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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.

__‘_——ﬁ::-wf
JRg— 2

Angel Gurria,
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(,)),
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,)) 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. 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.

e 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.

o 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.

e 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

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



16 I 1. KEY MESSAGES AND RECOMMENDATIONS

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).

e 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.

e 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.

o 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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e 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 I — 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 PartI
“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

' 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, 20183;). 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,
2018yy).
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Figure 2.1. Productivity growth has declined over the past 20 years
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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 S 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)." 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.” Consequently, in many OECD countries, productivity
gains are no longer translating into broadly shared wage gains for all workers (OECD,
2018;; Schwellnus, Kappeler and Pionnier, 20173); Sharpe and Uguccioni, 2017)).
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Figure 2.2. Real median wages have decoupled from labour productivity
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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 (20185)), “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 S=m 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(). Divergence in productivity between firms in turn has been
accompanied by divergence in wages (Berlingieri, Blanchenay and Criscuolo, 20177),
which in many countries explains a large part of developments in wage inequality.’
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 etal., 2017;5); Frank and Cook, 19959;; Rosen,
1981197). 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 etal., 2017y;;
Calligaris, Criscuolo and Marcolin, 2018;,;; Philippon, 2018;3;) 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. (20184
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. (20175 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;5)).

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018




30 I 2. THE CHALLENGE: BROADLY SHARED PRODUCTIVITY GAINS

Figure 2.3. Average wages and productivity for leading firms and others
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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;,4;), “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/10.1787/3eb919ed-en.

StatLink S 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" 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 etal., 2017;
Schwellnus, Kappeler and Pionnier, 20173)). 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
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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 S 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 Schonberg, 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()).

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)).
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, 2016y,;), and to job polarisation in particular (Keller and Utar,
2016y21)). Using industry-level data for 22 OECD countries over two decades, the
OECD (2017;52;) 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,;; Brynjolfsson and
McAfee, 2011,4; Mokyr, Vickers and Ziebarth, 2015,5)). In their seminal contribution,
Osborne and Frey (2017,6) estimate that up to almost half of jobs in the United States
could be subject to automation. Recent OECD research by Nedelkoska and Quintini
(2018y27)) 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,
2015p,51)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
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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}5,), “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 S=m 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, 2016y,9;). 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
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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 (20183y), Education at
a Glance 2018: OECD Indicators, https://doi.org/10.1787/eag-2018-en.

StatLink s 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, 2015,3;; Causa and Hermansen, 2017;3;;). 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]7 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(35)). 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, 200934)).

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, 1990s;
Bresnahan, 200335)). 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, 200937;; Tambe and Hitt, 2014s)).

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, 19883) and promote innovation and the adoption of new
technologies (Aghion et al., 1998;; Stokey, 20184;;). Empirical studies suggest that
there is a close causal link between cognitive skills and economic growth (Hanushek and
Woessmann, 20154,)) and that human capital is a key factor in influencing the speed of
technology adoption (Andrews, Nicoletti and Timiliotis, 201843)).

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, 20164s)).
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, 20134¢;). 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 etal., 20187;
Benmelech, Bergman and Kim, 201845); Azar, Marinescu and Steinbaum, 201749;). 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., 20175); Schwellnus et al., 2018},4)). 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;s¢)).

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., 2016ys,;). 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;s,)).

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, 2014s3)).
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, 2016s4). 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., 2018s5)). This mechanism is particularly
important for the wage progression of young workers as it is unlikely that workers will
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, 2018s¢)) 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, 2018s7).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

! 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.

? 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., 2017s)), Denmark (Bagger, Serensen and Vejlin,
201357), Germany (Baumgarten, Felbermayr and Lehwald, 2016(sgj; Card, Heining and Kline,
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2013s9; Goldschmidt and Schmieder, 2015)), Italy (Card, Devicienti and Maida, 2014y,
Portugal (Card, Cardoso and Kline, 2016¢,;), Sweden (Skans, Edin and Holmlund, 20094)), the
United Kingdom (Faggio, Salvanes and Van Reenen, 2010(7)) and the United States (Dunne et al.,
2004[63]; Barth et al., 2016[64]; Song et al., 2015[65])~

* 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(,)),
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.'
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.” 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):

e 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.

e 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.

e 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
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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 3.3 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 3.3. 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:

o 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.

o 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.

o  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.

o 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;,;) “The Framework for Policy Action on Inclusive Growth”, Meeting of the Council at

Ministerial Level, 30-31 May 2018, https://www.oecd.org/mem/documents/C-MIN-2018-5-EN.pdf (accessed
25 August 2018).
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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’ and the incidence of job strain’ 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).®

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:

1t 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. *

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

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



3. ANEW FRAMEWORK FOR ASSESSING LABOUR MARKET PERFORMANCE | 51

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).

e 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.'’ 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."'

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.'” 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."” Framework conditions for adaptability are measured by the
following indicators:

o the rate of labour productivity growth as a key pre-condition for high growth of
output, employment and wages;

o the ability of productive firms to attract workers and grow as a key component of
labour productivity and therefore wages;

o 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;

e 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;

o 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.'* 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.

o 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.

o 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.

o 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.

o 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:

o 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.

e 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.

e 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 persons
in the labour
force
(15-64 years)
in unemployment
(%)
(2017)

Share of working-
age population
(20-64 years)
in employment
(%)
(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
Switzerland
Sweden

New Zealand
Japan
Germany
Estonia

Czech Republic
Norway

United Kingdom
Netherlands
Denmark
Canada
Lithuania
Australia

Israel

Austria

Latvia

Finland

United States
Slovenia
Portugal
Hungary
Ireland

Korea
Luxembourg
Slovak Republic
France

Poland

Chile

Belgium
Mexico

Spain

Italy

Greece

Turkey

OECD
Non-OECD countries
Colombia

Costa Rica
Argentina

Brazil

China

India

Indonesia
Russian Federation
Saudi Arabia
South Africa

9.7
9.2
85
13.0

66.6
69.0
65.9

49.8 274

30.2
378
36.2
327

50.2

37
55
74
48

27
16
6.8

25

11.0

82
51

226

30.7

17.5
17.3

26.0
1741

239

48.5
45.1
48.2

781
62.7

50.1

343
449
38.8
39.2
320
50.1
401
354

50.3

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 “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, 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.
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Panel B. Framework conditions for resilience and adaptability

Resilience Adaptability
Unemployment cost of La botljr' Ablility pf Wage-prodgctivity Adult skills Student skills Non-standard Regiqnal
A productivity productive firms to decoupling workers disparities
a decline in GDP growth attract workers
Average increase in Cross-firm Difference between Share of 15-year- Own-account Coefﬁclient‘ of
unemployment rate Average emplolyment' annual real median Share of adults olds notin self-employed vanalnon in
over three years after annual Iqbpur growth dlffergntlal wage growth and Wlth numeracy secondgry school and temppra;ry regional
anegative shock to productl\gny associated W.Ith 10 labour productivity sk|lIIs below Iivel or scoring below  workers in % unemployment
GDP of 1% (op) growth (%) pp productllvny growth (pp) 2inPIAAC (%)  Level 20|n PISA of total rates
(2000-16) (2000-16) differential (2000-13) (2012, 2015) (%) employment (2000, 2016)
(2003-13) (2015) (2013)

OECD countries
Iceland 0.1 15 o . . . 288 206 Low 1
Switzerland 0.4 04 | Low ¢} . . 19.0 18.7 Low 1
Sweden 0.3 13 o Average o 04 1 14.7 259 19.0 Average |
New Zealand 04 07 o . 03 o 18.9 29.3 . Low 0
Japan 0.2 07 1 Average 1 05 1 8.1 154 20.2 Low 0
Germany 04 06 o High 0 04 o 184 20.6 18.1 High l
Estonia 0.7 28 | Average o . 143 176 8.4 Average 1
Czech Republic 0.3 21 o . 03 o 12.9 26.8 21.2 High 0
Norway 0.2 05 1 High o 05 o 146 243 11.8 Low 0
United Kingdom 04 08 o Low 0 -0.2 1 242 344 16.1 Average o0
Netherlands 04 0.7 1 High ! 07 . 132 208 259 Average o
Denmark 0.6 06 o Low ¢} 0.1 ) 14.2 231 13.6 Low 0
Canada 0.5 06 o 06 o 224 285 21.2 High l
Lithuania 0.5 42 | . 174 327 . Low 1
Australia 04 10 o 10 1 20.1 293 3241 High 0
Israel 0.6 07 o . 06 . 30.9 36.4 . Low 0
Austria 0.1 04 o High 0 00 o 143 348 154 Average 1
Latvia 08 39 | High ! . . 302 . Low i
Finland 0.2 06 o Average o 10 o 12.8 15.9 218 High 1
United States 0.7 13 | High 1 15 1 28.7 41.0 . Average o
Slovenia 03 10 o Average 0 . 25.8 222 18.6 Low 0
Portugal 0.3 08 | Low 0 05 | 33.2 31.0 High l
Hungary 03 17 ] Average 0 06 o . 355 15.9 Average 1
Ireland 0.3 30 1 Low 0 B 252 18.0 195 Average |
Korea 0.2 25 | Average T -1 T 18.9 225 32.7 Low 0
Luxembourg 0.1 00 1 Low 0 . . 35.0 11.9 .
Slovak Republic 0.5 32 | . 08 1t 138 355 22.3 High 0
France 0.4 06 o Average 4} 07 o 28.0 304 208 Average |
Poland 0.6 27 | Average 1 13 235 247 374 Low 0
Chile 0.3 14 | . . 61.9 59.6 . Average o
Belgium 03 06 o Low 0 02 1 134 25.7 16.9 High 0
Mexico 0.2 02 1 - o o 73.2 " Average o
Spain 0.9 07 o High 0 05 | 30.6 293 3241 High !
Italy 0.5 04 o High ! 10 | 317 384 279 High !
Greece 0.8 02 | Low 1 14 | 285 415 356 Average o0
Turkey 0.2 26 o . 50.2 66.0 30.2 High !
OECD 0.4 12 o 02 o 22.7 324 220
Non-OECD countries
Colombia 0.2 19 o 74.8 . Average o
Costa Rica 0.6 21 o 76.2
Argentina . 07 o 75.9 . .
Brazil 0.3 15 | 79.0 . Average o
China 0.0 21 o 46.2 . High
India . 65 o .
Indonesia . 37 o 78.6 . .
Russian Federation 0.1 28 | 22.8 . High 1
Saudi Arabia . 18 | .
South Africa 0.3 06 | Low 0
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Note: Countries are ordered in descending order of the employment rate. OECD unweighted average. The
signs 1, o, | indicate differences in the most recent period (see Annex Table 3.A.4 for the details) relative to
the overall period, with 1 denoting an increase, o indicating approximate stability and | indicating a decline.
For instance, 1 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;), 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(g)), PISA 2015  Results  (Volume 1):  Excellence and  Equity in  Education,
http://dx.doi.org/10.1787/9789264266490-en. Non-standard workers: OECD (2015)), 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 Si=m 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).
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Notes

! Chapter 17 will develop this further to identify to challenges and priorities in specific countries.

? 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,)).

3 Recommendation of the Council on Gender Equality in Public Life [C(2015)164],
Recommendation of the Council on Gender Equality in Education, Employment and
Entrepreneurship [C/MIN(2013)5/FINAL], Recommendation of the Council on Integrated Mental
Health, Skills and Work Policy [C(2015)173] and the Recommendation of the Council on Ageing
and Employment Policies [C(2015)172].

* 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.

> 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.

% 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.

b 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.

? 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.

' A few of them have however significantly improved their job quantity performance in the past
two decades (e.g. Ireland and Spain).
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" 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.

2 GSee 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.

" 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.

"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.

Annex Table 3.A.1. Dashboard of job quantity, job quality and inclusiveness, 2006 or closest

available date

Quantity Quality Inclusiveness
I Employment gap
Employment  Unemployment Broad labour Earnings qualit; Labour market (\lnlljc?rlll(tl}ll'l " Low-income rate Gender labour for
ploy! ploy! underutilisation 95 quallty insecurity environmgent income gap disadvantaged
groups
Share of inactive, Expected
unemployed or Difference
Share of Share of persons involur?tar); part- monetary loss Poverty rate after between average Average
working-age . " ) Gross hourly associated with taxes and . employment gap
in the labour force  timers (15-64) in Share of workers annual earnings of
population . earnings in USD  becoming and R transfers, Poverty as a percentage of
(20-64 years) (15-64 years) population (%), adjusted for staying experiencing job line 50% Working- men and women the benchmark
in employment in unemﬂployment excluding yputh inequality unemployed as a strain (%) age population diVide.d by average group (prime-age
(%) (2(0/:)15) o dué;ﬁf’;:& not (2006) share of previous (2005) (18-64) (%) eamln?; )0 fmen male workers)
(2008) in employment ear&ig%s;)(%) (20086) (2055) (20086)

(2007)

OECD countries
Iceland
Switzerland
Norway
Denmark
Sweden

New Zealand
Canada
Estonia

United States
United Kingdom
Ireland
Netherlands
Australia

Japan

Finland

Latvia

Portugal
Austria
Slovenia
Lithuania
Czech Republic
Germany
Korea

France
Luxembourg
Spain

Israel

Belgium
Mexico

Slovak Republic
Greece

Chile

Hungary

Italy

Poland

Turkey
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OECD 70.3 6.3 27.0 15.3 36 34.9 9.8 434 285
Non-OECD countries

Colombia 66.8 115 29 51.3

Costa Rica 69.3 58 . . . .
Argentina 68.8 10.3 36.0 5.6 . 543 35.1
Brazil 71.9 86 317 315 17.6 542 36.8
China . .
India 63.4 174 46.4
Indonesia 67.5 10.6 436
Russian

Federation 742 71 615 427

Saudi Arabia 56.9 58 . .

South Africa 53.1 226 38.0 58.9

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 iz 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 (%) Share of persons in the labour force (15-64 years)in unemployment (%)
(1995) (1995)

OECD countries
Iceland
Switzerland
Norway
Sweden
Czech Republic
Denmark
United States
Japan
New Zealand
Estonia
Austria
Korea
United Kingdom
Canada
Australia
Israel
Portugal
Netherlands
Germany
Slovak Republic
Finland
France
Poland 64.3
Luxembourg 62.4
Chile 62.2
Belgium 61.4
Mexico 61.1
Ireland 60.7
Greece 59.9
Hungary 58.9 10.2
Turkey 55.9
Italy 55.2 11.7
Spain 51.8 22.8
Latvia
Lithuania
Slovenia
OECD

Non-OECD countries
Colombia .
Costa Rica 63.6
Argentina
Brazil
China
India
Indonesia
Russian Federation
Saudi Arabia 572
South Africa

SAEEETEE A <

U Aboieaieage petoE IO Aboutaversgeperfoners (i) Below average portrmers (Bt

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 s 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
Broad Quality of Employment gap
Employment  Unemployment labour Earnings quality La_bour m'_arket working Low-income rate Qender labour for disadvantaged
A insecurity ; income gap
underutilisation environment groups

Iceland

New Zealand
Estonia
Japan

Czech Republic
Sweden
Lithuania
Latvia

United Kingdom
Germany
Switzerland
Israel
Hungary
Portugal
Slovenia
Netherlands
Canada
Denmark
Poland
Australia
Finland

Chile

Austria
Slovak Republic
Mexico
Korea
Norway
France
United States
Belgium
Spain

Ireland

Italy

Greece

Turkey

Correlation
with column (1) 1.0 0.7

1.0 0.0 0.7

0.6

04 0.2 0.8

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 3.1.

Source: See Table 3.1.

StatLink S 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 Labour productivity Ability of productive Wage-productivity | Adult skills: low- : Non-standard | Regional disparities
cost of a decline firms to attract ) ) Student skills
in GDP growth workers decoupling skilled adults workers
Average increase | Average annual Cross-firm Difference between | Share of adults |Share of 15-year-| Share of Own- Coefficient of
in unemployment | labour productivity | employment growth | annual real median | with numeracy olds notin account self- | variation in regional
rate over three growth differential associated| wage growth and | skills below level |secondary school| employed and | unemployment rates
years after a (%) with 10 pp labour productivity 2in PIAAC or scoring below temporary (%)
negative shock to productivity growth (%) Level 2in PISA | workers in total
GDP of 1% (pp) differential (%) (pp) (%) employment (%)
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 15 1.0 . . 288 206 15.0 223
Switzerland 04 04 0.2 0.1 0.1 . . . 19.0 18.7 236 317
Sweden 0.3 13 0.9 0.2 0.3 0.4 1.9 14.7 259 19.0 309 12.2
New Zealand 04 07 0.7 . . 03 -0.4 18.9 293 . 19.2 24.3
Japan 02 0.7 05 0.3 04 -0.5 05 8.1 15.4 202 18.6 13.9
Germany 04 06 0.6 0.8 0.9 0.4 0.1 18.4 206 18.1 517 30.1
Norway 0.2 0.5 0.5 0.6 0.5 05 0.0 146 243 1.8 205 16.7
United Kingdom 04 08 0.6 0.1 0.0 -0.2 -1.0 242 344 16.1 289 20.2
Denmark 06 06 0.6 0.1 0.2 0.1 0.8 142 231 13.6 13.0 6.6
Netherlands 04 0.7 0.8 1.1 0.3 0.7 . 13.2 2038 259 265 20.0
Czech Republic 03 21 1.0 7 7 03 03 12.9 268 212 429 36.2
Estonia 0.7 28 1.0 04 04 . . 143 176 84 26.2 38.5
Canada 05 06 1.0 -0.6 -0.5 224 285 212 423 293
Australia 04 1.0 13 -1.0 09 201 293 3241 39.7 46.0
Israel 0.6 0.7 0.7 . . 06 . 309 364 . 15.1 17.3
Austria 0.1 04 0.2 0.7 0.7 0.0 04 143 34.8 154 32.8 46.3
Finland 02 06 0.0 0.2 0.3 1.0 0.7 12.8 15.9 218 62.2 13.1
Latvia 08 3.9 24 05 0.3 . . . 30.2 236 407
United States 0.7 13 04 0.5 0.7 15 -1.0 287 41.0 . 239 211
Hungary 03 1.7 0.1 04 0.3 06 03 . 355 15.9 348 439
Korea 0.2 25 13 0.3 05 -1 0.8 18.9 225 327 237 20.1
Portugal 03 08 0.2 0.2 0.3 0.5 1.2 332 31.0 36.0 15.0
Luxembourg 0.1 0.0 0.7 0.1 0.0 . . . 35.0 11.9 . .
France 0.4 0.6 0.5 0.3 0.4 0.7 0.9 28.0 304 208 357 17.2
Slovenia 03 1.0 038 0.2 0.1 . . 258 222 18.6 227 15.9
Ireland 03 3.0 48 0.1 0.1 -1 3.1 252 18.0 19.5 265 13.6
Slovak Republic 05 31 15 . . 08 0.5 138 355 223 416 385
Poland 0.6 2.7 2.2 0.2 05 -1.3 -2.0 235 247 374 20.0 24.8
Chile 03 14 13 . . . . 61.9 59.6 . 313 252
Belgium 03 06 0.3 0.1 0.0 0.3 0.9 134 257 16.9 54.8 56.1
Mexico 0.2 0.2 11 . . . . . 73.2 . 296 28.7
Spain 0.9 0.7 0.9 0.5 0.4 0.5 06 30.6 293 32.1 359 289
Italy 05 04 04 04 0.3 1.0 04 317 384 279 736 46.8
Greece 08 0.2 -1.0 0.2 0.6 14 14 285 415 356 263 19.7
Turkey 0.2 26 26 50.2 66.0 30.2 42.0 50.3
Lithuania 0.5 4.2 2.0 . . . . 174 327 . 131 29.6
OECD 0.4 1.3 0.9 0.3 0.3 0.2 0.1 225 313 220 316 274
Non-OECD countries
Colombia 0.2 1.9 1.7 748 29.7 219
Costa Rica 06 21 2.7 76.2
Argentina . 0.7 -0.3 75.9 . .
Brazil 03 15 0.2 79.0 337 336
China 0.0 21 20 46.2 53.9
India 6.5 56 .
Indonesia 36 38 78.6 . .
Russian 0.1 28 0.6 228 382 63.2
Federation
Saudi Arabia . -1.8 2.7 . .
South Africa 03 06 -0.3 14.0 20.0
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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: U;,s — Uiy = B§ + B{dInGDPV; +
B3dU;_1 + BdInGDPV,_1+BidU;_, + B5dInGDPV,_; + X5, Bi dInGDP,,; + €rys , where U is the
unemployment rate, GDPV, 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 7 denoting the
impulse-response function of unemployment to a 1% increase in GDP. The average change in unemployment
is computed as the average of 7 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: Alnl;;.; =

25, B CelnLPyjceq +0x'; i1+ Vjer t €ijec » where Alnl; ;. denotes employment growth in firm i,
industry j and country c; C, are country dummies; InLP; ;. ._, is labour productivity in gross output terms;
X; jt—1 are employment and age of the firm; and yj; are industry-country-year fixed effects to control for
unobserved time-varying country-industry specific determinants of employment growth. The country-specific
B 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 A% X to denote the per cent growth rate of X, macro-level decoupling is defined as

i wmed Y/PY . .
follows: Decoupling = A% ( 7 )—A% (T)’ where W™€? denotes the nominal median wage, Y
denotes nominal value added, P¥ 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)), 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(g)), PISA 2015 Results (Volume I): Excellence and Equity in
Education, http://dx.doi.org/10.1787/9789264266490-en; Non-standard workers: OECD (2015()), 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.
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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 Il 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:

o 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.

o 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.

o 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.

o 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

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018




72 I 4. POLICIES AND INSTITUTIONS TO ENHANCE LABOUR MARKET PERFORMANCE

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.'

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.” 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 [C(2015)173], 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.’ 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.

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



80 I 4. POLICIES AND INSTITUTIONS TO ENHANCE LABOUR MARKET PERFORMANCE

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 [C(2015)164], Recommendation of the Council on Gender Equality in
Education, Employment and Entrepreneurship [C/MIN(2013)5/FINAL], 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.

e 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.

e 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.

e 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.

e Female entrepreneurship can be promoted by reducing gender gaps in access to
finance and entreprencurial skills and networks and skills through, for example,
entrepreneurship training, coaching and mentoring programmes.

e 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
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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;).

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.
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Notes

" 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).

2A 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.

? 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.

Reference
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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
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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 s 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

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



5. IMPLEMENTING REFORMS | 97

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 the
combining of 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. Sequencing reforms in effective ways can
help ensure the success of reforms too. Winning an electoral mandate for policies,
effective communication of the rationale for the reforms and of the consequences of
inaction, and constructive negotiations with stakeholders are also vital ingredients.

It is also important to evaluate reforms 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: 1)
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

e 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.

e 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.

e 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.

e 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

e 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.

e Create an entreprencurship-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.

e 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.

e 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.

e 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.

o 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.

e 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.

e 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 a
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:

e 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.

e 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).

e 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.

e 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.

o 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.

e 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.

o 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.

e 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.

e 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.

e 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:

e 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
[C(2015)164], Recommendation of the Council on Gender Equality in
Education ,Employment and Entrepreneurship [C/MIN(2013)5/FINAL],countries
must step up efforts to ensure that public policy truly reflects inclusive labour
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markets in which both men and women can reach their full potential. This
includes amongst others 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.

e 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.

e 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 [C(2015)172].

o Consistent with the Recommendation of the Council on Mental Health, Skills and
Work Policy [C(2015)173], 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.

e 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.

e Combine activation measures with adequate and widely accessible
unemployment, disability and social- assistance benefits to provide income
support to jobless persons.
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o To help ensure that activation measures reach all persons 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.

e 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.

e 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.

o 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.

e 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.

e Promote the reallocation of workers between firms, industries and regions through
product, labour market and housing policies.

e 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.

e 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.

e 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 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.

e 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.

e  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).

o 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.

e Build support for reforms by secking 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.

e 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.

e 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.

o Ensure that policies and programmes are regularly assessed in a rigorous way and
that inefficient ones are swiftly amended or terminated.

e Build evaluation mechanisms into policy actions. Consider small-scale
experimentation of new measures before implementing them on a large scale.
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Part II. More and better jobs
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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 polies 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(;;). But
literacy, numeracy and problem-solving only capture a sub-set 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, 2016y;).
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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 information processing 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 also reflects to an important extent worker characteristics
(e.g. unobserved ability). Indeed, the evidence summarised in OECD (2015,)) 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
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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 “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(y)), Skills Matter: Further Results from the Survey of Adult Skills,
https://doi.org/10.1787/9789264258051-en.

StatLink Sz 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, 20123)). 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 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 over-qualified — i.e.that they had higher
qualifications than required to perform their jobs — and 19% reported that they were under-
qualified 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, 20114)). 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.
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Figure 7.2. Qualification mismatch in OECD countries
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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 Sa=r http://dx.doi.org/10.1787//888933881192

One way of addressing the problem of over-skilling in particular is to promote a better
use of skills by currently employed workers in the workplace." 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, 20145;; OECD, 2016y;). 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, 2016p)). 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, 2016y;;). 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 (20157)) - 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,
19825)), reducing incentives for shirking by employees and the need for monitoring
(Shapiro and Stiglitz, 1984)), reducing recruitment and training costs due to worker
turnover (Salop, 1979,¢)) strengthening the ability to attract and retain suitable workers
(Weiss, 1980,;)) and promoting health at work (Box 7.1).> 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 etal., 2002(,). 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.’

The available empirical evidence tends to support the view that HPWM practices can help
promote productivity, (Bloom and Reenen, 2011(;5)). 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, 2011y;3;). 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, 19974). 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(;) 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;5),
Lazear and Shaw (2007;¢;), Bloom and Van Reenen (2011;3)). 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, 2002,7); Bartel, Ichniowski and Shaw,
200718)).

Figure 7.3. High-performance work and management practices
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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), “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 Smsr 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 (2014,91), Cazes
et al. (2015[20]).

1. Earnings. In firms characterised by HPWM practices, reward packages are likely
to be: i) relatively generous so as 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;).

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.” 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.

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



7. FOSTERING WORKER PRODUCTIVITY | 121

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,;), Frege and
Godard (2014,3)), 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 (2007,4)) 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:

o 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.

e 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.

e 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.

e 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),5), “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,¢7),

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, 1984,7)). 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,
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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
(20045)), Addison (2016}9;), Doucouliagos et al. (20183)).° The effects are likely to be
more positive the better the quality of the labour relations (Krueger and Mas, 20043,;;
OECD, 2016[(,]),7 the higher the degree of product market competition (Freedom and
Medoff, 1984,7)) and when collective worker representation in the workplace is present
(OECD, 20183;)). 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, 201533); Freeman and Lazear, 199534)).

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(,9)), OECD (2016()), Laroche and Salesina (2017 3s)).

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 3¢}). 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,
2009336; OECD, 2010[37])8 and differences in its efficiency can account for sizeable
differences in productivity performance across countries (Hsieh and Klenow, 20093s;;
Bartelsman, Haltiwanger and Scarpetta, 20133)). 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, 2010p,;). 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 detail 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(43)) and Kemperer (201644))
for surveys. Its main effect is therefore to reduce overall labour market fluidity in terms
of worker and job flows - e.g. (Micco and Pagés, 2006.4s); OECD, 2010;7); 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 4)).

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 et al
(2009(477) show that dismissal regulations depress productivity growth in industries where
layoff restrictions are most likely to be binding."" 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,
2016ys); Griffith and Macartney, 201449)), or the excessive use of temporary contracts
(Dolado, Ortigueira and Stucchi, 2016;s)).
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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
ii1) 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,
201347)). 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;
i) 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
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Source: OECD (20131457), “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 s http://dx.doi.org/10.1787/888933881230

Source: OECD (20134y), “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.

There is little indication that strict employment protection contributes to better job
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. (2016s,;) and Hijzen and Menyhert (2016(s)) suggest that, for a given level
of unemployment, the speed of job reallocation tends to be positively related to
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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),
Clark and Postel-Vinay (2009s3;) and Saucier-Lepage and Wasmer (2016;s4)) 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'” or,
alternatively, increase them by strengthening the bargaining position of workers
(Leonardi and Pica, 2013 ss)).

Beyond the direct effects of employment protection of dismissal on workers employed
with open-ended contracts and their employers, employment protection can also have
consequences for the composition of open-ended and fixed-term contracts. More
specifically, when employment 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, 2014s¢)).

First of all, workers should be effectively protected against unfair dismissals without
harming required economic flexibility. Unfair dismissals 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 dismissals 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."

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.'* 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." 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).'®
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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
without undermining the efficient reallocation of resources.'’ 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.'®

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, 20134;)). 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, 2000s7; Montes Rojas and Santamaria, 2007 sg;;
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;)) and higher
investment and job creation (Gal and Hijzen, 2016(,;). 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()). 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 et al. (2017;¢;;) show that there is much scope
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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 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, 200763)). 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(4;). Empirical evidence suggests that venture capital has a sizeable
positive impact on innovation and growth (Andrews and Gal, 2015()).

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 et al. (2006(cs;) 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., 20184)).

Wage-setting institutions, such as 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 it potentially reduces 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 (20183,), 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 (20154) 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 allow more space to firms for setting wage and
working conditions according to business conditions (see Chapter 8 for more details)."”

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(7). Skills transferability can be promoted by placing more emphasis on the
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provision of general or cognitive skills in the education and training system while relying
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 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
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adapt to emerging challenges. The main focus of regulation should therefore be to protect
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

" 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.

: 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])

? This way, HPWM practices help to transform firms in effective learning organisations (Senge,
1990(69))-

* 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.

> Bloom and Van Reenen (2010y7¢}), 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.

® 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, 20183;)).

7 OECD (2016}¢}) 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.

¥ 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
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firms — and, for continuing firms, the contribution of within-firm productivity growth at a given
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.

? Further analysis shows that the impact of skills mismatch on productivity mainly reflects
over-skilling, suggesting there is a close connection between skills mismatch and skills use.

' 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])'

' Autor et al (2007¢s;) provide tentative evidence for the United States suggesting that wrongful-
discharge protections reduce productivity growth.

"2 However, this should not affect overall job quality to the extent that the reduction of wages
reflects the value of employment protection to workers.

> 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, 20097;)).

" 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.

' 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.

' 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).

" 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.' 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, 29 out of 37 OECD countries have statutory minimum wages in place.
Minimum wages also exist in most non-OECD emerging economies.” 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(;;) 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.” 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. 2 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.*

High minimum wages reduce wage inequality, particularly in the presence of ripple
effects higher up in the wage distribution.” 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.” 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;).

Minimum wages only have a rather limited effect on reducing poverty — see Card and
Krueger (1995(;)); Neumark and Wascher (2008;3;); MaCurdy (2015(). 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;s7). 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.’

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.® 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, OECD countries, 2016
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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 MW and Labour
cost are not provided for Colombia and Mexico as these countries are not currently included in the
OECD Tax-Benefit Model.

StatLink =P 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(;)).

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(;;), Boeri (2012;;). Minimum wages may be: i) legislated by the
government (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); or
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.” 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,
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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 Si=r 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, 20177): 1) 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 (20145)), Ferracci and Guyot (2015(9))
and OECD (2018;,4)."’ 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;()).

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;,;) 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."
However, empirical studies did not provide much backing for this hypothesis — see
OECD (1997(12)), Traxler et al. (2001y;3;), Aidt and Tzannatos (2002[,4), Bassanini and
Duval (2006(;5;) and Eurofound (2015[16]).12 Soskice (1990(,7)) 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;5)), Aidt and Tzannatos (2002(,4;), OECD (2004,;), Bassanini
and Duval (2006(;5)), OECD (2012(5)), Eurofound (20154))."

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}1)) 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,,;) and Bertola (1999,,)). 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 (201123)), Jaumotte and Buitron (2015,4;) 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;¢)).

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,()) 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;;) 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,)). 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 (20015)), Magruder (20125,) 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, 20185). 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, 2016,9)).

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(3)), but
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also on a government that provides space for collective bargaining and social dialogue,
while setting the boundaries. "

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 therefore 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.'”’

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.'® 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;). 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
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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(3,7), Taxing Wages 2016, https://doi.org/10.1787/tax_wages-2016-en.

StatLink s 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.”” 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, 1i.e. when
unemployment benefits are not taxed at the same level as wages (Pissarides, 199833;), 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, 2006j34; 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, 200035;). 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.”!

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, 1994s;
Gruber and Jonathan, 199737; Anderson and Meyer, 200035); Deslauriers et al., 201839))
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 et al. (20174;;) 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.” Finally, using matched employer-employee data for Norway, Stokke
(2016p4,7) 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;3;)) 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., 20164)).”

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.® 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.”’
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 (2012ps) and Piketty and Saez,
(20134¢)) for recent reviews), taking account of unemployment and equity considerations
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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 its 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

" 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).

? See for example the recent debate in the United States between Dube et al. (2010;s517), Allegretto
etal. (2011(sy), Allegretto et al. (2017s3)) on the one hand, and Neumark et al. (2014s4;) on the
other.

* 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 (2017ss)); Hirsch et al.
(2015(s¢)), - reducing non-wage labour costs — e.g. Kaminska and Lewandoski (2015s7}) or in the
absence of an effective enforcement, firms do not fully comply with the legislation - e.g. Bhorat
etal. (2012s5)); Rani et al. (2013s97); Garnero (2018sy)) - or employ workers informally (Comola
and De Mello, 2011 4;). 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) or,
alternatively, absorb some of the increase in labour costs by accepting lower profits (Draca,
Machin and Van Reenen, 2011(,;). 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” or . In this case, a minimum wage can help to increase wages and employment at
the same time.
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> A significant number of papers have associated minimum wages with lower wage inequality -
e.g. DiNardo et al. (1996(44)), Lee (1999¢31), Autor et al. (2016(5)) for the United States, DiNardo
and Lemieux (1997(¢) for Canada, Machin (Machin, 1997;) for the United Kingdom and
Koeniger et al. (2007¢s;) for 11 OECD countries.

6 E.g. Koubi and L’"Hommeau (2007¢9;) and Goarant and Muller (2011,)) for France and Card
and Krueger (1995,)), Lee (1999(63)), Neumark et al. (201454;) (2004), Autor et al. (2016s)) for
the United States and Dickens and Manning (2004;,;) (2004) and Stewart (20127,)) 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.

¥ 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)).

? 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

' Evidence using microdata for the US and for the UK points to an average union membership
wage premium of between 10% and 15%.

" 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.

2 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, 20177; Hijzen, Martins and Parlevliet, 2018g)).

" 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.

4 See also Blanchflower and Freeman (1993477), Card, Lemieux and Riddell (2004s) and
DiNardo and Lee (2004 49y).

', 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;()).

'® 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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7 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.

'8 Tdeally, 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.

' 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 (20073;)), Murtin et al. (20147)) and Gal and Theising (201575;). 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.

I 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)).

** 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.

> Evidence from permanent social security reductions by respectively Saez et al. (201875) and
Saez et al. (201779)) 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.

** 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, 199833)). 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., 201643)).

% 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.

% OECD (2007317) 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.

*7 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 strong
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 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 risk of income loss
during joblessness

Net replacement rates for an average-income earner in % of previous income, 2015
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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 S 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;,;; Kroft and Notowidigdo, 2016,)).
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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, (20015). 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, 2016y)).

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, 2016s)).
Recent studies detect no or only small positive impacts of the generosity of
unemployment insurance on post-unemployment earnings.! 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, 20095)) 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. Kyyrd (2010)), Fontaine and Malherbet (2016(9;), Le Barbanchon (2016y,(;). 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;;;). 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, 2014,5;; 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, Fougére and Prieto, 2001;,3;). The peak is even
more pronounced when all types of transitions are taken into account, i.e. not only exits to
employmzent but also the exits to training and inactivity (Card, Chetty and Weber,
2007[147).

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.” This in turn reduces the time it takes for firms to fill vacancies, leading to
higher job creation and aggregate employment (Landais, 2015(;5;; Landais, Michaillat and
Saez, 2018|;4)). 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 Zweimiiller, 2015;,7). 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, 2016s)).

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 (2016s5)). 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).* 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.’
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).°
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.” 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[181).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, 2016y;9;). 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, 20135)). 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 (Immervoll and Pearson, 2009,;)). 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,)).
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 to avoid that employers capture

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



9. PROTECTING AND SUPPORTING WORKERS | 171

most of the programme benefits through lower wages, thereby achieving the intended
redistribution to low-wage workers (OECD, 2009,,;; Nichols and Rothstein, 20153)).”

Figure 9.2. Work incentives for unemployment-benefit recipients vary significantly across
OECD countries

Average participation tax rate, % of gross earnings, 2016
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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 Si=m 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/,4). 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,,)).
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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, 2016y,s5); Fernandez et al., 2016,6; OECD, 2015}57))."

Importantly, recent research — e.g. Sundaram et al. (20143)); Fernandez et al. (20165¢)) —
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."" 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.'

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.

GOOD JOBS FOR ALL IN A CHANGING WORLD OF WORK: THE OECD JOBS STRATEGY © OECD 2018



9. PROTECTING AND SUPPORTING WORKERS | 173

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, 2015,7). 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 measures” as a percentage of GDP in OECD countries, 2015°
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Note: OECD: 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 S=m 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, 2013p,q;; OECD, 201330)). 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:

o  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;;;). 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, 20133)).

e 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,
2013p37). 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]).

o 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.

o 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, 201534)). 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, 20143,;).

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 programs. 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;5s;; OECD, 2015,7)).
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 (201836)). 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
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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. LFS data for
Sweden do not include a series of benefits that are accessible to jobless individuals who: i) are not in receipt
of core unemployment benefits; and who ii) satisfy other conditions such as active participation in
employment-support measures. Unemployed workers are identified according to the definition of the
International Labour Organization.

Source: OECD (20183¢)), 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 Sz 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(,7). 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,
20143)). 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 35)). 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 (201439));
Duell et al. (2010p0;); Duell, Singh and Tergeist (20094:;).

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, higher risk of subsequent re-entry into unemployment or
overall exit to inactivity (Arni, Lalive and Van Ours, 20134); van den Berg and
Vikstrom, 20143;; Card, Kluve and Weber, 201544); Busk, 2016ys;). 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, 20084); Reed, 201247;;
Bredgaard, 201543)), and so do early warnings of benefit sanctions (Arni, Lalive and Van
Ours, 2013(4); Lachowska, Meral and Woodbury, 201649). 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;s(;). 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, 2015,7)). 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 (200637)).

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(s;;). Similarity in social background between caseworker and jobseeker can
contribute to successful performance, possibly as a result of enhanced communication,
motivation, and trust (Behncke, Frolich and Lechner, 2010(s,)), provided that this does not
lead to softer attitudes by the caseworker (OECD, 2015,7))."” 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,
201517 and clients are very heterogeneous in their needs for support (Lechner and
Smith, 2007;s3)). 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 (201544;). Yet, lock-in
effects due to missed job opportunities during training may reduce effective labour supply
in the short-run (Kluve, 2010s4). 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[5”).14 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, 2012s5)). 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,
2014s6).

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, 2017s7) 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, 2015,7;; Card, Kluve and Weber, 201544)).

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, forthcomingss;) or to provide relevant work experience to
specific groups (Brown, 2015;s9). 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, 2015,7)).

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 ).

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, 2012s5; OECD, 2014[56]).15
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 ).

To implement an effective activation strategy with the involvement of private service
providers, a number of conditions must be met (OECD, 2015,7)). 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 from affecting service quality to
clients (OECD, 2015(,7). Finally, contracts should be prescriptive with a detailed
specification of service requirements, without undermining competition. However,
striking 1:[/,he balance between prescription and competition can be challenging in
practice.

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, 201544)).

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
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to avoid creating a digital divide handicapping more disadvantaged jobseekers, in
particular displaced older workers that lack basic IT skills (OECD, 2017¢13).

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]).17 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, 201443;;
Cazes, Hijzen and Saint-Martin, 20154)). 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'® and increases
the risk of physical and mental health problems (Saint-Martin, Inanc and Prinz, 2018s)).
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., 20184¢); Kivimiki et al., 2012(¢7; Hauke et al., 2011 ¢g;).

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 (20174), 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

I Poor quality work environment [ Medium quality work environment 1 High quality work environment

A. Negative effect on health B. Work-related sickeness absence
% %

0

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 6" European Working Conditions Survey (2015).

StatLink S=r 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,
201463; Cazes, Hijzen and Saint-Martin, 20154;) 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 mainstreaming 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]).19

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;o; OECD, 20137;;). 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, 20117,); OECD, 201359).

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.”® 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.”’ Moreover, employers face an obligation to facilitate and promote the return to
work of sick employees, enforced with financial measures.” 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.”

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, 2010j74)).

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, 200875;; OECD, 20107;). Moreover, experience-rated disability insurance in
Finland and the Netherlands appears to have reduced disability benefit inflows (Koning,
200477;; Korkeamiki and Kyyrd, 200975;). Similar moderately positively findings are
also available for risk-rated premiums for workers’ compensation schemes (Tompa,
Trevithick and McLeod, 200779;; Elsler et al., 20105;). 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.** 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., 20145;;
OECD, 201533)).

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., 2008s,); Lam and Walker, 2012s3)).

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:

e 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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Notes

e 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.

e 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.

"'No or small positive effects are found in Card, Chetty and Weber (2007,4)) for Austria, van Ours
and Vodopivec (2008s) for Slovenia, Caliendo, Tatsiramos and Uhlendorff (2013s;) for
Germany and Centeno, Centeno and Novo (2009()) for Portugal, while Schmieder, von Wachter
and Bender (20169)) find negative effects for Germany.

? 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[110]). However, some of the outflows observed at the time benefits expire could
reflect exits from the labour market and not returns to employment.

? The number of unemployed may also increase because it induces inactive persons to look for
work as employment is associated with better social protection.

* 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 own wages and, in some circumstances, can benefit from
public subsidies notably when funding is insufficient to cover minimum withdrawal amounts
(e.g. Chile).

> However, to be effective this system must rely on rules simple enough for employers to able to
predict the cost for their separation decisions, which can be a challenge (Krueger and Meyer,

® These figures refer to a one earner couple with two children taking up work at 67% of the
average wage. Supplements are included.

” These figures become even greater if additional expenditures incurring by the working household
are taking into account, such as transport and childcare (OECD, 20183¢)).
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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-year tax rebate.

The critical issue is, however, setting the minimum wage to an appropriate level, inasmuch
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.

' While a number of these barriers are specific of certain groups and will be discussed in
Chapter 11, others are common to many unemployed and inactive people.

" 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)).

2 This chapter focusses on general activation of the labour force. Specific policy actions
concerning group-specific barriers are discussed in Chapter 11.

B 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])3 Lagerstrém (201 1[85])'

' The German experiments mentioned above show that even small piloted resource devoted to
increase the number of registered vacancies in databases shared across offices can have important
spillovers.

" There are very few success stories and experiments typically took several years of fine-tuning
(OECD, 201557); Stephan, 2016g¢)). In Australia, the outsourcing framework was introduced in
1998, but significantly revised in 2003, with further changes in 2009 and 2015 (OECD, 2012ss)).

'® 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, 2011s;). However, rigorous
evaluations have shown that the lack of prescriptive contracts tends to end up in inefficient
programmes, casting doubts on the feasibility of effectively outsourcing employment services to
private providers (Stephan, 2016s)).

7 Several chapters of this Volume address this question directly or indirectly, e.g. looking at
labour demand, labour regulations or product market flexibility.

'8 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 ).

19 https://legalinstruments.oecd.org/en/instruments/334

0 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 1iii) mental health problems are poorly covered, because the link with work is difficult to
establish.

! 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.

*? 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.
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 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.

** 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, 20179;; Sadun,
Bloom and Reenen, 201793)).
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