargaining and social dialogue can play a key role in ensuring that labour 

market regulations and labour standards are upheld. Trade unions as well as other forms 

of collective worker representation are well placed to raise instances of non-compliance 

and provide a voice to workers. However, unionisation rates tend to be very low in 

emerging economies (OECD, 2018[45]). This partly reflects the fact that the rights of 

freedom of association and collective bargaining are often not well respected. 

Governments should make greater efforts to protect these rights and to promote 

constructive social dialogue more generally.  

Social norms can contribute to compliance with labour laws by promoting the responsible 

business conduct of firms. The OECD Guidelines for Multinational Enterprises are the 

most encompassing government-supported instrument to promote the responsibility of 

employers for the quality of employment conditions and industrial relations in their 

business operations and supply chains (see Chapter 7). Among other things, they commit 

governments to encourage multinational enterprises to contribute to the effective 

abolition of child and forced labour, tackle discrimination, promote the right of worker 

representation, enhance health and safety in the workplace, and mitigate the adverse 

effects of collective layoffs.  
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16.3. Protecting workers 

Productivity growth is a necessary but not a sufficient condition for broadly shared 

increases in living standards. It is equally important that vulnerable workers are protected 

against financial hardship and social exclusion by effective social protection systems.
14

 

When considering different options for strengthening social protection due consideration 

should be given to the possible effects of taxes and benefits on work incentives, notably 

those for formal work. 

Strengthening social protection  

Social protection in emerging economies is generally much weaker than in more 

advanced OECD countries. It is also largely focused on formal workers, leaving an 

important share of the population vulnerable to poverty and economic shocks.  

Weak social protection in part reflects low social spending. Overall public social 

expenditure as a share of GDP falls well short of the average level in the OECD, and is 

even half that level in some emerging economies (OECD, 2016[46]). This is partly related 

to the pervasiveness of informality and the constraints that this places on the ability to 

collect taxes. Given the difficulty of expanding the budget for public social expenditures 

in the short-term, a strong targeting of social expenditures towards the most vulnerable is 

needed (OECD, 2015[5]). 

However, contributory social insurance programmes account for the bulk of public social 

expenditures in emerging economies, while their coverage, by definition, is limited to 

formal workers (OECD, 2010[47]).
15

 As a result, the impact of social insurance benefits on 

the income distribution tends to be regressive, whereas such benefits typically have a 

strong inequality-reducing effect in more advanced economies (Causa and Hermansen, 

2017[48]). Even among formal workers, the effectiveness of social insurance tends to be 

limited due to the combination of patchy coverage, and low levels of benefits or, in some 

countries, the complete absence of key programmes such as unemployment insurance.  

Non-contributory social assistance benefits can make a potentially important contribution 

to alleviating financial hardship in emerging economies since they can be targeted at 

those who need it most, including informal workers. In practice, however, the 

effectiveness of social assistance in rolling back poverty is often limited, due to a 

combination of insufficient resources, resulting in benefits that are not sufficiently high to 

lift families out of poverty, as well as poor targeting, due to the difficulty of means-

testing in emerging economies.
16

  

Strengthening labour market inclusiveness requires reinforcing social assistance in 

countries where informality remains pervasive and existing programmes are not 

sufficiently effective in addressing financial hardship. Strengthening social insurance is 

also important to protect formal workers against labour market risks and to avoid that 

adverse career events drive people into informality.  

Protecting the most vulnerable against financial hardship 

Various approaches to social assistance have emerged  

The principal objective of social assistance is to reduce poverty, tackle social exclusion 

and promote economic development by focusing on poor segments of the population 

irrespective of their labour market status. During the past twenty years, there has been a 
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proliferation of large-scale, and sometimes innovative, cash transfers (CT) programmes in 

emerging economies.
17

 One can differentiate three broad classes (Barrientos, 2016[49]): 

 Unconditional cash transfers (UCT), usually targeted to poor households with 

older household members. Examples of UCTs beyond old-age pensions include 

the Chinese Di Bao system which seeks to provide a guaranteed minimum income 

for all households and South Africa’s Child Support Grant which provides income 

support to caregivers of children. UCT programmes do not impose any conditions 

beyond being below the income (or wealth) threshold.  

 Conditional cash transfers (CCT) programmes, which provide income support to 

poor household that comply with certain behavioural requirements in relation to 

education or health (e.g. school attendance, vaccinations, health clinic visits). 

Apart from reducing poverty, CCTs also seek to promote equal opportunities and 

long-term economic growth by investing in the education and health of children. 

Examples include Bolsa Familia in Brazil – currently the largest CCT in 

operation worldwide – and Prospera in Mexico (formerly known as 

Oportunidades). 

 Integrated anti-poverty programmes, which combine income support to the poor 

with interventions that seek to address the structural causes of poverty. This 

recognises the need for a comprehensive approach to tackling the often multiple 

barriers to durably moving out of poverty.
18

 The best known example is Chile 

Solidario which combines income support with personal counselling and access 

to social services (e.g. education, employment, healthcare, housing and justice).  

Cash transfers do not need to entail negative employment effects  

CTs typically play a significant effect in reducing financial hardship among benefit 

recipients. The evidence suggests that households receiving social benefits have higher 

incomes and increase their consumption (Bastagli et al., 2016[50]). This means that the 

effect of benefit receipt is not fully offset by adverse effects on work incentives and that 

benefits play a potentially important role in alleviating liquidity constraints (Banerjee 

et al., 2017[51]). 

However, CTs tend to have modest effects on reducing poverty and inequality. This 

reflects a combination of low benefit generosity – benefits typically do not exceed 20% of 

the average wage (OECD, 2011[52])
19

 – and poor targeting due to the use of proxy-means 

tests (OECD, 2010[47]). Inaccurate targeting tends to give rise to significant errors of 

exclusion, i.e. eligible households who not receive income support, in some cases well 

over 50% of potential beneficiaries, implying that financial hardship in many cases 

remains unaddressed. Errors of inclusion, i.e. non-eligible households who receive 

benefits, tend to be smaller, but remain far from negligible, raising important questions 

about the efficiency of public spending (OECD, 2010[47]; Soares, Ribas and Osório, 

2010[53]; Golan, Sicular and Umapathi, 2017[54]; Larrañaga, Contreras and Ruiz-Tagle, 

2012[55]).  

CTs in emerging economies typically do not generate strong negative employment effects 

for a number of reasons (OECD, 2011[52]; Banerjee et al., 2017[51]; Banerjee et al., 

2017[51]).
20

 First, benefit recipiency is not conditional on labour market status, as tends to 

be the case in more advanced OECD countries. CTs are typically seen as a complement to 

subsistence incomes rather than a response to joblessness. This means that joblessness is 

generally not a condition for eligibility.
21

 Second, the use of crude and infrequent means 
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tests to determine initial and continued benefit eligibility for CTs in emerging economies 

implies that additional income is not immediately taxed away as a result of benefit 

withdrawal. Third, levels of transfers are generally low and recipient households are 

typically very poor.
22

 This means that work incentives are likely to remain relatively 

strong. There may even be positive labour market effects when benefits alleviate financial 

barriers to labour force participation among very poor households.
23

  

While loose means tests and low benefits limit potentially adverse labour market effects, 

they also limit the effectiveness of CTs in reducing poverty. One way of increasing policy 

effectiveness without inducing significant labour market effects may be to make use of 

graduated benefits which only gradually decline as income rises (OECD, 2011[52]). The 

main drawback of such an approach is that it would require a shift from proxy-means 

tests towards means-tests based on regular income declarations, which are more 

demanding in terms of administrative capacity and may be costly to operate. Given the 

difficulties involved with targeting, an alternative option could be to move towards a 

universal basic income (UBI), i.e. an unconditional benefit for everyone irrespective of 

income or labour market status. While this would address the issue of horizontal equity 

that results from inaccurate targeting, benefits would be too low to significantly alleviate 

financial hardship among the poor without substantial additional fiscal resources (Hanna 

and Olken, 2018[56]).  

Address poverty at it roots and promote long-term labour market outcomes  

Conditional cash transfers can make a potentially important contribution to the inter-

generational transmission of poverty and long-term labour market outcomes through their 

impact on education and health. The evidence shows positive effects of varying extents 

on school attendance, child nutrition and height for age (Narayan et al., 2018[57]). 

Evidence on long-term labour market effects remains scarce as children among recipient 

households are only starting to make their way to the labour market now, but typically 

point to small positive effects (Millán et al., 2019[58]; Kugler and Rojas, 2018[59]; 

Behrman, Parker and Todd, 2011[60]). However, CCT programmes have been criticised 

for falling short of their promises as a result of a weak enforcement of conditionality and 

poor-quality education and health services (OECD, 2011[52]; Fiszbein et al., 2009[61]).  

A growing awareness of the need for a comprehensive approach to tackle the social 

problems that drive poverty and enhance the long-term effectiveness of CCTs has 

contributed to the development of integrated anti-poverty programmes that combine 

income support with a range of social services. While evaluations of Chile Solidario 

during its initial period of operation suggest that the programme did not yield significant 

employment effects (Carneiro, Galasso and Ginja, 2018[62]; Galasso, 2011[63]; Larrañaga, 

Contreras and Ruiz-Tagle, 2012[55]), the programme has been redesigned to enhance its 

effectiveness and similar programmes have been developed elsewhere. For example, in 

Argentina Seguro de Capacitacion y Empleo (SCE) was established in 2006 to provide 

employment services to recipients of the CCT Plan Jefes. Evaluation results suggest that 

this increased formal employment and wages (López Mourelo and Escudero, 2017[64]). In 

Mexico, Prospera, which replaced Oportunidades in 2014, systematically registers 

benefit recipients with the public employment services to support poor households in 

getting a foothold in the labour market (OECD, 2017[65]).   
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Protecting formal workers against the consequences of job loss  

Even though social assistance can provide an important backstop for displaced workers, it 

is also important that effective income support policies are available for workers who are 

displaced from formal jobs to provide them with the necessary time and resources to 

search for a new formal job and to avoid that they are pushed into informal work.  

Support for displaced workers tends to be job-oriented  

Income support to formal-sector job losers generally takes two forms: unemployment 

insurance (UI) and severance pay (SP). UI represents a worker-oriented approach to job 

displacement by alleviating the impact of job loss on consumption during the period of 

unemployment and to provide workers with the means to search for a suitable job. By 

contrast, SP represents a more job-oriented approach in the sense that it tends to reduce 

the risk of unemployment directly through the use of a firing penalty.
24

 Moreover, UI 

represents a collective approach based on the pooling of risks across individuals and 

firms. This reduces the cost of insurance and allows for redistribution. By contrast, SP 

provides a more individualised approach, as firms are held directly responsible for the 

costs of their layoff behaviour.
 25

   

Severance pay represents the main source of income support to job losers in emerging 

economies, in contrast to more advanced OECD economies where unemployment 

insurance tends to be much more important. As an illustration, Figure 16.5 juxtaposes the 

value of income support during the first year of unemployment that is available to eligible 

job losers from either UI or SP.
26

 In the emerging economies considered here, except 

South Africa and the Russian Federation, SP represents the main source of income 

support. Some emerging economies do not have a universal UI system at all and, where it 

exists, coverage tends to be very low, particularly among the most vulnerable, as a result 

of strict eligibility requirements or short maximum durations. By contrast, in all non-

emerging OECD economies except Lithuania, the value of income support from UI 

exceeds (or equals) that from SP. They all have universal UI systems in place, while 

about half do not impose any mandatory SP requirements. 

The importance of SP in emerging economies reflects to an important extent legal 

traditions (Botero et al., 2004[66]), but is also related to the difficulty of providing UI 

effectively in a context of widespread informality and weak administrative capacity. 

Workers at low risk of job loss may opt out of the system by working informally 

(“adverse selection”). Moreover, benefit recipients often have the possibility of working 

informally while receiving benefits, reducing incentives to look actively for another 

formal job (“moral hazard”).  

Because of the difficulties in providing UI in a context of widespread informality, 

employment protection has sometimes been considered as a low-cost alternative to 

unemployment insurance in emerging economies (Heckman and Pages, 2004[67]). 

However, the emphasis on job security rules is unlikely to be ideal for providing effective 

protection to formal-sector job losers, nor for promoting formal-sector development and 

productivity.Despite being a legal requirement, in practice severance payments are rarely 

made in emerging economies due to widespread non-compliance, particularly in the case 

of vulnerable workers with a weak bargaining position (World Bank, 2019[68]).There is a 

risk, moreover, that overly strict employment protection rules push workers from low-

skilled jobs into informal ones (Betcherman, 2015[69]). Finally, strict employment 

protection hampers the efficient allocation of resources, and hence productivity growth.  
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Figure 16.5. Severance pay represents the main form of unemployment compensation in 

emerging economies 

Value of income support in number of months of previous earnings, 2013 

 

Note: Income support for 12 months of unemployment for dismissals without just cause of workers with four 

years of tenure in previous job. Severance pay: total value of severance pay for workers in previous job for 

four years divided by previous monthly wage; Unemployment insurance: maximum duration in months for 

workers with four years of contributions times the average replacement rate over the benefit duration period. 

Systems based on individual saving accounts are also taken into account.  

Source: OECD tax and benefits models; OECD/IAB Employment Protection Database, 2013 update, 

www.oecd.org/employment/protection; and Social Security Programs Throughout the World, 

https://www.ssa.gov/policy/docs/progdesc/ssptw.  

StatLink 2 http://dx.doi.org/10.1787/888933881895 

Strengthening unemployment insurance for workers  

To provide more effective support to displaced workers from formal jobs, UI systems 

should be designed or redesigned so as to minimise the unintended effects of benefit 

receipt on incentives to work formally, while maximising support to cash-strapped job 

losers in their search for quality work in a context of widespread informality and 

significant administrative constraints. This can be achieved by giving individuals more 

responsibility for the cost of unemployment benefits through the use of individual 

unemployment saving accounts (IUSA), collective UI schemes with limited benefit 

generosity, or a combination of the two.  

IUSAs provide self-insurance against the risk of unemployment based on mandatory 

savings by the employee, employer, or both. They preserve strong work incentives, as 

unemployed workers can make withdrawals from their own personal savings accounts 

under certain modalities to support their income and assist them in their job-search. 

IUSAs can also strengthen incentives for working formally since social security 
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contributions are less likely to be perceived as a tax on labour and more likely as a 

delayed payment. The main drawback of IUSA systems relates to their potential to 

provide adequate protection to vulnerable workers due to the lack of risk pooling; 

i.e. those most likely to exhaust their accounts as a result of frequent and/or long-lasting 

spells of unemployment.  

A second possibility is to complement IUSAs with a small collective UI system to 

provide income support to job losers who have no or insufficient savings in their 

individual savings accounts. Such a scheme was introduced in Chile in 2001. While 

benefits from the collective fund were found to increase unemployment durations more 

than those from IUSAs, consistent with weaker work incentives (Hartley, van Ours and 

Vodopivec, 2011[70]), this could also reflect the role of benefits for alleviating liquidity 

constraints that prevent cash-strapped unemployed persons from searching for a job that 

fits their skills (OECD, 2011[52]; Chetty, 2008[71]). 

A third option is to make use of a collective UI system only, with benefit schedules that 

are designed to ensure strong work incentives. The main advantage of this approach is 

that it allows for (more) risk-pooling and redistribution than is possible with no or only a 

limited collective component. Preserving strong work incentives in a context of weak 

administrative capacity may require, at least initially, benefits with relatively low 

replacement rates and short durations. Addressing liquidity constraints that lead to 

sub-optimal job choices furthermore may require targeting benefits towards job losers 

with limited resources. This could be achieved by offering flat benefit schedules, as in 

China, or means-tested replacement rates, as in Brazil.
27

  

Gradually develop public employment services  

Efforts to strengthen collective unemployment insurance schemes should be accompanied 

by investments in employment policies to minimise the risk of benefit dependency, 

facilitate the return to work and limit skills mismatch.  

The role of the public employment services depends on the specific features of the UI 

system. In countries with a relatively short maximum duration of benefits, such as Brazil, 

activation may be light, by mainly focusing on the administration of initial benefit 

eligibility and the provision of job-brokering services. In countries where benefits are 

available for a relatively long duration, such as China and the Russian Federation, the 

public employment services may need to play a more important role, including by 

monitoring and enforcing continued eligibility and engaging in the development of 

individual action plans.  

While investing in public employment services is important, it is equally important to 

tread cautiously and complement investments in the PES with investments in 

administrative capacity. The evidence on the effectiveness of more elaborate employment 

programmes, including training, is not encouraging (Kluve, 2016[72]; McKenzie, 2017[73]; 

Hirshleifer et al., 2016[74]). While to some extent this may reflect the role of insufficient 

treatment intensity related to limited resources, weak administrative capacity related to, 

for instance the coordination of benefit administration and re-employment services, is 

also likely to play an important role. 

Conclusions 

This chapter uses the Jobs Strategy framework to discuss how emerging economies can 

confront the dual challenge of low productivity and inclusiveness in a context of 
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widespread informality. Informality complicates this dual challenge by holding back 

productivity growth, leaving large parts of the workforce without social insurance and 

basic regulatory protection, and by limiting fiscal space to invest in measures that can 

support inclusive growth. The main message of this chapter is that governments in 

emerging economies should concentrate more directly on workers by providing them with 

the skills to succeed in the labour market and protecting the most vulnerable against 

financial hardship. The current focus on the protection of well-paid formal jobs through 

the combination of rigid product market regulations, strict employment protection rules 

and high minimum wages risks being counterproductive, with adverse consequences for 

productivity, formality and inclusiveness. More specifically, the chapter provides the 

following messages:  

 Invest in skills. Investing in skills is critical for raising productivity, reducing 

inequality and promoting formal employment. More needs to be done to ensure 

that education is accessible and affordable to everyone, including children from 

disadvantaged backgrounds. The quality of educational systems deserves 

particular attention since too many students enter the labour market without the 

skills that are needed in formal jobs. Poor-quality education not only does little to 

enhance career prospects in the formal sector, it also represents a waste of 

financial resources and time and can lead to false expectations, particularly among 

the young, with potentially important consequences for trust in public institutions.  

 Strengthen social protection. In emerging economies, social protection tends to be 

weak and mainly focused on formal workers. More should be done to protect poor 

families against financial hardship while addressing the roots of poverty. This 

requires investing in comprehensive social assistance systems in combination 

with employment, social and health services that tackle barriers to the gainful 

employment of working-age adults and promote the long-term labour market 

prospects of children. A better targeting of benefits to poor households would 

further increase policy effectiveness, but may also weaken work incentives. 

Benefit dependency can be avoided by allowing for benefit schedules that 

gradually decline with additional income. Similarly, to promote formal 

employment among low-wage workers, the financing of social insurance systems 

could be made more progressive or the importance of general taxation increased. 

In the longer term, a more integrated approach to social protection could be 

envisaged that provides social assistance and social insurance in a unified 

framework.  

 Provide more flexible product and labour markets. Compared with 

OECD standards, product market regulations, employment protection rules and 

statutory minimum wages in emerging economies tend to be relatively strict, 

while at the same time leave large parts of the economy unregulated. This 

undermines productivity growth, formal sector development and, in the case of 

product market regulations, also institutional quality by increasing the scope for 

regulatory capture and corruption. Rather than relying on strict regulations, more 

attention should be given to addressing poverty through social assistance and 

supporting workers who have been displaced from formal jobs through 

unemployment insurance. At the same time, to promote a good environment for 

firms and adequate labour standards for workers, governments should enhance 

compliance with existing labour and product market regulations through an 

effective judiciary, well-equipped labour inspectorates and constructive social 

dialogue.  
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Notes

 
1
 The main exception is South Africa where about 1 in 4 active persons are unemployed (OECD, 

2015[6]).  

2
 In a number of emerging economies, such as urban China, urban Colombia and Peru, high shares 

of fixed-term work among wage employees further add to vulnerability (OECD, 2015[24]).  

3
 Apart from reflecting a poor quality of the working environment, this could also reflect the role 

of low hourly wages for the need to put in long working hours to make a decent living.  

4
 The average annual change in formality rates shown here correlate negatively with the compound 

annual growth rate in real GDP per capita (-0.5) and positively with population growth (0.2).  

5
 On average across the emerging economies considered here, competition from the informal 

sector is reported as the biggest obstacle faced by formal firms (World Bank Enterprise Surveys, 

http://www.enterprisesurveys.org/) 

6
 More specifically, informality tends to be associated with i) lower wages, reflecting both low 

worker productivity and the absence of binding wage floors; ii) less secure work, due to a higher 

risk of job loss and the lack of social protection; and iii) a lower quality of the work environment, 

related to poor health and safety, long working hours and limited training opportunities (OECD, 

2015[24]). 

7
 In China and Colombia, most outflows from informal jobs are to unemployment and inactivity, 

implying that informal work does not work well as a stepping stone to formal work (OECD, 

2015[24]). 

8
 Also almost half of the regional variation in informality can be attributed to access to good 

quality higher education (IMF, 2018[23]). 

9
 Net enrolment rates in secondary and tertiary education are generally well below the OECD 

average in emerging economies, in particular in South Africa and Indonesia (UNESCO, 2018[77]).  

10
 Managers in formal firms much more often have a college degree than their counterparts in 

informal firms (La Porta and Shleifer, 2014[4]). 

11
 Providing informal workers with subsidised access to certain aspects of social security could 

also weaken incentives for formal work. For example, the provision of health insurance to 

informal workers in Colombia and Mexico has spurred an intense debate about its effects on 

formality (OECD, 2011[52]). 

12
 De jure minimum wage relative to the median wage is relatively high in emerging economies 

such as Colombia, Turkey, Costa Rica, and Chile (see Chapter 8). 

13
 The number of labour inspectors per 10 000 workers in emerging economies for the 10 countries 

for which there is data lies between 0.2 (Mexico) and 0.6 (South Africa), except for Chile (1.7) 

which is the only country above the average of 0.9 for 25 OECD countries (ILOSTAT, 

https://www.ilo.org/ilostat). 

14
 This is not just a social concern, but also has implications for efficiency. Financial hardship may 

generate liquidity constraints that impede effective job search, with adverse consequences for 

labour force participation and skill mismatches (OECD, 2011[52]). It may also reduce investments 

in human capital, with negative consequences for economic growth in the long-term (Cingano, 

2014[76]). 

15
 This largely reflects the role of contributory schemes for health and pensions, while contributory 

schemes for unemployment, disability and sickness tend to be considerably smaller, if present at 

all. 

 

http://www.enterprisesurveys.org/
https://www.ilo.org/ilostat
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 Public spending on social assistance ranges from less than 1% in Thailand, Costa Rica, Tunisia, 

China, and Indonesia, to 3-4% of GDP in Colombia, South Africa, and Chile (World Bank 

ASPIRE, datatopics.worldbank.org/aspire). 

17
 For the countries for which data are available, on average about 70% of social assistance is spent 

on cash transfers including social pensions, and about 30% on in-kind transfers and subsidised 

public services, with large differences across countries (World Bank ASPIRE, 

datatopics.worldbank.org/aspire).  

18
 The approach is similar in spirit as the OECD activation strategy in relation to joblessness (see 

Chapter 9). 

19
 UCT programmes targeted at the elderly often are considerably more generous than other CT 

programmes. 

20
 There are social assistance programmes that target unregistered workers, which creates 

incentives to remain or become informal. An example is the introduction of the Argentinian child 

allowance scheme, Asignación Universal por Hijo (AUH), whose introduction led to large 

negative effects on labour market formalisation among programme beneficiaries (Garganta and 

Gasparini, 2015[79]).  

21
 The increasing emphasis on social assistance to working families in OECD countries could be 

seen as convergence to the practice in emerging economies (see Chapter 10).  

22
 In programmes with more generous (and less targeted) benefits, negative employment effects 

tend to be more important. OECD evidence indicates that the South African Old Age Pension, 

covering more than 80% of the elderly population offering twice the median per capita income, 

reduced employed in households with an OAP recipient (OECD, 2011[52]). 

23
 For example, OECD evidence in the context of South African Child Support Grant suggests that 

benefits can promote labour force participation among mothers with young children in very poor 

households (OECD, 2011[52]).  

24
 In a perfectly competitive labour market, mandated severance pay between employer and 

employee in the case of dismissal has no impact on dismissal behaviour since its costs will be fully 

offset by lower wages (Lazear, 1990[78]). However, this is unlikely to be the case in practice due to 

the presence of wage rigidities and financial market imperfections. Moreover, severance pay tends 

to come with other aspects of employment protection such as the complexity of dismissal 

procedures and the definition of unfair dismissal that affect layoff behaviour.  

25
 By increasing firing costs for employers, SP may help to reduce “excessive turnover” of workers 

whose job matches have temporarily become unprofitable and it can strengthen incentives to invest 

in firm-specific human capital. See Chapter 7 for further details.  

26
 Note that the figure only takes account of the generosity of income support and not of actually 

receiving income support which may have important implications in practice. 

27
 Declining benefit schedules as in the Russian Federation can also contribute to maintaining good 

work incentives over the unemployment spell.  
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Chapter 17.  Going national: Implementing the OECD Jobs Strategy  

This chapter provides guidance for developing country-specific policy recommendations 

from the broad policy principles of the new OECD Jobs Strategy. To this end, it provides 

an illustrative procedure to identify countries’ main policy challenges and develops 

broad policy packages to address them. It also highlights the importance of considering 

countries' initial conditions – in terms of the state of the business cycle, fiscal and 

administrative capacity, past reforms, preferences and demography – for tailoring policy 

recommendations to country specific priorities, capabilities and needs. 

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 

The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and 

Israeli settlements in the West Bank under the terms of international law.  
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Introduction 

The new OECD Jobs Strategy provides a comprehensive set of policy recommendations 

organised around: i) the quantity and quality of jobs; ii) labour market inclusiveness; and 

iii) resilience and adaptability. Using the new Jobs Strategy Dashboard, this chapter maps 

these guidelines to country-specific labour market contexts by identifying countries’ main 

policy challenges and presenting examples of policy packages to address them. 

Countries’ policy challenges are based on underperformance on one dimension of the 

Dashboard relative to other dimensions, implying that there can be large differences in 

absolute performance between countries sharing the same challenge. There can also be 

large differences between countries in terms of business cycle conditions; fiscal and 

administrative capacity; past reforms; social preferences and demography that need to be 

accounted for when developing country-specific policy recommendations. The examples 

of broad policy packages developed here should thus be seen as a starting point for more 

granular and nuanced country-specific recommendations. 

The remainder of the chapter is structured as follows. Section 17.1 situates the chapter in 

the overall context of the new OECD Jobs Strategy and describes an illustrative 

procedure to derive country-specific policy recommendations. Section 17.2 develops 

broad policy packages that address the main policy challenges emerging from this 

procedure. Section 17.3 emphasises a range of additional factors that will have to be 

taken into account to tailor policy packages to country-specific circumstances. 

17.1. An illustrative procedure of how to identify policy challenges 

To assist countries with the implementation of the new OECD Jobs Strategy, this chapter 

describes an illustrative procedure for translating its general recommendations into 

country-specific ones. To this end, it identifies country-specific performance challenges 

using the dashboard of the new OECD Jobs Strategy (Chapter 3) and presents elements of 

broad policy packages to address them. These challenges and policy packages constitute a 

starting point for formulating fully-fledged country-specific reform strategies, which also 

should fully take account of the country-specific context, such as past reforms and social 

preferences (Figure 17.1). 
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Figure 17.1. Developing country-specific reform recommendations 

 

The OECD Jobs Strategy dashboard describes labour market performance using 

indicators of job quantity, job quality and inclusiveness (Panel A) as well as indicators of 

framework conditions for resilience and adaptability (Panel B). As an illustration of how 

the dashboard and the analysis of the Jobs Strategy could be used to identify policy 

challenges, this chapter presents areas of largest underperformance relative to other areas 

(relative performance), with each country being assigned one challenge from Panel A of 

the dashboard and one from Panel B.
1
 While this procedure allows establishing 

performance priorities for all countries, there may be large differences in absolute 

performance even among countries sharing the same challenge. For instance, countries 

with job quantity as the main challenge may include countries with below-average 

performance in job quantity as well as countries with above-average performance (if they 

are performing even better on job quality and inclusiveness). While this procedure allows 

for an easy identification of country-specific challenges in all countries, it can easily be 

amended in the context of specific countries, by taking account of a broader set of 

challenges or selecting them differently between policy objectives.  
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Figure 17.2. An illustrative diagnostic process to identify policy challenges 

 

17.2. Identification of policy challenges and examples of broad policy packages 

Broad performance areas 

On average, countries with job quantity as a performance challenge also do worse than 

the OECD average in terms of job quality and inclusiveness (Figure 17.3). Countries with 

inclusiveness as the main challenge perform around the OECD average in terms of job 

quantity and job quality, whereas countries with job quality as the main challenge 

typically outperform the OECD average in job quantity and inclusiveness. Regarding the 

performance areas of Panel B, countries with a challenge in one area tend to outperform 

the OECD average in other areas. 
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Figure 17.3. Identifying policy challenges by broad performance area 

 

Note: The blue triangle indicates the average performance of OECD countries (see Chapter 3, Table 3.1 for 

details on the indicators). The black line indicates the average performance of countries with the same 

performance challenge. All indicators have been standardised and rescaled so that a higher score indicates 

better outcomes. 

StatLink 2 http://dx.doi.org/10.1787/888933881914 

Dissecting policy challenges by broad performance areas 

Even countries with the same challenge based on relative performance can differ 

importantly in terms of absolute performance (Figure 17.4). For instance, Denmark 

performs relatively worse in job quantity than in job quality or inclusiveness but performs 

above the OECD average in job quantity (it does well in terms of absolute performance), 

whereas other countries with job quantity as the main challenge, such as Greece, Italy and 

Spain, perform well below the OECD average. 

Relative performance across the sub-indicators of job quantity, job quality and 

inclusiveness may also differ significantly across countries even for countries with the 

same broad challenge (Figure 17.5). For instance, Canada, China, Japan, Korea and the 

United States share inclusiveness as broad performance challenge, but differ importantly 

in terms of relative performance across sub-indicators. In Canada, China and the United 

States, weak relative performance is mainly driven by high rates of low-income 

households, whereas in Japan and Korea, this is driven by relatively large gender gaps. 
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Figure 17.4.Large differences in absolute performance for countries with the same 

policy challenge 

Standard deviations across OECD countries 

 

Note: The figure shows contributions to overall absolute performance in Panel A and B of the Dashboard. 

Absolute performance is standardised based on the OECD average, with units on the vertical axis denoting 

standard deviations. On the horizontal axis, countries are sorted by main challenge and in ascending order of 

absolute performance (i.e. from the worst to the best performers). 

StatLink 2 http://dx.doi.org/10.1787/888933881933 
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Figure 17.5. Large differences in disaggregate relative performance for countries with the 

same policy challenge 

Standard deviations across OECD countries 

 

Note: The figures shows contributions to absolute performance in job quantity, job quality and inclusiveness. 

Absolute performance is standardised based on the OECD average for each sub-indicator, with units on the 

vertical axis denoting standard deviations. In each panel, countries are sorted in ascending order of absolute 

performance in each main dimension (i.e. from the worst to the best performer). 

StatLink 2 http://dx.doi.org/10.1787/888933881952 
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Elements of broad policy packages to address country-specific challenges 

This sub-section presents a number of examples of broad policy packages to address 

country-specific challenges. Given large differences in absolute performance and in the 

economic and institutional context between countries sharing the same broad challenges, 

these policy packages should again be seen only as broad illustrations. Country-specific 

reform strategies would require a much more in-depth analysis. In this sub-section, 

special emphasis is given to possible synergies and trade-offs between policy areas 

related to job quantity, job quality, inclusiveness (Panel A) and resilience and adaptability 

(Panel B): 

 Countries with job quantity as the main challenge 

o The majority of countries with job quantity as broad performance challenge, 

including Belgium, Finland, France, Greece, Italy and South Africa, also 

share the need to tackle high unemployment and foster productivity growth. 

This typically reflects weak job performance in terms of job creation and in 

some cases also weak labour force participation. Policies that promote job 

creation and productivity growth are likely to be mutually reinforcing. In 

Belgium, France and Greece, for instance, overly strict product market and 

employment protection rules may limit both productivity growth and job 

quantity. In Belgium, Finland, France and Italy underperformance on job 

quantity may also reflect high non-wage labour costs, which calls for 

reviewing the level and composition of labour taxes. 

o A number of other countries, including Ireland and Spain, have room to 

enhance resilience. Poor job performance partly reflects a legacy of the global 

financial crisis. In many cases, macroeconomic and structural policies that 

strengthen resilience also improve performance in terms of job quantity in the 

medium run. Spain, for instance, experienced large and persistent employment 

losses following the global crisis of 2008-09 and the subsequent euro area 

crises which had not been fully reversed 2017.  

o A few countries, including Turkey, need to enhance effective labour supply 

and improve skills. Lack of relevant skills represents a major barrier to 

employment. In Turkey, poor outcomes in student skills often reflect an 

inefficient use of resources which is also compounded by limited resources 

for education. 

 Countries with job quality as the main challenge 

o The majority of countries with job quality as the main performance challenge, 

including Czech Republic, Hungary, New Zealand, Portugal, Russian 

Federation and Slovenia, would benefit from increasing earnings quality as 

well as productivity growth. Relatively poor performance in terms of job 

quality reflects low wages. Boosting productivity is key for achieving better 

working conditions, including higher wages. However, this is likely to require 

important structural reforms since these countries also underperform in terms 

of productivity growth. These can include reforms that reduce barriers to entry 

and exit of firms where they are particularly high such as in Slovenia, and the 

Russian Federation as well as making better use of R&D tax incentives and 

subsidies to promote the faster diffusion of innovation from leading to lagging 

firms (New Zealand and Portugal). However, on their own, such reforms are 

unlikely to achieve high levels of job quality. In some countries, such as 
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Hungary and the Russian Federation, additional measures may be needed to 

promote job quality, for instance in the areas of occupational health and safety 

and social dialogue. 

o Most other countries, including Estonia, Israel, Latvia, Lithuania, Slovak 

Republic and Poland, may need to combine measures to promote job quality, 

especially earnings quality, with measures to strengthen resilience. Policies to 

promote resilience, including a sound macroeconomic policy framework, can 

have the added benefit of raising job security by limiting employment losses 

during economic downturns and ensuring a rapid rebound. In turn, policies to 

promote job quality may have the added benefit of strengthening resilience. 

Estonia, Israel, Latvia and Poland, for instance, would benefit both in terms of 

resilience and job quality from strengthening social dialogue. 

 Countries with inclusiveness as the main challenge 

o The majority of countries with inclusiveness as the main performance 

challenge would benefit from also promoting labour productivity growth, 

including Austria, Germany, Japan, Korea, Netherlands, Norway, Switzerland 

and the United Kingdom. Indeed, even though most of these countries 

perform above average in many important areas of job quantity, job quality 

and inclusiveness, they could do even better if they improved gender equality 

in the labour market. Depending on the nature of gender inequalities (see 

Chapter 10), this could be achieved by strengthening access to affordable, 

high-quality child care to promote female participation; enhancing work-life 

balance; promoting a more equal sharing of parenting responsibilities; and 

reducing labour supply distortions in the tax and transfer system. To promote 

labour productivity growth, Austria, Germany, Japan and Korea could reduce 

barriers to entry in services, such as professional licencing requirements, 

which would have the additional benefit of reducing barriers to work for 

low-qualified workers, thereby raising inclusiveness. 

o Most emerging market economies have much room to improve inclusiveness 

and skills, including Argentina, Brazil, Chile, China, Costa Rica, Mexico and 

South Africa. Providing access to high-quality education is crucial to create 

equal opportunities for all segments of the population. In many emerging 

market economies, this could, for instance, be achieved by improving both 

educational enrolment and quality. Another way of improving skills and 

promoting inclusiveness in these countries would be to reduce high levels of 

informality, which could be achieved by increasing the benefits of formality, 

decreasing the cost of formalisation and improving enforcement methods.  

o In a number of English-speaking countries, such as Australia, Canada and the 

United States, there is scope to promote inclusiveness, with a particular focus 

on reducing the low-income rate, and to strengthen resilience. In Canada and 

the United States, the share of the working-age population with low 

disposable income is large compared with the OECD average. This could be 

addressed by raising investment in skills, strengthening social safety nets and 

developing a comprehensive activation strategy, which would have the added 

benefit of strengthening the automatic fiscal stabilisers and thereby strengthen 

resilience. To address gender gaps in labour income, which are high in all 

countries in all of these countries, full-day childcare and primary education 

could be extended and taxes for second earners be reduced. 
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17.3. Integrating the country-specific context 

While the above policy options provide illustrative examples, they do not yield 

operational country-specific policy recommendations. Apart from accounting for the 

magnitude of performance gaps, such operational recommendations require accounting 

for a range of other country-specific factors, including: macroeconomic conditions; fiscal 

and administrative capacity; past reforms, synergies and sequencing; social preferences; 

and demographic conditions. 

Macroeconomic conditions and policies  

Reaping the full benefits of reforms takes time. Product and labour market reforms 

significantly raise economic and labour market performance in the long run (Boeri, Cahuc 

and Zylberberg, 2015[1]). But structural reforms often involve significant reallocation of 

resources across firms and sectors that can result in short-term costs, notably in the labour 

market (Chapter 15).  

The short-term effect of structural reforms depends on the state of the business cycle. For 

instance, reforms to employment protection have positive effects on employment and 

output when implemented during cyclical upswings, but can exacerbate shortfalls in 

employment during periods of slack (see Chapter 15 for more detailed discussion). 

A possible reason is that while in good times these reforms may spur hiring by reducing 

the cost of future dismissal, in periods of slack they may trigger instantaneous layoffs. By 

contrast, labour tax reductions or increases in public spending on activation have larger 

effects on output and employment during periods of slack (IMF, 2016[2]; OECD, 2017[3]).  

Supportive macroeconomic policies can limit the short-term costs of structural reforms 

and promote their political viability. They can, for instance, enhance the positive effect of 

labour and product market reforms on employment in the short-run (IMF, 2016[2]). 

Moreover, supportive fiscal policy can be used to compensate the losers of reform (Høj 

et al., 2006[4]).  

Fiscal and administrative capacity 

Limited capacity to raise fiscal revenues can be a barrier to reform. Emerging market 

economies typically collect taxes of between 12 to 32% of GDP, while the average for 

advanced countries is around 35% (Figure 17.6). This suggests that countries with limited 

fiscal capacity face more difficulties to find the resources needed to adopt and implement 

reforms, especially in the areas of job quality and inclusiveness that often require raising 

social spending. For instance, Northern European countries such as Sweden and Denmark 

with strong fiscal capacity can implement relatively generous public income support and 

employment programmes to promote job quality whereas this is not the case in most 

emerging market economies. More generally, countries with limited fiscal capacity may 

need to prioritise reforms that are budget neutral, such as adjusting both taxes and 

expenditure to raise work incentives, rather than reforms that require financing high 

up-front costs, such as increasing spending on activation or strengthening the social safety 

net (IMF, 2012[5]). 
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Figure 17.6. Tax revenue varies widely across countries 

Tax revenue as % of GDP, 2016 

 

Note: Data refers to 2016 for all countries except for Australia and Japan (2015). OECD average is the 

unweighted average of the countries included in the graph. 

Source: OECD Tax Revenue Database, 2018, https://stats.oecd.org/Index.aspx?DataSetCode=REV. 

StatLink 2 http://dx.doi.org/10.1787/888933881971 

Limited administrative capacity can be another barrier to reform. For instance, in many 

emerging market economies large informal sectors evade taxation and labour market 

rules.
 
In these countries, labour market security needs to be promoted by other means than 

public income support and employment programmes, including by increasing the use of 

mandatory self-insurance based on individual saving accounts for those who can afford it 

and by providing a redistributive component for those who cannot rely on individual 

savings. The Chilean unemployment insurance system of individual unemployment 

saving accounts (Régimen de Seguro de Cesantía) in combination with a Solidarity Fund 

(Fondo de Cesantía Solidario) provides an interesting example of self-insurance 

combined with income support in the event of job loss for the poor (OECD, 2011[6]). 

Similarly, in countries such as Greece, Italy, Spain and Turkey, limited administrative 

capacity can hamper the effective implementation and delivery of active labour market 

programmes.  

In addition to improving fiscal and administrative capacity, stepping up the public 

administration’s transparency, accountability, capacity and professionalism — including 

at the local level — and improving the business environment are preconditions for 

successfully implementing reforms. In emerging market economies such as Colombia, 

Costa Rica and Mexico the capacity of the public sector is weak, both in terms of human 

and financial resources, corruption remains widespread and the rule of law is weak 

(Kaufmann, Kraay and Zoido-Lobaton, 1999[7]). These factors hinder the effective 

implementation of policies (Chapter 16). In these countries, policy action should aim at 

being particularly simple, transparent and easily accountable. For instance, this may 

imply erring on the side of less conditionality and less targeting of social benefits while 

limiting their generosity. 
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Past reforms, synergies and sequencing  

When synergies between policies exist, combining and coordinating them produces better 

outcomes than implementing them separately. For example, a country that simultaneously 

implements reforms in the areas of education, activation and innovation rather than 

focusing on a single policy area is more likely to achieve positive outcomes. Promoting 

higher educational attainment without implementing policies that support innovation and 

skills matching might result in skills mismatch, underemployment, dissatisfaction and 

emigration (OECD, forthcoming[8]).  

As discussed in Chapter 15, some reforms are a prerequisite for the success of others. For 

example, ideally it would be better to have product market liberalisation preceding labour 

market reforms. The rationale is that pro‑competitive product market reforms reduce 

market power, facilitate the entry of new firms and, in turn, promote higher economic 

activity and labour demand (IMF, 2016[2]; Høj et al., 2006[4]; Blanchard and Giavazzi, 

2003[9]).
2
 As a consequence, product market reforms could improve the chances of 

reforming employment protection rules by creating employment opportunities, thereby 

reducing the incentives for incumbent workers to protect their jobs (Koeniger and 

Vindigni, 2003[10]; Dias Da SIlva, Givone and Sondermann, 2078[11]). 

Activation and social protection measures can complement each other, as there are 

important synergies between income or in-kind support on the one hand (“passive 

policies”) and activation measures (“active policies”) on the other (Chapter 9). Usually, 

incentives operating through existing social protection measures (i.e. threat of benefit 

withdrawal, bonus payments or different forms of sanction) can encourage participation 

in activation-related programmes. Similarly, a system of effective income support 

payments makes it much easier to target activation measures such as training, or job 

search assistance (OECD, 2015[12]). Such targeting can, in turn, create the fiscal space and 

the political support that is needed to ensure adequate support for families who need it 

most. For this reason, the effectiveness of active policy measures might be more limited 

in countries with lower levels of social benefits or where benefits can only be received for 

a short duration of time. As a consequence of this complementarity, policy adjustments in 

one area often indicate a need for reviewing provisions in the other. For instance, to 

maintain a balance between rights and responsibilities, extensions of unemployment 

benefit duration or coverage may need to be accompanied by measures to maintain the 

activation approach for a growing number of benefit recipients. The Nordic countries, for 

example, have achieved high employment rates despite high social benefits by imposing 

strict eligibility and job search requirements.  

Labour market reforms that raise labour supply, such as activation policies, will boost 

employment when the extra supply gets absorbed by rising labour demand. Activation 

policies can be expected to work best if they are embedded in a comprehensive policy 

framework that facilitates job creation and dynamic labour markets. For instance, reforms 

that increase wage flexibility as well as product and capital market reforms that 

encourage job growth can enhance the effectiveness of activation policies. Additionally, 

the effectiveness of active labour market policies is enhanced by lower entry barriers in 

product markets and higher public sector efficiency (Andrews and Saia, 2016[13]).  

Preferences for redistribution and social dialogue 

Preferences for redistribution vary substantially across countries (Alesina, Giuliano and 

Alesina, 2009[14]). Countries with strong preferences for redistribution (e.g. the Nordic 

countries) typically promote inclusiveness through the tax and transfer system (Causa and 
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Hermansen, 2017[15]). Where the tax and transfer system is less redistributive, 

inclusiveness could be promoted by investing in the education to provide equality of 

opportunity and/or by direct interventions in market outcomes. Such interventions include 

supporting earnings at the lower end of the income distribution by using minimum wages 

and activation policies that facilitate re-employment. 

Specific country preferences towards social dialogue and collective bargaining, rather 

than state- and market-oriented approaches, are another element that need to be taken into 

account when developing country-specific recommendations. For example, in some 

countries, collectively-agreed wage floors are used to ensure that workers at the bottom of 

the wage ladder also benefit from economic growth. By contrast, in the absence of 

collective bargaining agreements, the same policy objective may be achieved by using 

statutory minimum wages. For example, Australia does not have sector level bargaining, 

but sets industry-level minimum wages that vary according to occupation through a 

system of wage regulation (Modern Awards). 

In countries with strong social dialogue, social partners may partly substitute for the 

government in providing integrated packages of labour market policies, such as training 

and retraining opportunities as well as career guidance and information to foster mobility. 

For instance, Jobs Security Councils (JSCs) in Sweden provide an example of continuous 

and tailored re-employment services for displaced workers that are provided by the social 

partners (i.e. employer federations in close collaboration with union federations), rather 

than by the public employment services or other public actors (Chapter 14). 

Demographic factors: Ageing and migration 

Declines in fertility rates and increases in life expectancy are leading to population ageing 

in many OECD countries, which is raising the old-age dependency ratio (the ratio of older 

people to the working-age population and shifting the composition of the workforce from 

young to older workers (Figure 17.7). Countries with ageing populations are also likely to 

face shortages of qualified labour, which have implications for potential growth and the 

sustainability of social insurance systems (IMF, 2018[16]; OECD, 2017[17]). Population 

ageing is also likely to lead to important changes in industrial and occupational structure 

as consumer tastes change, with demand likely to shift from durable goods towards 

services.  

In countries with rapidly ageing populations, such as Germany, Italy, Japan and Slovenia, 

it is important to strengthen skills, workplace and activation policies that allow, support 

and encourage people to continue working at older ages as well as policies promoting 

female labour force participation and the integration of disadvantaged groups, including 

migrants. Pension reform needs to go together with skills policies that focus on adapting 

the skills of individuals to changing labour market needs. In this context, it will be 

particularly important for governments to design high-quality, life-long, learning systems 

that will permit adults to regularly update, upgrade, and acquire new skills and 

competences in order to stay employed and/or find new employment. A comprehensive 

activation strategy for older workers requires a combination of rewarding work at an 

older age, removing disincentives on the side of employers to hiring and retaining older 

workers and improving the employability of older workers. Reducing labour taxes for 

older workers and policies that improve the job-matching process can encourage 

individuals to keep working or seek employment. 

By contrast, in many emerging market economies with a young and growing workforce 

(e.g. India, Mexico, Saudi Arabia), the challenge will be to harness the full potential of 
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the demographic dividend, ensuring that youth have the skills necessary to be gainfully 

employed and make a contribution to economic growth. Skills and educational policies, 

in these countries, should focus on providing high-quality initial education to all 

individuals, particularly by increasing educational attainment and by reducing school 

dropout rates, while ensuring youth are provided with skills that are needed in formal 

jobs. Additionally, these countries should focus on ensuring a smooth transition from 

school to work, for example by improving the capacity of the public employment services 

to reach out to youth, by strengthening family-friendly policies, and by providing youth 

with adequate income support. 

Figure 17.7. The old-age dependency ratio will almost double in the next 35 years on average 

Number of people older than 65 years per 100 people of working age (20-64), 2015-50 

 

Note: The projected old-age dependency ratios differ based on the sources used. This report is based on UN 

data for comparison reasons. The largest differences are the following: according to Eurostat the old-age 

dependency ratio (65+/20-64) would increase by 39 and 19 percentage points between 2015 and 2050 in 

Spain and Austria, respectively, against 47 and 29 points with UN data. On the other hand, it would increase 

in Latvia by 33 points based on Eurostat against only 21 points with UN data. 

Source: OECD (2017[18]), Pensions at a Glance 2017: OECD and G20 Indicators, 

https://doi.org/10.1787/pension_glance-2017-en. 

StatLink 2 http://dx.doi.org/10.1787/888933881990 

In conjunction with other policies, migration can make a significant contribution to 

address demographic imbalances across countries and regions. In most OECD countries, 

immigration can help address shortages, but in many cases there is also a need for 

accompanying integration policies (Chapter 11). This mainly relates to migrants coming 

for reasons other than employment, such as family (including accompanying family of 

workers) or humanitarian reasons. Indeed, such non-labour migration accounts for the 

bulk of immigration to most OECD countries. An example of good practice in integration 

is Sweden, where tailor-made introduction courses combining language and other training 

as well as work experience, are provided for refugees to facilitate stepwise integration 

into the labour market. In order to encourage employers to provide migrants with initial 

labour market experience, employers hiring newly-arrived refugees are able to benefit 

from a number of subsidised employment schemes (OECD, 2016[19]). Countries with high 
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shares of low-educated migrants may also need to review their educational policies to 

ensure equal opportunities for children of these immigrants in terms of schooling as a 

precondition to avoid marginalisation in adulthood. In this context, increasing access to 

early childhood education with a specific focus on children with language obstacles is 

particularly important. 

Conclusions 

This chapter has provided guidance on how to bring the policy recommendations of the 

new OECD Jobs Strategy to the national level. It has provided an illustration on how 

performance challenges could be identified for each country, by focusing on relative 

performance weaknesses (weaknesses in one area of labour market performance relative 

to another). Additionally, the chapter provides a set of broad policy packages to address 

the main policy challenges. Even for countries with potentially similar broad priorities, 

disaggregate performance gaps and the country-specific context differ significantly. 

Finally, the chapter has highlighted a range of other factors that need to be accounted for 

to develop operational country-specific policy recommendations, including 

macroeconomic conditions; fiscal and institutional capacity; past reforms; sequencing; 

social preferences; as well as demography. 

Notes

 
1
 All indicators are standardised (mean zero and standard deviation of one), with negative numbers 

representing areas of underperformance. For countries that are performing above average in all the 

dimensions, priorities are established as areas where performance is weaker (i.e. indicators where 

the country scores closer to the average). The indicators used for the country-specific diagnostic 

process are: summary indicators of job quantity, job quality, inclusiveness, resilience and two 

measures of adaptability (labour productivity growth and student skills). This set of indicators is 

widely available across countries and allows a general assessment of countries’ labour market 

performance and of their ability to face the opportunities and the challenges of the future of work. 

2
 Product market reforms should also be prioritised because they have the highest short-term gains, 

they boost output regardless of overall economic conditions and because they do not weigh on 

public finances (IMF, 2016[2]). 
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