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FOREWORD

Foreword

'1-;1e OECD Employment Outlook provides an annual assessment of key labour market
developments and prospects in member countries. Each edition also contains chapters focusing on
specific aspects of how labour markets function and the implications for policy in order to promote
more and better jobs. This year’s chapters cover five topics: minimum wages; skills and wage
inequality; activation policies for more inclusive labour markets; earnings mobility, labour market
risk and long-term inequality; and job quality in emerging economies. Reference statistics are also
included.

The 2015 OECD Employment Outlook is the joint work of staff of the Directorate for Employment,
Labour and Social Affairs. It has greatly benefited from contributions from national government
delegates. However, the Outlook’s assessments of each country’s labour market prospects do not
necessarily correspond to those made by the national authorities concerned.

This report was jointly edited by Mark Keese and Paul Swaim, and is based on contributions from
Stijn Broecke, Andrea Garnero, Herwig Immervoll and Pascal Marianna (Chapter 1), Glenda Quintini
and Stijn Broecke (Chapter 2), David Grubb and Kristine Langenbucher (Chapter 3), Alexander Hijzen
and Andrea Garnero (Chapter 4), Sandrine Cazes, Paolo Falco and Balint Menyhert (Chapter 5).
Research assistance was provided by Dana Blumin, Sylvie Cimper, Sébastien Martin, Agnés Puymoyen
and Paulina Granados Zambrano. Editorial assistance was provided by Gabriela Bejan, Natalie Corry,
Monica Meza-Essid and Marléne Mohier.
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Editorial
Time is running out
to help workers move up the jobs ladder

The recovery is underway, but millions of workers risk being trapped
at the bottom of the economic ladder

The jobs recovery is becoming more widespread and gaining momentum putting
unemployment on a declining path in most countries, including those hardest hit by the
crisis. However, the recovery is still far from complete and time is running out to prevent
millions of workers from being left trapped at the bottom of the economic ladder. Many of
the youth who finished their schooling during the crisis years and have struggled to gain a
secure toe-hold in the labour market may be approaching the “make or break” point so far
as being able to ascend the career ladder. Indeed, one of the striking findings in this edition
of the OECD Employment Outlook is that long-term career prospects are largely determined
in the first ten years of working life. Some of the experienced workers who have lost their
jobs during the crisis are also having a difficult time putting their careers back on track. For
example, a number of those who lost jobs in the manufacturing or construction sectors will
need to make a career switch to growing service industries and often to adapt their skills if
they are to avoid becoming trapped on the margins of the labour market.

The scarring effects of the crisis on the hardest hit groups are compounded by longer-
run trends that are making it more difficult for low-skilled workers to move out of
precarious, low-paid jobs into jobs that offer opportunities for career advancement. If the
missing rungs are not put back into the jobs ladder, the legacy of the crisis is likely to
include a further permanent increase in economic inequality above the already record high
levels that had been reached before the crisis in many OECD countries. Governments need
to take action now if they are to avoid a permanent increase in the number of workers
stuck in chronic unemployment or cycling between unemployment and low-paid jobs.

Tackling persistently high unemployment remains a priority

While unemployment is on a downward trajectory in most countries, about one-half
of the crisis-related increase in joblessness in the OECD area still persists more than seven
years after the crisis began. Around 42 million persons were without work in May 2015
across the OECD, 10 million more than just before the crisis. However, there are sharp
differences between countries. Whereas the euro area unemployment rate remains above
11%, unemployment has fallen below 6% in the United States and is under 4% in Japan,
Korea and Norway.

Long-term unemployment has peaked in most countries, but it remains a major
source of concern as it can lead to skill depreciation, loss of motivation and withdrawal
from the labour market. The stigma associated with long spells of joblessness also makes
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it more difficult for the affected workers to return to work and climb up the jobs ladder. For
the OECD area as a whole, 15.7 million persons — more than one in three of all
unemployed - had been out of work for 12 months or more in the fourth quarter of 2014.
The size of this group has increased by 77% since 2007 and more than half of this group has
been jobless for two years or longer (57%). For countries that saw the biggest increases,
including the southern European countries, there is growing evidence that part of what
was originally a cyclical increase in unemployment has become structural - either in the
form of open unemployment or labour force withdrawal due to discouragement — and will
thus be more difficult to reverse during the economic recovery.

Persistently high levels of unemployment - especially long-term unemployment — have
knocked out the first rung of the jobs ladder for many young people entering the labour
market and also more experienced job losers who have fallen down the ladder. Tackling
unemployment where it remains high and driving down long-term unemployment, in
particular, represent key policy priorities. However, lowering unemployment should be
approached as part of a larger challenge to promote upward mobility at the bottom of the
earnings ladder.

Polices to support upward mobility in the labour market are also needed

The Employment Outlook underlies the high social costs resulting from earnings
inequality by showing that a substantial portion of the persons who are unemployed or in
low-paid jobs at one point in time are at a high risk of becoming trapped at the bottom of
the earnings ladder. Policy makers should thus place a high priority on assuring that the
crisis does not leave additional workers permanently excluded from work or trapped in
low-paying and insecure jobs, thereby ratcheting inequality up another notch.

Concerns about a possible increase in inequality are heightened by the fact that most
OECD economies had already become significantly more unequal in the distribution of
income during the decades preceding the crisis, reflecting a large rise in earnings
inequality. It follows that the challenge to promote upward mobility at the bottom of the
jobs ladder is much more than a cyclical issue related to the global crisis. It is also a key to
helping all workers to participate successfully in a rapidly evolving economy. Technological
change and the digital revolution in particular have been important drivers of this trend by
skewing job demands towards high-level skills and putting downward pressure on the pay
of less skilled workers. These structural changes in the economy are part of a continuous
process of adaptation to new technologies and processes, as well as globalisation. In this
context, workers must have the opportunity to build the skills needed by employers, but
also to adapt them to changes in labour demand and to use their skills fully on the job. This
is of crucial importance to ensure human capital plays its expected role in boosting
innovation and productivity, but also to make growth inclusive.

Governments need to begin restoring the missing rungs back
in the jobs ladder and help workers to climb them

Three types of policy measures are particularly important for improving the labour
market prospects of the workers who are currently stuck at the bottom of the economic
ladder. First, effective activation measures are needed that connect jobseekers with
suitable jobs. Second, skill deficits in the workforce must be addressed since one of the
strongest predictors of poor career outcomes is a low level of skills. Finally, direct measures
to raise job quality have an essential role to play, especially in shoring up the earnings of
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low-paid workers. The importance of these types of measures has long been apparent, but
their importance has been magnified by the crisis and by the increased prevalence of
temporary and other atypical jobs in a number of countries. Career advancement
opportunities are often limited for workers in these types of jobs.

Effective activation policies can help connect the unemployed
to more job opportunities

With job creation strengthening in many countries, it becomes imperative to scale up
efforts to assist jobseekers and in particular the long-term unemployed back into work.
This requires an effective and adequately resourced system of labour market activation
measures. In some countries, re-employment and retraining programmes run by public
and private employment services have borne too large a share of fiscal consolidation and
more resources are required. Often, however, the greatest need is to improve the
effectiveness of activation policies.

The Employment Outlook puts forward a new framework for the design of successful
activation policies. While activation policies draw on many tools that can be assembled in
different ways, the overall package needs to maintain the motivation of job seekers,
especially of the long-term unemployed, to actively pursue employment. It is also crucial
to improve their employability and expand their opportunities to be placed and retained in
appropriate jobs. The implementation of these three elements — motivation, employability
and opportunity — has to be managed by effective and efficient labour market institutions
and policies, including effective public-private partnerships in placement and training of
job seekers.

Skills policy is key to facilitate upward mobility and reduce
overall wage inequality

A new finding of the Employment Outlook is that a substantial part of the cross-country
differences in the level of wage inequality is related to skills differences. Moreover, the
association between poor cognitive skills and low earnings tends to increase over time — it
is much stronger over a twenty year horizon than in at a point in time, since skills
deficiencies are a barrier to upward mobility in the labour market. A new analysis using
data from the OECD’s Survey of Adult Skills shows that countries in which the average level
of information-processing skills is relatively low can both foster upward mobility and
reduce overall inequality by putting policies in place that raise the skills of workers at the
lower end of the distribution. Making better use of the skills workers already possess - for
example, by better recognising skills workers actually possess and matching workers to
jobs that make use of their skills - can also lower inequality while raising efficiency.

A carefully designed minimum wage that is coordinated
with the tax/benefit system can help to raise living standards
at the bottom of the earnings ladder

For workers at the bottom of the earnings ladder, adequate income support is needed
to prevent in-work poverty and to make work pay. Mandatory minimum wages, which now
exist in 26 OECD countries, can help underpin the wages of low-paid workers. Evidence
suggests that, when set at an appropriate level, minimum wages tend to have only a small
adverse effect on employment. Sensible minimum-wage design includes: i) taking account
of differences by region in economic conditions - as applied largely in federal countries;
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ii) including lower minima for very young, inexperienced people; and iii) ensuring that
adjustments of the level of the minimum wage are considered on a regular schedule and
informed by objective assessments of their potential impacts on low-skilled employment
and living conditions. The comparative analysis in the Employment Outlook of minimum-
wage arrangements also highlights the importance of coordinating minimum wages with
other policy instruments, especially the tax/benefit system. For example, social security
contributions can be set at a lower level for minimum wage workers, so as to limit
disemployment effects. Interactions between the minimum wage and the tax/benefit
system also have a large impact on how effectively increases in the minimum wage
translate into increased disposable income for the working poor.

Turning the recovery into an opportunity to promote inclusive growth

14

Going forward, more attention should be paid not only to the number of job
opportunities available, but also to the quality of these jobs and who requires targeted
assistance to access them. In order to promote full recovery from the crisis and help
workers to thrive in an ever-changing economy, governments must take action to foster
stronger employment growth and improve workers’ access to productive and rewarding
jobs. Doing so will help to repair the broken rungs of the jobs ladder and reverse the long-
run increase in inequality. It will also strengthen the sustainability of economic growth,
another key requirement for promoting inclusive growth.

Stefano Scarpetta

OECD Director for Employment,
Labour and Social Affairs
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Executive summary

Labour market conditions are improving but recovery is far from complete

Labour market conditions are generally improving in OECD countries but the recovery
from the recent economic crisis remains very uneven across countries. Employment is still
growing too slowly in the OECD area to close the jobs gap induced by the crisis any time
soon. The jobs mix has shifted towards more part-time work and away from
manufacturing and construction jobs which may be making it harder for some
unemployed to find full-time jobs. Consequently, unemployment will remain high even by
end 2016. At 7.1% in Q4 2014, the OECD average unemployment rate was still
1.6 percentage points above its pre-crisis level. Unemployment is projected to continue its
slow decline during the rest of 2015 and 2016, reaching 6.6% in the last quarter of 2016
while remaining above 20% in Greece and Spain. Long-term unemployment also remains
unacceptably high and there is a danger that many in this group have become disengaged
from the labour market, making it harder to reduce unemployment. Youth unemployment
remains well above its-pre crisis levels in many countries as does the share of young people
who are not working or studying (the so-called NEETs). Weak real wage growth also
remains a concern, particularly in the euro area.

Minimum wages must be closely co-ordinated with tax-benefit policies
to be more effective in underpinning incomes of low-paid workers

A statutory minimum wage was recently introduced in Germany, bringing the number
of OECD countries with some form of national minimum wage to 26 out of 34. Minimum
wages can help underpin the income of low-paid workers but this is conditional on two
important factors. First, they should not be set too high, otherwise they can lead to job loss
and a loss of income for low-paid workers. Second, there needs to be co-ordination with tax-
benefit policies in order to ensure that increases in the minimum wage translate into
higher take-home pay while limiting the rise in labour costs for employers.

Wage inequality is lower in countries that are better at meeting
the rising demand for skills

Inequality has been rising in a large majority of OECD countries and efforts to halt or
reverse this rise rank very high on the policy agenda. New data on the information-processing
skills of the workforce from the Survey of Adult Skills (PIAAC) highlight the role of skills in
explaining cross-country differences in wage inequality which is a key driver of household
income inequality. Overall, investing in skills matters for wage inequality — particularly where
skills are scarce relative to demand. Countries where skills are less equally distributed also
have higher wage inequality. Putting skills to better use can help reduce inequality, by
strengthening the links between workers’ skills, productivity and wages.



EXECUTIVE SUMMARY

Activation policies for more inclusive labour markets

Ensuring that all people have better opportunities to participate actively in the labour
market is essential given rapid population ageing and the need to heal the economic and
social scars left by the global economic and financial crisis. Effective activation policies can
help harness the productive potential of each country’s population and contribute to
economic growth, social cohesion and the sustainability of its social protection system. To
do this, they need to maintain the motivation of jobseekers to actively pursue employment
while also improving their employability and expanding their opportunities to be placed
and retained in appropriate jobs. The implementation of these three elements
- motivation, employability and opportunity — has to be managed by effective and efficient
labour market institutions and policies, which are the keystone of any successful
activation strategy.

The quality of working lives: Earnings mobility, labour market risk
and long-term inequality

How earnings inequality at any point in time translates into long-term inequality in
labour incomes depends on the degree of earnings mobility - defined as moving up or
down the earnings ladder and in and out of work. Simulation techniques are used to
analyse workers’ careers for 24 OECD countries based on short panel data. On average,
three quarters of inequality in a given year is shown to be permanent in nature, while the
remainder evens out over the life cycle as a result of mobility. Mobility does not appear to
be higher in countries with more inequality. Chronic unemployment, weak cognitive skills,
atypical work arrangements and poor productivity firms are major determinants of low
long-term earnings. Unemployment insurance plays a major role in securing worker
careers by mitigating income risks due to unemployment. Minimum wages reduce the risk
of extreme low pay, but their impact in reducing earning inequality is muted in the long-
term due to the equalising effect of mobility and potential adverse employment effects.

Enhancing job quality in emerging economies

Poor job quality is a major policy concern in emerging economies. While not easy to
measure because of limited data availability, job quality in key emerging economies is
analysed along three dimensions in line with the OECD’s Job Quality Framework: earnings
quality (a combination of average earnings and inequality); labour market security
(capturing both the risk of unemployment and the risk of extreme low pay); and the
quality of the working environment (measured as the incidence of job strain or very long
working hours). Emerging economies perform worse than OECD countries in all three
dimensions. Youth and low-skilled and informal workers typically hold the poorest
quality jobs. From a policy perspective, the experience of the best performing
OECD countries shows that high job quality can be coupled with high employment rates.
Thus, measures to improve job quality should not be viewed as a necessary drag on job
creation. The labour market and social protection policies best suited to promote quality
jobs in emerging economies are identified.
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Chapter 1

Recent labour market developments
with a focus on minimum wages

This chapter provides an overview of labour market developments in the OECD area
since the onset of the financial and economic crisis in 2008 and discusses OECD
projections through the end of 2016. Changes in the level and composition of
employment are documented, as well as the evolution of real wages. A special section
analyses statutory minimum wages. After describing the minima in place in 26 OECD
countries, evidence about their effectiveness in supporting the incomes of workers at
the bottom of the wage ladder is presented and assessed. Effective co-ordination of
minimum wages with tax and benefit policy receives particular attention.
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Key findings
Labour market conditions are generally improving in OECD countries. However, the
recovery from the recent economic crisis remains incomplete in many countries. A survey
of recent developments shows that:

e Employment is still growing too slowly in the OECD area to close the jobs gap induced by the crisis.
The share of the population aged 15 years and over currently employed in the OECD area
remains 1.4 percentage points lower than it was in the fourth quarter of 2007, just before
the global financial crisis. This jobs gap is projected to decline to 1.0 percentage point by
the fourth quarter of 2016 that is around 11 million jobs. The jobs gap is largest in hard-
hit countries in the euro area, such as Greece, Ireland and Spain (10.8, 9.6 and
9.7 percentage points, respectively). By contrast, the employment rate is at least
5 percentage points above its pre-crisis level in Chile, Israel and Turkey, and also
significantly up in Germany, Hungary and Poland.

e Consequently, unemployment will remain high even by end 2016. The jobs gap is largely
reflected in higher unemployment, rather than inactivity (although the United States is
an exception in this respect). Just over 43 million unemployed persons are unemployed
in the OECD area, around 11 million persons more than before the crisis. At 7.1%, the
OECD average unemployment rate is still 1.6 percentage points above its pre-crisis level.
Unemployment is projected to continue its slow decline during the rest of 2015 and 2016,
reaching 6.5% in the last quarter of 2016 while remaining above 20% in Greece.

e And long-term unemployment has climbed. On average for the OECD area, more than one in
three unemployed persons has been out of work for 12 months or more. The size of this
group has increased by 77.2% since the fourth quarter of 2007 and there is a danger that
many in this group may have become disengaged from the labour market, making it
harder to reduce unemployment.

e Youth unemployment also remains very high in some OECD countries raising concerns that the
long-term career prospects of many recent school leavers could be permanently
compromised. Many of the countries that have seen the sharpest increases in youth
unemployment, including Greece, Italy and Spain, have also seen a sharp rise in the
share of youth and young adults neither employed nor in education or training, the so-
called NEET rate.

e The jobs mix has shifted towards more part-time work. The share of workers who are
employed part time has risen from 18.6% immediately before the crisis to 20.6%
currently. Most of the increase in part-time has been involuntary and reflects a shortage
of opportunities for full-time employment. By contrast, the incidence of temporary
employment has shown no general tendency since the onset of the crisis; with large
drops in the recession and increases in the often hesitant and uncertain recovery when
many employers prefer to expand their workforce through temporary contracts.
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® The sectoral mix of employment has also changed potentially increasing the mismatch unemployment
and underemployment. Many of the manufacturing and particularly construction jobs lost
during the recent recession may never be recovered. Job growth has been concentrated in
both relatively high-skilled professional services and relatively low-skilled services, such as
jobs in wholesale and retail trade, accommodation and food services.

e And weak real wage growth remains a concern. Real wage growth has slowed since the crisis,
particularly in the euro area. Wage restraint helped to limit employment losses during the
recession and to encourage a rebound in employment during the recovery. However,
slower wage growth -including real declines in some instances such as in the
Czech Republic, Greece, Israel, Italy, Japan, the Netherlands, Portugal, Slovenia and the
United Kingdom - has also reduced the incomes of many households further contributing
to economic hardship, especially for those already on low incomes.

Both the recent crisis and longer-run increases in inequality have aroused new
interest in the statutory minimum wage as a tool to ensure fair wages are paid, raise wages
at the bottom of the wage distribution, and protect workers and their families from falling
into poverty. A pragmatic debate around the role of minimum wages is needed which
carefully frames the issues and pays attention to pertinent empirical evidence. This
chapters show that:

e Minimum wages are common but implemented in different ways. Most (26 out of 34)
OECD countries have a form of statutory minimum wage, and their number is increasing.
Minimum wage levels and setting mechanisms vary markedly across countries, as do their
coverage and the level of employer compliance. In many OECD countries, statutory
minimum wage levels have risen relative to median wages during the recovery, and some
have introduced one where it had not previously existed (e.g. Germany). In a few other
countries, however, the value of the minimum wage has fallen relative to the median wage
(e.g. Ireland, Spain and Turkey) and, in some cases, the nominal value of the minimum
wage was cut (e.g. Greece).

e Minimum wages can have a strong impact on wages at the bottom of the distribution. Countries
have therefore relied heavily on them throughout the recession and the recovery, either to
boost (or sustain) the wages of the (working) poor and other low-paid workers, or to cut
labour costs as a crisis-related measure (depending on which was the most pressing issue).

e Minimum wages also serve other objectives. In addition to their possible impacts on both the
wage distribution and poverty, minimum wages can promote a number of other social
objectives, including their role as: a key labour standard for ensuring fair pay and
preventing exploitation; an instrument for making work pay; a tool to boost tax revenue
and/or tax enforcement; and an anchor for wage bargaining.

e At reasonable levels, increases in the minimum wage are unlikely to cause substantial job loss.
The weight of the evidence in both advanced and emerging economies suggests that
moderate increases in the minimum wage are unlikely to have significant negative
employment effects — although more vulnerable groups might be slightly more adversely
affected. While on average across the OECD minimum wages are set at around 50% of the
median wage, what defines a “reasonable” level of the minimum wage will inevitably be
country-specific, and depend on the interactions of the minimum wage with other
policies, as well as on the coverage of minimum-wage legislation, compliance, and
macro-economic and labour market conditions.
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e Minimum wages are a relatively blunt tool for tackling poverty even in the absence of any
negative effect on employment. Many poor families have no one working and, at the
same time, many workers at the minimum wage live in households with above average
incomes. Also, minimum wages do not guarantee that workers will be able to work a
sufficient number of hours to lift them out of poverty.

e Minimum wages therefore need to be combined with other policies to be effective. The impact of
the minimum wage on employment and incomes also depends on tax and benefit
provisions, since these can drive a sizeable wedge between the amounts that employers
pay (the minimum labour costs) and workers receive (their take-home pay net of taxes
and related mandatory wage deductions). But some countries have taken active steps to
reduce the tax wedge for low-paid workers in particular. In France, for example, the net
minimum wage is relatively high (compared to the median wage), but minimum labour
costs at the minimum wage are at the OECD average because of social security rebates.
It is essential that minimum wage policy is co-ordinated with tax and benefit policies to
ensure that increases in the headline value of the minimum wage translate into higher
take-home pay while limiting the rise in labour costs for employers. In particular, a
careful combination of minimum wages and in-work benefits and tax credits can be
more effective in tackling poverty than either instrument on its own.

Introduction

The global economic and financial crisis has cast a long shadow on employment and
incomes from work. While a recovery is at long last beginning to gain momentum across
OECD countries, some are still facing a large jobs gap and excessively high unemployment.
Real wage growth in many countries has also suffered, putting a drag on the recovery in
household consumption and causing economic hardship. The steep recession followed by
a slow and uneven recovery has created a number of difficult challenges for labour market
policy makers, at least in the short to medium-run, while also heightening pre-existing
concerns about low job quality and the need to connect under-represented groups into
employment. Section 1 of this chapter provides an overview of recent labour market
developments, focussing in turn on the level and quality of employment.

Both the recent crisis and longer-run increases in inequality have aroused new
interest in the minimum wage as a tool to raise wages at the bottom of the wage
distribution and to protect workers and their families from falling into poverty. Indeed,
many OECD countries have increased minimum wage levels during the recovery, and
Germany has even introduced one where it had not previously existed. A few other
countries, however, have allowed the real value of the minimum wage to erode, or even cut
its nominal value. The special section of this chapter reviews the role that minimum wages
can play in a context of growing inequality in incomes and earnings, and a lack of real wage
growth in the recovery from the crisis. It argues that a pragmatic debate around the role of
minimum wages is needed which carefully frames the issues and builds on the findings
from the empirical evidence.
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1. Recent labour market developments
Recent trends in the level of employment
The macroeconomic roller coaster ride since 2007 is reflected in labour market performance

The deep recession during 2008-09 and the uneven and halting recovery that followed
have had a pronounced impact on the evolution of employment and unemployment, in
recent years. As would be expected, the sharp fall in real GDP during the recession
translated into significant job losses and a sharp rise in unemployment, while the
subsequent resumption of output growth set the stage for labour market recovery to get
under way (Figure 1.1). By Q4 2014, the OECD unemployment rate had descended to 7.1%.
This is 1.3 percentage points below its post-war high of 8.4% in Q1 2010, but still
1.6 percentage points higher than its level immediately prior to the crisis. More than
43 million persons are currently unemployed in the OECD area, nearly 11 million more
than immediately preceding the crisis.

Figure 1.1. Recent and projected developments in real GDP growth,
employment growth and unemployment rate in OECD countries

OECD Euro area? Japan United States
A. Real GDP growth B. Employment growth C. Unemployment rate
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Note: Shaded area refers to the OECD projections.
a) Aggregate of 15 OECD countries of the euro area.
Source: OECD calculations based on OECD Economic Outlook (database), http://dx.doi.org/10.1787/eo-data-en.
StatLink Sazm http://dx.doi.org/10.1787/888933239509

Both the size of the initial fall in employment and the vigour of the subsequent
recovery have differed significantly across national labour markets.! For example, initial
job losses were large in the United States, in comparison with those in Japan and the euro
area, but the subsequent rebound in employment has been stronger in the United States
consistent with a steadier recovery in output growth. Unemployment rates peaked in the
second half of 2009 in both Japan and the United States and then began to decline back
towards pre-crisis levels, whereas the economic difficulties associated with the sovereign
debt crisis in the euro area caused unemployment to continue to climb until 2013, when it
peaked at nearly 12% before beginning a slow descent.

OECD economic projections through the end of 2016 foresee a moderate acceleration
of economic growth in the OECD area on average which will result in continued slow
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improvement in labour market conditions. Nonetheless, the labour market recovery is
expected to remain incomplete in many OECD countries at the end of 2016, nine years after
the on-set of the crisis.?

The labour market recovery remains far from complete in some OECD countries

A useful way to gauge the extent of labour market recovery is to compare the share of the
population aged 15 years and over that is currently employed with the pre-crisis share. For the
OECD area as a whole, the employment rate fell from 55.8% in Q4 2007 to 54.4% in Q4 2014 and
is projected to only rise marginally to 54.8% by Q4 2016 (Figure 1.2). The jobs gap measured in
this way is largest in hard-hit countries such as Greece, Ireland and Spain (10.8, 9.6 and

Figure 1.2. The jobs recovery remains incomplete

A. Evolution of the employment-to-population ratio
Percentage of the population aged 15 and over
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Note: Countries shown by ascending order of the current employment rate (Q4 2014) in Panel A and of the maximum employment gap
(country-specific trough) in Panel B.
a) Aggregate of 15 OECD countries of the euro area.
Source: OECD calculations based on OECD Economic Outlook (database), http://dx.doi.org/10.1787/eo-data-en.
StatLink %izr http://dx.doi.org/10.1787/888933239514
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9.7 percentage points, respectively).? While 25 of the 34 OECD countries have yet to regain their
pre-crisis employment rates, employment exceeds the pre-crisis level in nine others. Most
notably, the employment rate is approximately 5 percentage points above its level at the end
of 2007 in Chile, Israel and Turkey. Germany, Hungary and Poland have also achieved
significant increases in the employment rate.*

In the large majority of countries where employment remains below its pre-crisis

level, it is important to know how much this reflects higher unemployment and
discouragement, versus voluntary decisions to withdraw from the labour force, such as

Figure 1.3. Unemployment remains significantly above its pre-crisis levels
in the majority of OECD countries

A. Unemployment rate
Percentage of the labour force
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Note: Countries shown by ascending order of the current unemployment rate (Q4 2014) in Panel A and of the maximum unemployment
gap (country-specific peak) in Panel B.
a) Aggregate of 15 OECD countries of the euro area.
Source: OECD calculations based on OECD Economic Outlook (database), http://dx.doi.org/10.1787/eo-data-en.
StatLink %i=r http://dx.doi.org/10.1787/888933239520
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higher retirement rates related to population ageing. In fact, OECD average participation
rates have not changed much, so that the post-crisis reduction in employment has
translated almost one-for-one into increased unemployment (Figure 1.3).> The latest OECD
projections suggest that this predominantly cyclical increase in unemployment will only
gradually shrink during 2015 and 2016. Most alarmingly, unemployment is projected to
remain above 20% in Greece, and above 10% in four other countries. In marked contrast,
unemployment in a few countries is already below its pre-crisis level with the decrease
being particularly pronounced in Germany.

Long-term unemployment has risen sharply in some countries, bringing with it the risk
of a rise in structural unemployment

For the OECD area as a whole, more than one in three unemployed persons had been
out of work for 12 months or more in the fourth quarter of 2014 (Figure 1.4). This
corresponds to 15.2 million persons who are long-term unemployed. The size of this group
has increased by 77.2% since 2007.

Figure 1.4. Long-term unemployment has risen in a large majority of countnes,
but sharp hikes are confined to only a few, Q4 2007 and Q4 2014% Y
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Note: Countries are shown in ascending order of the incidence of long-term unemployment in Q4 2014.
a) Data are not seasonally adjusted but smoothed using three-quarter moving averages. OECD is the weighted average of
33 OECD countries excluding Chile.
b) 2014 for Israel.
Source: OECD calculations based on quarterly national labour force surveys.
StatLink = http://dx.doi.org/10.1787/888933239534

The share of the unemployed who are long-term unemployed has begun to decline in
some countries as a result of renewed job growth. In the United States, it fell to 21.5% in
Q3 2014 after reaching a post-war high of around one-third in Q3 2011, but remains well
above its pre-crisis level of just under 10%. However, in those countries where overall
unemployment has fallen significantly from its recessionary peak, long-term
unemployment has been slower to decline in most cases.

The high level of long-term unemployment in some countries is of particular concern
because of the risk that unemployment remains permanently higher than its pre-crisis
levels because of skill depreciation and loss of motivation of the individuals affected.®
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Some of the long-term unemployed may become discouraged and drop out of the labour
force, while others are compelled to accept new jobs where they are underemployed.

Youth have been among the hardest hit groups and may experience long-term scarring

Youth have been one of the groups whose employment has fallen most in recent years
and this fall has been associated with a large rise in unemployment (Figure 1.5). The rise in
youth unemployment is of great concern, particularly in those OECD countries where
youth unemployment has risen to dramatic levels: 51.8% in Spain, 50.1% in Greece, 42.3%
in Italy, 33.4% in Portugal and 28.8% in the Slovak Republic. In each of these countries,
youth unemployment appears to have peaked and some recent falls have been recorded.
Some countries have seen marked decreases in youth unemployment since the crisis peak,
most notably Estonia (-23.6 percentage points), Hungary (-9.9 percentage points), Ireland
(-8.7 percentage points) and Iceland (-8.3 percentage points). While this is encouraging,
youth unemployment is still above the pre-crisis level in the large majority of countries
(2.7 percentage points higher on average across the OECD area). The persistence of high
unemployment among youth risks compromising their long-term career prospects.

Percentage of youth (aged 15-24) labour force, Q4 2007%-Q4 2014°
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Figure 1.5. Youth unemployment has reached very high levels in some OECD countries
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Note: Countries shown in ascending order of the youth unemployment rates in Q4 2014.

a) Q2 2007 for Switzerland.

b) Q3 2014 for Greece, Turkey and the United Kingdom.

Source: OECD Short-Term Labour Market Statistics Database (cut-off date: 10 March 2015), http://dx.doi.org/10.1787/data-00046-en.
StatLink Si=m http://dx.doi.org/10.1787/888933239540

Sharply lower youth employment since 2007 also reflects a fall in the share of youth
participating in the labour force (either working or unemployed). To the extent lower
participation reflects higher school enrolments or vocational training, lower employment
now may translate into better employment opportunities in the future. Unfortunately, only
part of the fall in participation rates reflects higher enrolments in education and training.
The percentage of young people aged 15-29 who are neither employed nor in education or
training — the so-called NEET rate - has increased since 2007 in more than three-quarters
of the 32 OECD countries for which data are available (Figure 1.6, Panel A). Countries hit
hard by the global crisis — Greece, Ireland, Italy, Slovenia and Spain — have seen particularly
large increases in the NEET rate. Among the smaller number of countries where the NEET
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Figure 1.6. NEET rates among youth in OECD countries
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Source: OECD estimates based on national labour force surveys.
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rate has declined since 2007, the drop was especially large in Turkey, but also significant in
Germany, Mexico and Japan. Some of the NEET group are also classified as active job
seekers and hence show up in the statistics for youth unemployment, but more than half

are classified as inactive in most countries.”

A finer age breakdown of NEETs shows that the problem mostly concerns young
adults and not older teens, since the latter are mostly attending school. NEET rates
increase between ages 20-24 and ages 25-29 and the part associated with inactivity also
rises. A substantial part of that increase represents women in several countries where a
significant proportion of young women choose not to combine raising a family with paid
work (e.g. Mexico and Turkey). Since the onset of the global crisis, NEET rates increased in
more than three-quarters of countries for youth aged 20-24 years and in around two-third
of countries for those aged 25-29 years (Figure 1.6, Panels C and D), with the increases
being particularly strong in Greece, Ireland, Italy, Portugal, Slovenia and Spain. Youth and
young adults who left school without having completed upper secondary schooling and
who are neither working nor improving their skills are of particular concern. More than
one-half of NEETs between the ages of 15-29 years are early school leavers in a number of
OECD countries, including Japan, Spain and Turkey (data not shown). This group is
particularly likely to face limited career prospects.

Recent trends in the composition of employment

Labour market policies should seek to promote more and better jobs. Already prior to
the crisis, there were long-standing concerns about high and possibly increasing numbers
of workers in jobs offering little employment security or low hours or pay rates. In some
instances, these concerns have been reinforced by the impact of the crisis on labour
markets. Certain groups in the workforce have an elevated risk of holding low quality jobs,
including women, immigrants, recent school leavers and low-skilled workers (OECD,
2014b). In this section, an overview is provided of how the crisis and recovery have had an
impact on selected job characteristics that may be indicative of job quality or how well the
skills and experience of the workforce match available jobs.

The crisis did not result in a uniform increase in the incidence of temporary work

Much of the concern about precarious forms of employment relates to the
considerable use of fixed-term contracts by European employers. The overall incidence of
temporary work in the European Union has declined slightly since the start the start of the
crisis, from 14.5% in the last quarter of 2007 to 14% in the third quarter of 2014 (Figure 1.7).
This means that in the European Union more than one in seven employed persons
continue to be employed on a fixed-term contract. It is difficult to assess whether the crisis
will have any lasting impact on the incidence of temporary employment. However, it is
clear that workers on fixed-term contracts are particularly quick to be affected by changes
in business cycle conditions. This group accounted for most of the initial job losses when
the recession struck, as well as most of the initial hiring once the recovery began.

Recent changes in the incidence of temporary contracts exhibit important differences
across countries in terms of both its level as well as its trend:

e In Q3 2014, the incidence of fixed-term contracts was highest in Poland (28.6%), Spain
(23.9%), Portugal (21.7%) and the Netherlands (21.5%). The incidence of fixed-term
contracts was also relatively high in Finland, France, Slovenia and Sweden where it
exceeded 15%. By contrast, the incidence of fixed-term contracts is relatively low in
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Figure 1.7. Incidence of temporary employment has declined in some countries,
but risen in others
Percentage of employees aged 15-64, Q4 2007-Q4 2014, European countries
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Source: OECD calculations based on national labour force surveys.
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countries such as Estonia (3.4%), the United Kingdom (6.3%), Luxembourg (6.5%), Norway
(7.9%) and Denmark (8.2%).

e The incidence of fixed-term contracts has declined most strongly in Spain (by nearly
7 percentage points since the start of the crisis), although it has started to edge back up
recently. The large overall decline in Spain accounts for a significant part of the decline
in the incidence of temporary work at the EU level. Countries where the incidence of
fixed-term contracts is now between 1 and 2 percentage points lower than at the start of
the crisis include Germany, Norway, Portugal and Slovenia.

o However, the incidence of fixed-term contracts increased significantly in a number of
other European countries, including the Netherlands, the Slovak Republic and Hungary
(between 3 and 4.4 percentage points), and the Czech Republic (2.2 percentage points).
The increases in the three Central European countries are particularly notable as they
depart from a relatively small base. They represent a doubling in Slovak Republic and
increases between 25% and 50% in the Czech Republic and Hungary (as well as Estonia).

The incidence of part-time work has continued to increase

Across the OECD, about one in five employed persons worked part-time in the third
quarter of 2014 and the importance of part-time work is increasing almost across-the-
board (Figure 1.8).8 Since the start of the crisis in the last quarter of 2007, the incidence of
part-time work has increased by over 2 percentage points on average. The increase largely
takes the form of involuntary part-time working in the majority of countries, with voluntary
part-time declining in a number of them (data not shown).® Among the notable recent
developments in the incidence of part-time working:

e The incidence of part-time work is highest in the Netherlands where more than half the
working population is employed in part-time jobs (51.7%). More than one in three
employees work part-time in Switzerland (36.8%) and over a quarter in Austria, Belgium,
Denmark, Germany, Norway, Sweden and the United Kingdom. By contrast, less than
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Figure 1.8. The incidence of part-time employment has continued to increase
Percentage of employees aged 15-64, 2007-14

[ Share of involuntary part-time in 2014 [ Share of voluntary part-time in 2014
<> Incidence of part-time employment in 2007
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Notes: The internationally harmonised definition yields lower part-time incidence rates. Countries are ordered by ascending order of the
incidence of part-time employment in 2014. OECD is the weighted average of the 29 countries shown.
Source: OECD calculations based on national labour force surveys.
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one in ten employees work part-time in the Central and Eastern European countries, as
well as in Estonia, Greece, Portugal and Turkey.

e During the seven years since the start of the crisis, the incidence of part-time work has
increased substantially in Ireland (more than 5 percentage points); but also in Austria,
Italy and Spain (more than 4 percentage points); and in Greece, the Netherlands, the
Slovak Republic and Switzerland (more than 3 percentage points). The incidence of part-
time work declined in only a few countries and, where it did, the decline tended to be
marginal. The main exception is Norway where it declined by 1.8 percentage points.

e In countries where part-time work is widespread working part time is most often a
voluntary choice. Voluntary part-time work is particularly common for women since it
can enable them to balance work and family life. By contrast, the share of part-time work
that is involuntary is much higher in countries where the incidence of part-time has
sharply increased since the crisis (e.g. Greece, Italy and Spain), exceeding three-fifths of
all part-time workers.

Many of the production jobs lost during the recession may never be recovered

There are important differences in the sectoral composition of the jobs that are being
created in the recovery and those that have been destroyed during the downturn (Figure 1.9).
This can be seen most clearly in the case of the United States where the employment
recovery has been underway for about four years. The contribution of manufacturing,
mining, utilities and construction to the job losses that occurred during the downturn was
much larger than it has been to job creation during the economy recovery. A somewhat
similar pattern can be observed in Japan and the European Union. This suggests that a
significant share of the construction and manufacturing jobs that were lost as a result of the
global financial crisis are unlikely to come back, even once the labour market has fully
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Figure 1.9. Many of the jobs destroyed as a result of the crisis will not come back in the recovery

Annual percentage change, employees in the non-agricultural business sector,® Q4 2007-Q4 2014
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a) Manufacturing refers to mining, manufacturing and utilities; and private services refer to trade, transport and communication,

accommodation and food services, financial services, real estate and business services.

Source: OECD calculations based on the European quarterly national accounts, on the labour force survey for Japan and on the Current

Employment Statistics Survey for the United States.
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recovered. This highlights the importance of policies that can help unemployed persons,
who have lost their jobs in manufacturing or construction, find new jobs elsewhere.

Most of the jobs created during the recovery are in the services sector. Although there
is some variation across countries, employment growth in the services sector has tended
to be concentrated in professional services, where skill requirements and wages are
relatively high, and in several lower skilled and lower pay services, notably, trade,
accommodation and food services (data not shown).

Wage growth has slowed raising concerns about the most vulnerable workers

Annual real wage growth has slowed in the OECD area since the onset of the crisis,
declining from 1.8% during 2000-07 to 0.5% thereafter (Figure 1.10, Panels A and B). The
slowdown was widespread affecting 25 out of the 30 countries for which data are
available, with real wages actually declining in more than one third of countries. Estonia
registered the largest slowdown in real wage growth in response to a dramatic fall in
output and rise in unemployment during the financial crisis. While the wage response to
job losses was very rapid in Estonia, in most countries the deceleration in wage growth
occurred more gradually (Figure 1.10, Panel C). The 2014 edition of the OECD Employment
Outlook (OECD, 2014a) argues that these wage adjustments played an important role in
helping the labour market weather the economic and financial crisis, reducing job losses
in the downturn and promoting employment growth in the recovery, but also that they
created hardships for the affected workers.
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Figure 1.10. Real hourly wage growth in OECD countries

A. Annual average change before and after the global financial crisis (2000-07 and 2007-14)°
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Note: Total wages and salaries divided by total hours worked (by employees) and deflated using the consumer price index. OECD is the

unweighted average of countries shown.

* Calculations based on Total compensation of employees.

a) 2000-07 refers to 2006-07 for Israel, 2004-07 for Korea, 2002-07 for Poland; and 2007-14 to 2007-13 for Canada, Chile, France, Israel,
Japan, Korea, Luxembourg, Mexico, New Zealand and Poland.

b) 2009-14 refers to 2009-13 for Canada, Chile, France, Israel, Japan, Korea, Luxembourg, Mexico, New Zealand and Poland.

Source: OECD estimates based on national accounts.
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2. Special section on the role of minimum wages after the crisis
Context: Strong interest in minimum wages after the crisis

The flip side of the slowdown in real wage growth during the crisis and recovery
period, including actual declines in many instances, is that many households suffered a
reduction in their incomes from work, further contributing to economic hardship,
especially for those already on low incomes. On average, across a range of OECD countries,
one in two workers saw the real value of their monthly earnings fall in 2010. In half of these
cases, this was because earnings growth was outpaced by inflation; in the other half, it was
because nominal earnings actually fell (Chapter 2 in OECD, 2014a).

Even prior to the crisis, however, there were long-standing concerns in many
OECD countries about rising earnings and income inequality, as well as about low job
quality. Today, the gap between rich and poor is at its highest level in most OECD countries
in 30 years (OECD, 2015d): the richest 10% of the population in the OECD area have a
disposable income 9.5 times that of the poorest 10% (compared to 7.0 times in the 1980s).
Chapter 4 of the present Employment Outlook shows that earnings inequality persists even
when measured over a long period of time and, thus, presents a major challenge from the
perspective of the quality of working lives.

Both the recent crisis and longer-run increases in inequality have therefore added new
momentum to minimum wage debates. Proponents of increases in minimum wages claim
this will help ease economic hardship for low-income households and boost consumption
and therefore growth. Opponents argue that an increase in the minimum wage will destroy
jobs and that minimum wages are poorly targeted in terms of reaching low-income
households, and thus will fail to have much of an impact on in-work poverty or on growth.
As this section will show, the level of statutory minimum wages relative to median wages
has risen substantially in some countries in recent years (e.g. Hungary, Japan, Poland and
the United States), and some are introducing them (or thinking of introducing them).'® On
the other hand, the value of the minimum wage has fallen relative to median wages in a
number of other countries (Ireland, Spain and Turkey), sometimes as a result of cuts in its
nominal value (Greece).

While the controversy about the impact of minimum wages on poverty, employment and
growth will not be settled any time soon, a careful framing of the issues and attention to
pertinent empirical evidence can contribute to a more productive debate. In this spirit, this
section shows that: i) a more nuanced and pragmatic assessment is required of how effectively
minimum wages serve their primary goal of improving the situation of workers with the least
bargaining power in the labour market; and ii) minimum wage analysis should also take
account of other social objectives that the minimum wage is sometimes intended to promote,
such as providing an anchor for wage bargaining or improving tax compliance. In particular,
such an assessment must encompass interactions between the minimum wage and other
policies affecting the incomes of low-wage workers and the costs of employing them,
particularly taxes and transfers. While on average across the OECD minimum wages are set at
around 50% of the median wage, what defines a “reasonable” level of the minimum wage will
inevitably be country-specific, and depend on the interactions of the minimum wage with
other policies, as well as on the coverage of minimum-wage legislation, compliance, and
macro-economic and labour market conditions.
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Minimum wage systems in OECD countries and emerging economies
Most OECD countries have a statutory minimum wage

Currently, 26 out of 34 OECD countries have statutory minimum wages in place - as
compared to 17 out of 30 in 1998 (OECD, 1998) — as do the OECD’s six enhanced engagement
partners (Brazil, China, India, Indonesia, Russia and South Africa) and Colombia, Costa Rica,
Latvia and Lithuania (countries that are seeking OECD membership). The most recent country
to have introduced a legal floor for worker compensation is Germany in 2015 (see Box 1.1).

Box 1.1. The new minimum wage in Germany

Germany introduced a statutory minimum wage in January 2015. Until then, pay scales
were determined through collective agreements and therefore only workers in companies
bound by such agreements were effectively protected through a wage floor unless the
government declared the agreement as generally binding for all firms in the sector.
Between 1997 and 2014, 14 sector-specific minimum wages were implemented through
this mechanism.

The combination of decreasing collective bargaining coverage and rising in-work poverty
in recent decades raised increasing doubts about the effectiveness of the German
collective bargaining system in establishing an effective wage floor for low-paid workers.
Collective bargaining coverage decreased from 80% in the 1980s to 66% in 2000 and 57%
in 2010 - weakening both unions and the collective bargaining process (particularly in
East Germany). At the same time, in-work poverty increased from 4.8% in 2005 to 8.6%
in 2013 (Eurostat). Concern about these trends led to the 2014 reform establishing a
statutory minimum wage.

The new statutory (gross) minimum wage is set at EUR 8.50 for all employees from
1 January 2015. OECD estimates show that the net minimum wage for a full-time worker in
a single-person household is around EUR 6.30 per hour after taking into account taxes and
social contributions.

The new minimum wage applies in all regions and sectors. However, several exceptions
are in place for a transitional period lasting until 31 December 2016. Gross hourly earnings
of less than EUR 8.50 are permitted in: the agricultural sector; the meat-processing
industry; hair-dressing services; temporary work (East Germany and Berlin); and building
structure cleaning (East Germany).“

Workers under the age of 18 and apprentices will be permanently exempted from
minimum wage regulations. In addition, the minimum wage does not apply in the case of
compulsory or voluntary internships with a duration of up to three months, provided they
are carried out during education or training. An exemption will also be granted for the
long-term unemployed during the first six months of their return to work.

OECD estimates show that, on average, 11.3% of workers in Germany were paid less than
EUR 8.50 per hour in 2014 (see Table 1.1).P Paying them at the new minimum wage rate
would increase the total wage bill® by an estimated 1.2%. There are significant differences
across sectors, however. The number of workers paid below the new minimum wage rate
was around one third in agriculture, and hotels and restaurants, which translates into
increases of the wage bill of 10% and 5%, respectively. In East Germany, the share of
workers paid less than EUR 8.50 per hour was double the share in West Germany, and is as
high as two thirds in the hotels and restaurants sector. Smaller firms are also more
affected by the new minimum wage, with more than one fifth of workers paid less than
EUR 8.50 in several sectors in 2014.

OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015 35



1. RECENT LABOUR MARKET DEVELOPMENTS WITH A FOCUS ON MINIMUM WAGES

Box 1.1. The new minimum wage in Germany (cont.)

Table 1.1. Proportion of employees in 2014 who were paid under the 2015 level
of minimum wage in Germany, and increase of the wage bill implied
by the new minimum, by industry, area and firm size

All Western Eastern Firms with Firms with
firms Germany Germany <20 employees 20 employees
or more
% of % % of % % of % % of % % of %
workers increasein| workers increasein| workers increasein| workers increasein| workers increasein
<EUR thewage| <EUR thewage| <EUR thewage| <EUR thewage| <EUR the wage
8.50/h bill 8.50/h bill 8.50/h bill 8.50/h bill 8.50/h bill
Agriculture 33.7 10.2 23.9 5.8 43.8 16.3 40.2 8.5 27.6 11.6
Manufacturing 6.2 0.6 4.2 0.3 17.3 2.4 13.8 2.0 47 04
Electricity, gas and water supply 2.6 0.3 0.0 0.0 8.8 1.2 0.0 0.0 2.7 0.3
Construction 8.4 0.8 5.0 0.5 18.7 2.0 7.4 0.7 9.4 0.8
Wholesale and retail trades 17.5 2.0 154 1.7 28.1 33 30.0 5.6 13.0 1.1
Hotels and restaurants 30.6 49 245 4.0 67.5 11.0 46.2 8.7 18.3 3.3
Transport and communication 10.3 1.2 7.8 0.6 18.0 37 25.6 7.2 8.6 0.7
Financial intermediation 45 0.2 43 0.2 58 0.8 19.3 0.9 3.5 0.2
Business activities 16.5 1.0 12.0 0.6 32.3 3.0 19.7 1.4 14.3 0.8
Public administration 3.6 04 3.2 0.3 47 0.5 21 0.5 3.4 04
Education 8.3 0.4 7.3 0.4 12.3 0.8 21.4 15 49 0.3
Health and social work 11.0 1.8 9.9 1.6 15.8 2.4 17.9 1.8 9.0 1.7
Other services 17.2 1.6 144 1.0 27.8 3.8 34.2 3.8 8.9 0.9
Total 11.4 1.2 9.3 0.9 20.1 2.6 22.3 3.0 8.3 0.9

Note: 2012 earnings data inflated to 2014 values using the Consumer Price Index.
Source: OECD calculations based on the German Socio-Economic Panel (GSOEP).
StatLink =P http://dx.doi.org/10.1787/888933240149

a) In practice, a certain number of firms take collectively bargained wages as guidance for setting their own
wages, so there is indirect coverage even if firms are not formally bound by collective bargaining agreements.

b) This estimate is conservative compared to those obtained by most German sources. Estimates using the
German Socio-Economic Panel (GSOEP) range from 14% to 19% (Brenke and Miiller, 2013; Kalina and
Weinkopf, 2013; Heumer et al., 2013; Falck et al., 2013; Knabe et al., 2014). These estimates vary somewhat,
partly because the GSOEP data are subject to measurement error, there is substantial year-to-year volatility
and not all papers adjusted the data to 2014 values. However, some estimates using employer-based
surveys yield significantly lower figures: 4.4% (Bellmann et al., 2015) and 9% (Falck et al., 2013).

¢) The wage bill was estimated as the sum over all individuals of the new minus the old wage. No knock-on/
ripple effects on higher earners have been assumed - the estimates are therefore an underestimate of the
possible effect on the wage bill.

In countries without statutory minimum wages (Austria, Denmark, Finland, Iceland,
Italy, Norway, Sweden and Switzerland), a large part of the workforce is covered by wage
floors specified in sector- or occupation-level collective agreements. Combined with high
collective bargaining coverage, such sector/occupation-based minimum wages can be seen
as a functional equivalent of a binding statutory minimum wage. But compared with
statutory minima, such systems can provide more flexibility for differentiating wage floors
by sector or worker characteristics, preserve the autonomy of the social partners, and tend
to result in higher minima (Garnero et al., forthcoming). At the same time, their greater
complexity (due to the large number of minimum wages) may reduce compliance and
make them harder to enforce. In addition, the decline in collective bargaining coverage has
reduced their effectiveness in a number of countries and has revived the debate around the
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introduction of a statutory minimum wage (most notably in Germany which introduced it
in 2015, but also in Italy and Switzerland).

Even in countries that have a statutory minimum wage, collective bargaining can play
a significant role in defining wage floors for specific industries, occupations or regions, and
interactions with the legal minimum are complex, showing both tensions and
complementarities (Grimshaw and Bosch, 2013). In some countries, minimum wages serve
as an anchor for wage bargaining; in others, the level of the minimum wage is influenced
by wage bargaining outcomes; and in others still the minimum wage has been argued to
undermine the collective bargaining process.

Minimum wages vary markedly across countries relative to the prevailing wage level

Minimum wage levels (expressed as a share of median or average wages) vary
significantly from country to country (Figure 1.11). 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. In emerging economies, the range
appears to be even wider, with particularly low minimum wages in both South Africa and
the Russian Federation, but a minimum-to-median-wage ratio of nearly 1 in Colombia.

Figure 1.11. Minimum wages levels in OECD, key partner and accession countries, 2013
Minimum wages as a percentage of median and average wages of full-time employees (in gross terms)
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Note: Countries are ranked in ascending order of the minimum-to-median wage ratio where available and by minimum-to-average wage
ratio otherwise. Data for China refer to 2012. For France, the Kaitz index is based on the annual equivalent of minimum wages and a
historical series on gross annual earnings of full-time dependent employees in the non-farm sector. The latter series is derived from a
historical series on net annual earnings provided by the French Direction de I’Animation de la Recherche, des Etudes et des Statistiques (DARES)
of the Ministry of Labour. The minimum wage is set per hour with a monthly and annual equivalent. But the unavailability of a historical
series on the distribution of gross hourly earnings does not allow the calculation of the Kaitz index for hourly minimum wage rates. For
details on how the minimum-to-median/average wage ratio was calculated in emerging economies, see Broecke et al. (forthcoming).
* Germany: the minimum-wage level in 2015 is expressed as a proportion of the projected 2015 median and average wage. Projections
are based on earnings data from the OECD Economic Outlook (database).

Source: OECD Minimum Wages Database (http://dx.doi.org/10.1787/data-00313-en) for OECD countries and Latvia; Broecke, S., A. Forti and
M. Vandeweyer (forthcoming), “The Effects of Minimum Wages on Employment in Emerging Economies: A Literature Review”, OECD
Social, Employment and Migration Working Papers, for emerging economies; OECD (2015), Accession Review of Colombia, OECD Publishing, Paris,
for Colombia.
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Tax and benefit provisions significantly alter the take-home pay of minimum-wage
workers and employers’ costs of employing them

While the minimum-wage levels shown in Figure 1.12 are commonly referred to in the
policy debate, they neither give an accurate picture of workers’ take-home pay after taxes
and related mandatory wage deductions, nor of the costs of employing minimum-wage
workers (the “minimum labour cost”). This is because tax and benefit provisions can drive
a significant wedge between the minimum wage, on the one hand, and take-home pay and
minimum labour costs, on the other. On average across the OECD, the total burden from
income taxes and social contributions (the so-called “tax wedge”) for minimum-wage
workers amounts to one third of gross earnings (with approximately equal shares paid by
employer and employee) - but this burden can be as high as 50% in some countries
(Figure 1.12). Where tax burdens on minimum wages are highest (as in Hungary, Latvia, the
Slovak Republic, Estonia and Poland), the stance of tax policy may be just as important a
driver of net wages and labour costs as headline minimum wage levels.

Figure 1.12. Employer and employee taxes on minimum wage earners, 2013
Percentage of gross earnings®
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Note: countries are ranked in ascending order of the tax wedge.

a) Tax burdens are calculated for a full-time worker in a single-person household earning a minimum wage at the standard (adult) rate.
Full-time refers to usual full-time hours in each country. Employer and employee social contributions also include any mandatory
payments to private insurance for health, retirement pensions, etc.

b) Minimum wage levels refer to 2015 for Germany.

Source: OECD (2015), “Minimum Wages After the Crisis: Making them Pay”, http://www.oecd.org/social/Focus-on-Minimum-Wages-after-the-

crisis-2015.pdf.

StatLink Sazm http://dx.doi.org/10.1787/888933239595

To lower employers’ costs or to reduce the risk of employment losses following
minimum-wage hikes, some countries have introduced sizeable payroll-tax rebates for
firms employing minimum-wage workers. Where tax concessions for low-wage employees
are in place, the ratio of minimum-to-median labour costs will be lower than the
minimum-to-median wage ratios shown in Figure 1.11. A notable example is France, where
employers of median-wage earners pay the highest social levies in the OECD, but a sizable
reduction around the minimum wage reduces these non-wage labour costs to well below
the OECD average for minimum-wage workers.!? Hungary, the Netherlands and Belgium
- three other countries with relatively high social levies or payroll taxes — also provide
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targeted reductions for minimum-wage earners, as does the United Kingdom. By contrast,
social levies or payroll-tax burdens for minimum-wage workers in the United States and,
more strikingly, in Mexico are higher than for median-wage earners.'2 There are no
mandatory social contributions in New Zealand.

Similarly, some countries use special tax concessions or “in-work benefits” to directly
support the take-home pay of low-wage earners. For instance, income taxes are negative
for Mexican low-wage earners (they receive a wage supplement in the form of a tax credit,
Figure 1.12). Generous in-work benefits or reductions in social contributions for all or most
low-wage earners are also in place in Belgium and the United Kingdom, for example, while
several others rely on progressive income taxes to keep tax burdens of low-wage earners
well below those applicable to median or higher wages.!?

Coverage and compliance vary across countries

Minimum wage laws do not always cover the entire workforce. Self-employed workers
are outside the scope of minimum wage provisions altogether, including the dependent
self-employed who, similar to the situation of employees, work mainly or exclusively for
one client firm with little autonomy, but whose contracts are not protected by the same
safeguards and regulations. These groups vary in size across countries. Most countries also
exclude certain other groups of employees from minimum wage provisions (Table 1.2).

Enforcement problems can also lead to workers being (illegally) paid below the
minimum. Non-compliance is of particular concern in some emerging economies, where
legal systems are weak and informality is widespread: compliance has been estimated to
be lowest in Indonesia (49%), Turkey (50%) and South Africa (53%); and highest in Chile
(85%), Mexico (91%), the Russian Federation (around 95%) and China (above 97%) (Broecke
et al., forthcoming).'* While there are many reasons for non-compliance, high minimum-
wage levels and complex legal provisions (i.e. complicated coverage rules or a large number
of wage floors for different types of workers) are key explanatory factors (Rani et al., 2013).

The share of workers affected by the minimum wage therefore depends not only on
the level at which it is set, but also on the degree of coverage and non-compliance, as well
as on other wage-setting institutions. While comparable figures are not straightforward to
obtain, Figure 1.13 shows that, on average across the countries with available data, 5.5% of
workers earn at or below the minimum wage, but with considerable variation between
them. For example, Japan and Korea, despite having similar minimum-to-median wage
ratios, differ markedly in terms of the proportion of workers earning at or below the
minimum wage. In Belgium, despite the fact that minimum-wage levels are relatively high,
very few employees are actually paid the minimum, in part because of widespread use of
collective agreements setting even higher wage floors. The effects of minimum wages on
poverty or employment depend both on their levels, and on the shares of workers who are
paid at or close to the minimum wage.

Most countries set more than one legal wage floor

In setting minimum wages, there is often a trade-off to be made between achieving
simplicity and allowing minimum wages to vary by region (to reflect differences in economic
conditions) and/or sub-group (to reflect differences in productivity). Around half of
OECD countries with a statutory minimum set lower rates for youth (Table 1.2, Columns 3
and 4). Sub-minima for youth can be justified on the grounds that labour market entrants
typically have lower productivity than workers with some work experience. Setting minima for
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Table 1.2. Statutory minimum wage systems in OECD, key partner and accession countries

Country and year

of introduction

Type of determination

Exemptions/variations

Youth

Others

Uprating procedure/indexation

Australia
(1907, 1997 in
current form)

Belgium
(1975)

Canada
(women, 1918-
30; men, 1930s-
1950s)

Chile
(1934,1973 in
current form)

Czech Republic
(1991)

Estonia
(1991)

France
(1950; 1970 in
current form)

Germany (2015)

The Fair Work Commission’s
Minimum Wage Panel decides

the national minimum wage after
consultation with industry, unions,
individuals as well as the state

and federal governments. The Wage
Panel consists of 7 people: 4 are
from FWG, the other 3 are experts
from business, unions

and academia.

Minimum wages are determined
by the National Labour Council,
and laid down in collective
agreements which are binding.
Minimum wages are set at the
regional level by the provincial

and territorial governments.

In some provinces, there are labour
boards that make
recommendations for minimum
wages. In others, these boards have
the power to establish the minimum
wage with approval from the
Lieutenant-Governor in Council.

In all cases, the government has
the final say.

The minimum wage is government
legislated, based on the
recommendations by a Technical
Committee formed by labour
representatives, academics

and governmental representatives.
Set by the government following
consultation of the social partners.

Set by the government following
agreement between social partners.

Consultation process. The
Commission nationale de la
négociation collective (CNNC) made
up of government representatives,
trade unions and employer
organisations gathers annually to
submit an opinion on determining
the minimum wage. There is also
a commission of independent
experts with the remit to provide
official advice to the government
and to the Higher Commission

for Collective Agreements.

From January 2017 it will be set

by a Commission composed

of a president, three employer
representatives, three employee
representatives, as well as two
experts( with no voting rights).

15: 36%
16: 47%
17:57%
18: 68%
19: 82%
20: 97%

n/a

n/a

15-17:74%

n/a

n/a

<17: 80%

17-18: 90%

+ lower rates for young people
employed in a training contract

(Contrat de professionnalisation).

<18: no minimum wage

There are currently three categories
of minimum wage: 1) modern
award minimum wages, which are
occupation- and industry-specific;
2) the national minimum wage,
which is used as a “safety net”
and is of general application to all
industries and occupations;

3) special national minimum
wages, which apply to specified
categories of vulnerable workers,
like junior employees, trainees
and employees with a disability.
n/a

Varies by region (province and
territory), by industry in certain
provinces (e.g. Ontario, Québec)
and by occupation (e.g. some
occupations for which workers
receive tips, like bartenders

and waitresses).

Varies by age. Lower rates for older
workers (>65): 75%.

Varies by disability. Lower rates for
people with disabilities (employees
receiving invalidity pensions).

n/a

Lower rates for childcare assistants
(assistants maternels), certain
carers (assistants familiaux),
apprentices and disabled workers.

Exemptions for some branches
allowed until 2017. Long-term
unemployed exempted during the
first six months

of employment.

Annual review by the Fair Work
Commission.

Automatic indexation (CPI) and
periodic review by social partners
(collective bargaining).

Minimum wages are adjusted

on an ad hoc basis by provincial
and territorial governments.

In one jurisdiction, annual increases
in the minimum wage are pegged
to the Consumer Price Index. A few
provinces are bound by statute to
review the minimum wage standard
every year or two, but none

is required to change it.

No rule, but usually every year
taking into account expected
inflation for next 12 months,
productivity and a cyclical
adjustment factor depending upon
conditions of unemployment.

No rule, but usually once

a year based on wage indexation
and consumer price indexation.
No rule, but usually every year
based on mean gross wages

and the predicted rise of consumer
prices and wages.

The SMIC increases automatically
on January 1st every year
depending on inflation + half

of the average salary of workers
for the past year. An automatic
increase occurs if inflation gets
above 2% in the middle of the year.
In addition, the government may
decide to implement discretionary
increases.

Every two years, the minimum
wage commission will discuss
the adjustment, with the previous
two years’ collective bargaining
rates acting as a benchmark.
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Table 1.2. Statutory minimum wage systems in OECD, key partner and accession countries (cont.)

Country and year
of introduction

Type of determination

Exemptions/variations

Youth

Others

Uprating procedure/indexation

Greece
(1953; 2012 in
current form)

Hungary
(1977; 1991 in
current form)

Ireland
(2000)

Israel
(1987)

Japan
(1959; 1968 in
current form)

Korea
(1988; 1990 in
current form)

Luxembourg
(1944; 1973 in
current form)
Mexico

(1917; 1962 in
current form)

Netherlands
(1968)

New Zealand
(1945; 1983 in
current form)
Poland

(1990)

Set by government.

Set by the government following
consensus between the social
partners.

Set by the government following
agreement of social partners

or recommendation from

the Labour court.

Government legislated.

Set by government based on the
opinion of the Central or Prefectural
Minimum Wages Council for each
region, which is composed of an
equal number of members
representing respectively workers,
employers and the public interest
(academic experts).

The government sets the minimum
wage, following a proposal by the
tripartite Minimum Wage Council
(representing workers, employers
and the public interest).
Government legislated.

Minimum wages are fixed by the
National Commission on Minimum
Wages, which is a tripartite
institution made up

of representatives from

the government, employers

and workers.

Government legislated.

Government legislated.

The level of minimum wage is
adjusted (yearly) by the so-called
Tripartite Commission for Socio-
Economic issues.

<25:89%

n/a

<18:70%

16:70%
17:75%
18:83%

n/a

n/a

15-16: 75%
17:80%

n/a

15: 30%

16: 34%

17: 39%

18: 45%

19: 52%

20: 61%

21:72%

22: 85%

<20: 80%

For some workers with less
than 6 months job tenure
n/a

Varies by occupation (higher rates
for white collar workers).

There are two types of minimum
wage in Hungary - the Guaranteed
Minimum Wage (for professional
workers in professional
occupations) and the National Level
Minimum Wage.

n/a

n/a

There are two different categories
of minimum wages: 1) regional
minimum wages, which are to be
decided across the board for each
region nationwide; and 2) special
minimum wages, which may

be set for specified businesses
or occupations on the application
of interested parties.

Lower rate for apprentices who
have been in the apprenticeship
for less than 3 months: 90%.

Varies by skill level (20% higher
for those with a professional
qualification).

Varies by region and occupation.
There are three different general
minimum wages (that vary

by region) and 86 different
occupational minimum wages fixed
by the National Commission

on Minimum Wages.

May vary by sector/firm. The
government may decide to decrease
the minimum wage for a certain
enterprise or sector, in cases

of severe adverse economic
development.

Varies by contract type
(apprentices) and disability.

n/a

The minimum wage is fixed

until 2017. From 2017 onwards
growth prospects, employment
and unemployment trends will be
considered when setting minimum
wages.

Annual, based on (expected) level
of wages and incomes

in the country.

No rule — upon “national economic
agreement”. Revision to take into
account changes in the economic
situation and exchange rates.
Annual, in accordance with the rate
of a cost-of-living allowance, a price
increase compensation or a
collectively agreed wage addition.
Annual, taking into account cost

of living, comparable workers’
wages and employers’ capacity

to pay.

Annual.

The minimum wage rate is indexed
to the consumer price index.

Annual, taking into account the
budget that a family may require
to cover material needs, variations
in the cost of living per family,

the conditions of the labour market
and wage levels, the country’s
overall economic situation,

the conditions of life and work,
and inflation.

Annual, based on the weighted
development of collectively agreed
wages in the private and public
sector.

Annual.

Annual, based on government
forecasts of inflation and following
consultation with social partners.
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Table 1.2. Statutory minimum wage systems in OECD, key partner and accession countries (cont.)

Country and year
of introduction

Type of determination

Exemptions/variations

Youth

Others

Uprating procedure/indexation

Portugal
(1974)

Slovak Republic
(1991)

Slovenia
(1995)

Spain
(1963; 1976 in
current form)

Turkey

(1969 for some
provinces,

1974 for the
whole country)
United Kingdom
(1999)

United States
(1938)

Brazil
(1984)

China

(1994,
considerably
revised in 2004)

Set by the government, after
consulting the Permanent
Committee for Social Dialogue.

Set by the government following
consultation of social partners.

Set by the government following
consultation of social partners
(Economic and Social Council).

Set by the government following
consultation of social partners.

Set by the Minimum Wage Fixing
Committee consisting of
government, employee and
employers’ representatives.

Set by the government following
recommendations of the Low Pay
Commission.

Government legislated.

Government legislated.

Set by provincial, autonomous-
regions and municipal
governments, in consultation
with the labour union and the
league of enterprises (employers
association).

<18:75%

<18:80%
18-21: 90%

n/a

n/a

n/a

15-17:59%
18-20: 80%

<20: 58% during their first
90 consecutive calendar days
of employment with an employer.

n/a

n/a

Varies by region and contract type.
Higher minimum wages for the
Autonomous Region of Agores
and for the Autonomous Region

of Madeira. Lower rates (up to -
20%) for apprentices and interns,
as well as disabled employees for a
period that cannot exceed 1 year.
The legislation determines one
statutory level of the minimum
wage, which is multiplied by
coefficients depending on the
difficulty of position. Lower rates
are applied for employees receiving
a disability pension.

n/a

n/a

n/a

Varies by training contract. Lower
rates for employees in recognised
apprenticeship schemes.

Varies by region, disability, as well
as student status. Most states have
either the same or a higher rate than
the federal rate. 5 states have no
MW and 2 states have a lower MW
and workers are entitled to the
Federal rate). Partial exemptions for
workers with disabilities, full-time
students, and student-learners
employed pursuant to sub-
minimum wage certificates.

State wage floors can be set above
the national minimum wage. State
wage floors also vary by
occupation.

Varies by region.

Annual following consultation
with social partners.

Annual.

Annual, taking into account inflation
and (occasionally) other indicators
(economic situation, economic
growth, employment trends).
Annual, based on forecast of
inflation and after consultation
with the social partners. It can be
revised half-yearly if the consumer
price index exceeds the forecast

of the inflation rate.

At least every two years, but in
practice adjustments are bi-annual.

Annual, following
recommendations

of the Low Pay Commission.

No rule at the federal level, but

in several states the state minimum
wage is indexed to rise in line

with the cost of living.

Annual adjustment, indexed to
nominal GDP (real GDP + inflation).

At least once every two years.
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Table 1.2. Statutory minimum wage systems in OECD, key partner and accession countries (cont.)

Country and year
of introduction

Type of determination

Exemptions/variations

Youth

Others

Uprating procedure/indexation

Colombia
(1955, unified
in 1984)

Costa Rica
(1943)

India
(1948)

Latvia
(1991)

Lithuania
(1990)

Russian Federation
(1976)

South Africa
(1999)

Set by the Permanent Commission
on the Harmonisation of Wage
and Labour Policies through

an Executive Decree. If the
Commission cannot reach a
consensus by the end of the year, the

government fixes the minimum wage.

A tripartite body (the National Wage
Council) fixes minimum wages
through executive decrees. The
National Wage Council’s proposal
is sent to the Ministry of Labour for
comments, but the final decision

is made by the Council.

Regional Committees consisting

of an equal number of
representatives of employers,
employees and independent
persons hold inquiries and advise
the government regarding fixation
and revision of minimum wages.
Regional minimum wages are
complemented by a non-binding
national wage floor.

Set by the government following
recommendations of social
partners.

The Tripartite Council of the
Republic of Lithuania makes
recommendations to the
government on minimum wage
rates. The government determines
minimum wage levels

in accordance with these
recommendations.
Government legislated (federal
minimum wage); bargaining
(regional).

Government legislated (vulnerable
sectors); bargaining (other
sectors).

n/a

13-18: 1) 50% during the first year
of employment; 2) 75% during

the second year of employment;

3) 100% during the third year

of employment.

n/a

Higher hourly rates for <18 (114%)

n/a

n/a

n/a

n/a

Varies by sector, occupation
and skill level.

Varies by region, sector, occupation
and skill level.

Special hourly rates for youth

and for those working under risky
or dangerous circumstances who
are allowed to work only 35 hours
per week to reach the same weekly
rate as normal workers.

Although the legislation specifies
that specific wage rates may be
set for different regions, sectors
and categories of employees, only
a uniform statutory minimum wage
or national minimum wage is
currently valid all over the country.

Regional variation.

Varies by sector, occupation,
region, experience, firm size
and weekly hours worked.

Annual, based on cost of living

of each region, the contribution

of wages to GDP, national
productivity, the economic capacity
of employers and inflation.

Annual. In addition, minimum
wages can be revised at any time
during the year at the request

of 5 employers or 15 workers

in the same occupation.

Regional minimum wages must

be revised at intervals not
exceeding five years, either
following the advice of specific
committees or by a government
proposal discussed during at least
two months with relevant
committees and stakeholders. The
level of the minimum wage should
ensure the minimum human needs
of an industrial worker.

The national wage floor is revised at
irregular intervals. It is determined
based on changes in the Consumer
Price Index.

Annual, following
recommendations of social
partners taking into account
national economic trends.

Annual. Collective agreements may
stipulate minimum rates of pay,
but only if they are higher than
those set by the government.

No rule. Indexation has been held
on a discretionary basis with no
regularity in the recommendations
of the government.

No rule. Based on poverty rate,
cost of living, wage differentials,
inequality, the likely impact of

the minimum wage on employment,
the capacity of employers to pay,
the possible impact on the
operation of small-, medium-

or microenterprises and new
enterprises, and the possible
impact on the health, safety

and welfare of the employees.

Note: n/a = not applicable.
Source: OECD Minimum Wage Database, Eurostat, Wage Indicator Foundation; and ILO, Travail Legal Database.
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Figure 1.13. Proportion of workers earning at or below the minimum wage, 2010 (or as stated)
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Note: The number of minimum-wage earners cannot usually be established with certainty and can vary between data sources and
studies. Counts of minimum-wage earners are commonly based on survey data, which are affected by measurement error, both in
earnings and in working hours. It is therefore common to include those with wages below the minimum, or slightly above it. Data sources
and approaches differ however. Results reported in the “cross-country” group are from the EU Structure of Earnings Survey (SES) and refer
to those earning less than 105% of the legal minimum applicable to each worker’s age group. Importantly, SES data exclude workers in
small firms with fewer than ten employees. As minimum-wage workers tend to be overrepresented in small firms, their share can be
substantially higher than reported. “Country-specific” results are from a range of sources and generally include those employed in
smaller firms but may not include workers earning less than the legal minimum (see OECD, 2015c for further details on data sources).
a) 2013.
Source: OECD (2015), “Minimum Wages After the Crisis: Making them Pay”, http://www.oecd.org/social/Focus-on-Minimum-Wages-after-the-
crisis-2015.pdf.

StatLink Sazm http://dx.doi.org/10.1787/888933239603

youth that are more in line with their initial productivity can then ease the school-to-work
transition.!® Indeed, as discussed below, negative employment effects of minimum-wage
increases, when they are observed, tend to be concentrated among (low-skilled) youth.
Regional differentiation is very common in emerging economies, but only exists in a few
OECD countries (Canada, Japan, Mexico and the United States). Such regional differentiation
can be useful in large countries with significant regional differences in wages and economic
conditions. A few countries also differentiate the minimum by sector/occupation (e.g.Japan
and Mexico), and rates are sometimes lower for workers on training/apprenticeship contracts
as well as for workers with disabilities.*®

Approaches to setting and revising the minimum wage differ

The process of setting the minimum wage varies across countries. Boeri (2012) identified
three main approaches to setting minimum wages: i) government-legislated (e.g. the
Netherlands, the United States and the Russian Federation); 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, Greece and Mexico) (see Table 1.2, Column 2). In some countries
(e.g. Australia), the minimum wage is set by an independent body.

Table 1.2 (Column 5) shows that countries also differ in how frequently minimum wages
are revised, whether these revisions are regulated by law, and in the factors that are
considered when adjustments are made. Most OECD countries review and adjust minimum
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wages every year (or almost every year). Not revising the minimum wage regularly can result
in a significant erosion of its (real) value. This occurred in the United States, for example,
where the federal minimum was unchanged between September 1997 and July 2007, while
average wages rose by 80%.'” 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 conditions. However, while regular revisions are advisable, these
should not be done mechanically (e.g. by linking them to average wage growth) as this fails
to account for the specific labour market situation of the intended beneficiaries.
Independent expert commissions, which exist in different forms in several OECD countries
(including Australia, France, the United Kingdom and several US states) are well placed to
consider a wide range of economic and social factors. Public consultations and a
requirement to publish recommendations promote minimum-wage adjustments that are
transparent and predictable for both businesses and workers.

Minimum wages have evolved differently during and after the crisis

There have been important differences between countries in how the value of
minimum wage has changed over the crisis and recovery period (Figure 1.14). The ratio
between the minimum and the median wage has increased substantially between
2007 and 2013 in some countries. These increases have been largest in Poland (+25%),
Slovenia (+22%), the United States (+19%), Japan (+14%) and Hungary (+12%). By contrast,
the minimum-to-median ratio has fallen in some countries: Ireland (-10%), Spain (-6%), the
Czech Republic (-5%), Greece and Turkey (both -3%). In most cases, this was achieved by
freezing the nominal value of the minimum, or by keeping adjustments below inflation.!®
In Ireland, for example, the nominal value of the minimum wage stayed constant
from 2008 to 2013 - apart from a brief reduction in 2011.1° In Greece, however, the value of
the minimum wage saw a 22% cut of its nominal value between 2011 and 2012.2°

Figure 1.14. Minimum wage levels pre- and post-crisis, OECD
Minimum wages as a percentage of median wages of full-time employees (in gross terms)
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Note: Countries are ranked in ascending order of the MW/Median ratio in 2013. For France and Germany, see notes to Figure 1.12.
Source: OECD Minimum Wages Database, http://dx.doi.org/10.1787/data-00313-en.
StatLink Sa=m http://dx.doi.org/10.1787/888933239613
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Minimum-wage debates should account for their broader objectives
and for interactions with other policies

Minimum wages are the most direct policy lever governments have for influencing
wage levels. Nevertheless, ever since they were first introduced, concerns have been voiced
around: i) their possible negative impact on employment; and ii) whether they are an
effective tool for addressing poverty.

Minimum wages and employment

Along-standing disagreement exists amongst economists around the impact of
minimum wages on employment. Prior to the mid-1990s, most economists believed that
minimum wages, because they artificially introduce a wage floor, would lead to job losses.
However, since the work of Card and Krueger (1994), which found no negative employment
effect of a minimum wage increase in New Jersey (United States), a growing number of
economists have started to question the negative employment effects of increases in the
minimum wage. When assessing the employment effects of minimum wages, it is
important to stress first that the potential employment effect may well depend on the level
and expected increase (i.e. how binding the minimum wage is and will be), and that the
impact may not necessarily manifest itself in the form of existing workers being laid off,
but can also take the form of slower hiring and employment growth (Gunderson, 2007).

While there are theoretical explanations for finding no (or even positive) effects of
minimum wage increases on employment, such as firms having some monopsony power
in setting wages or the cost of minimum wage increases only being modest as compared to
other cost increases that business owners routinely face, the question is, ultimately, an
empirical one. The empirical debate remains far from settled. The recent contributions in
the United States by Dube et al. (2010), Allegretto et al. (2011), Allegretto et al. (2013), on the
one hand, and Neumark et al. (2014), on the other, bear testimony to this fact.

A number of studies have attempted to summarise the findings using meta-analysis
techniques. The findings, which are summarised in Table 1.3, show that, overall, the
impact of minimum wage increases on employment tends to be small - although effects
on more vulnerable groups (like youth) may be slightly larger. On this basis, moderate
increases in minimum wages are unlikely to have significant negative employment effects
overall and have somewhat more adverse effects on more vulnerable groups. However, this
conclusion is conditional on the minimum wage having been set at reasonable level in the
first place, as even in a monopsony model, setting a high minimum wage will result in
negative employment effects. What is less clear is where this tipping point may be in each
country. While on average across the OECD minimum wages are set at around 50% of the
median wage, what defines a “reasonable” level of the minimum wage will inevitably be
country-specific, and depend on the interactions of the minimum wage with other policies,
as well as on the coverage of minimum-wage legislation, compliance, and macro-economic
and labour market conditions.??

One reason why increases in the minimum wage may not have a discernible effect on
overall employment is that employment changes are not the only adjustment channel for
employers.?? Indeed, in response to minimum wage increases, employers may cut down on
training and/or other overhead costs, as well as on non-wage benefits, rather than cut
employment. Alternatively, they could reduce working hours or hire some workers on more
precarious (and cheaper) contracts. Finally, employers may accept lower profits, increase
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Table 1.3. The effect of minimum wages on employment: What meta-analyses show

Number

Study of studies Country coverage Impact on employment Impact on youth employment
covered

Doucouliagos and Stanley (2008) 64 United States Little or no impact Negative, but small

Boockmann (2010) 55 15 industrial countries Negative, but varies across countries

Nataraj et al. (2014) 17 15 low-income countries Ambiguous

Leonard, Stanley and Doucouliagos (2014) 16 United Kingdom No impact

Belman and Wolfson (2014) 23 Mostly United States Small negative impact

Chletsos and Giotis (2015) 77 18 developed and developing No impact More negative, but not always significant

countries
Broecke, Forti and Vandeweyer (forthcoming) 74 Ten major emerging economies  Little or no impact More negative, but still very small

StatLink =P http://dx.doi.org/10.1787/888933240155

prices or take measures to increase efficiency/productivity. In some cases, employers may
consider such channels of adjustment preferable if they want to avoid the potential
negative effects that reductions in staffing might have on workforce morale and business
operations. Compared to employment changes, alternative adjustment channels have
been studied less, however, and the evidence is frequently inconclusive. On hours worked,
for example, Neumark and Wascher’s (2008) review of the evidence concluded that the
question of how employers adjust average hours in response to a minimum wage increase
is not yet resolved and similar conclusions are reached in relation to training. Even less
evidence exists on the relationship between minimum wages and profits. Draca et al.
(2011) found that the introduction of the minimum wage in the United Kingdom in 1999
significantly reduced firm profitability, especially in industries with relatively high market
power (hence with higher margins). Recent evidence of productivity gains attributable to
minimum-wage increases exists for the United Kingdom (Riley and Bondibene, 2015) and
the United States (Hirsch et al., 2015).

The effect of minimum wage increases on employment also depends on the
measurement period, as well on the timing of the minimum wage increase itself. While
most research focuses on the contemporaneous (or short-run) impact of minimum wage
increases on employment, longer-term effects can be analysed using longitudinal data on
worker histories. Evidence from such research finds that the direction of employment
changes is ambiguous (Boeri et al., 2015). The timing of minimum wage increases may also
matter. Perhaps unsurprisingly, the negative employment effects of minimum wage
increases tend to be stronger during recessions (Boeri et al., 2015). The importance of
timing provides an additional argument for regular minimum-wage adjustments, for
involving an independent expert commission in the process, and for avoiding situations in
which minimum wage increases are strongly linked to political cycles.

Because the impact of minimum wages on employment might be expected to be
different in settings where informality is widespread and the rule of law is weak, Box 1.2
provides further detail on the effect of minimum wages in emerging economies. It shows
that, overall, minimum wage increases have been found to have very little, or no, effect on
employment in emerging economies, and that the evidence around the impact of
minimum wage increases on informality remains inconclusive.
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Box 1.2. Minimum-wage increases and employment in emerging economies

While the effect of minimum wages on employment has been heavily researched in the developed world,
much less is known about their impact in emerging economies. Yet, there are important reasons to believe
that the impact of minimum wages might be different in such settings. On the one hand, larger effects
might be expected due to the fact that minimum wages in emerging economies are often set at a very high
level (Herr and Kazandziska, 2011; World Bank, 2008) or because a greater proportion of the workforce is
unskilled and earning at or near the minimum wage (Cunningham, 2007). In addition, and particularly in
Latin American and Caribbean (LAC) countries, minimum wages frequently have an impact higher up the
income distribution because they have tended to be used as an index for wage adjustments more generally,
with wages and benefits expressed in multiples of the minimum wage (Maloney and Mendez, 2004).

However, there are also reasons to expect that minimum wages have little impact on employment in
emerging economies. One reason is that, in environments characterised by high levels of inflation, it may be
very difficult to increase the real value of the minimum wage (Lustig and McLeod, 1997). Another, and
possibly more important, reason is that the level of compliance with the minimum wage is frequently low in
these countries (Bhorat and Stanwix, 2013). This may be because the minimum wage is either set too high or
too low (Saget, 2008; Lee and Sobeck, 2012; Rani et al., 2013), the system is too complex (Cunningham, 2007;
Rani et al., 2013), there are no legislated fines/punishments for non-compliance, or the minimum wage is
simply not enforced, possibly due to a lack of resources (Kristensen and Cunningham, 2006).

One reason why the minimum wage might be difficult to enforce in emerging economies is the existence
of a large informal sector. In such contexts, increases in the minimum wage may have no effect on overall
employment because a fall in formal sector employment may simply be compensated by a rise in informal
sector employment as displaced workers migrate from one sector to the other. This generates a shift in the
parameter of interest from the number of jobs that are available to the quality of jobs that people hold. That
is, the research (and policy) question may not necessarily be what impact the minimum wage has on
employment overall, but rather on the split between formal and informal employment (see Chapter 5 of
this publication for an analysis of the nexus between informality and job quality in emerging economies).

That said, the effect of minimum wages in the informal sector may be hard to predict. In some countries,
minimum wages are interpreted as a signal of what constitutes a fair wage and are complied with even in
the informal sector. Cunningham (2007), for instance, shows that there is a significant spike in wages at or
around the minimum wage level in a number of emerging economies, even in the informal sector. Some
authors (Gramlich, 1976; Hamermesh, 1996; and Card and Krueger, 1995) have argued that the impact on
informal sector wages depends on the price elasticity of demand for formal sector workers and that, under
certain circumstances, an increase in formal sector wages could also drive up wages in the informal sector.

A number of papers have found a positive (negative) effect of minimum wages on formality (informality)
(e.g. Foguel, 1998 for Brazil; Mora Rodriguez, 2007 for Colombia; Magruder, 2013 for Indonesia; Bhorat et al.,
2014 for South Africa), and there are a number of ways in which one might be able to rationalise such a
finding. One of these is a labour supply effect, with higher wages in the formal sector increasing the
incentives for workers to look for a formal job (Fajnzylber, 2001). Another possibility is that income effects
are at play, combined with intra-household substitution effects, so that when the minimum wage increases
for household members employed in the formal sector, other household members can afford to reduce
their labour supply in the informal sector (Fajnzylber, 2001). A third explanation is similar to the reason
why positive employment effects of a minimum wage rise might be found in developed economies:
i.e.increases in the minimum wage, through their effects on consumption and aggregate demand, raise the
number of (formal) jobs in the economy (Magruder, 2013).

In the absence of a clear steer from the theory, empirical studies are required to identify the impact of

minimum wages on employment outcomes in emerging economies. While the number of these studies has
been growing rapidly, a systematic review of this evidence has been lacking. Broecke, Forti and Vandeweyer

48 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015



1. RECENT LABOUR MARKET DEVELOPMENTS WITH A FOCUS ON MINIMUM WAGES

Box 1.2. Minimum-wage increases and employment in emerging economies (cont.)

(forthcoming) attempt to fill this knowledge gap. Based on both a qualitative and quantitative (meta-analysis)
review of the literature for ten key emerging economies (Brazil, Chile, China, Colombia, India, Indonesia,
Mexico, the Russian Federation, South Africa and Turkey), the authors find that, overall, minimum wages
have very little, or no, effect on overall employment in emerging economies. However, in some countries
(e.g. Colombia), where minimum wages are set at a very high level, negative employment effects are more
readily detected. While the review finds that more vulnerable groups (e.g. youth, the low-skilled, and low-
wage workers) are more adversely affected by increases in the minimum wage, the size of the impact is very
small. Similarly, increases in the minimum wage are found to be associated with increases (decreases) in
formal (informal) employment, but again the effects are small. This corroborates the qualitative literature
review, which finds that the effect of minimum wages on formality is empirically ambiguous.

Source: Broecke, S., A. Forti and M. Vandeweyer (forthcoming), “The Effects of Minimum Wages on Employment in Emerging
Economies: A Literature Review”, OECD Social, Employment and Migration Working Papers.

Minimum wages and the wage distribution

Higher minimum wages are associated with lower wage inequality, both within and
across countries.?> When inequality is assessed over the long-run, however, the equalising
effects of minimum wages may be reduced by both wage and employment mobility (see
Chapter 4 of this Employment Outlook). The effect of minimum wages on the wage
distribution may also be reduced by so-called ripple/knock-on/spill-over effects - i.e. where
increases in the minimum wage result in wage adjustments higher up the wage
distribution (e.g., to maintain wage differentials between lower and higher-paid workers,
particularly among those earning near the current minimum). In Latin American and
Caribbean (LAC) countries, the evidence suggests that ripple effects can be significant (see
Box 1.2), but evidence of impacts higher up the wage distribution have also been
documented in a number of OECD countries, including France and the United States,2*
albeit limited to workers earning relatively close to the minimum wage. On the other hand,
there is also the possibility that increases in the minimum wage reduce wage growth at the
top of the distribution (because employers cannot afford equivalent increases for higher-
paid workers), which would reduce wage inequality further (Hirsch et al., 2015).

Minimum wages and poverty

The focus on employment effects has somewhat eclipsed the key issue of whether
minimum wages actually reduce poverty. While there is relatively less research on this
topic, there is also comparatively more agreement on the fact that, both in advanced and
developing/emerging economies, minimum wages on their own are a relatively blunt
instrument for reducing poverty (Card and Krueger, 1995; Neumark and Wascher, 2008).2°
The limited impact reflects several factors, including that: i) many poor families have no
one working; ii) many minimum wage workers live in households with above average
incomes; and iii) in-work poverty is often the result of low working hours, rather than low
wages (OECD, 2009). In addition, minimum wage levels may simply be too low to have a
significant impact on poverty headcounts (for instance, the results in Figure 1.16 illustrate
that family incomes of full-time minimum-wage workers can fall short of commonly used
poverty thresholds). Finally, minimum-wage levels may be too high so that disemployment
effects may reduce incomes of a number of poor households.
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Figure 1.15. Share of MW increase that is left after taxes and benefit reductions,
lone-parent family, 2013
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a) Calculations refer to a 5% minimum-wage increase and a single-adult household with two children. They assume that all tax and
benefit provisions remain as they were before the increase, and account for minimum-income and other means-tested benefits that
are primarily income related and are typically accessible for low-income families. For Japan, calculations reported in this figure use
minimum wages for Tokyo and social assistance rates for Tokyo grade 1-1. Other than family type, further details are as in Figure 1.13.

b) Minimum wage levels refer to 2015 for Germany.

Source: OECD (2015), “Minimum Wages After the Crisis: Making them Pay”, http://www.oecd.org/social/Focus-on-Minimum-Wages-after-the-

crisis-2015.pdf.

StatLink Sasm http://dx.doi.org/10.1787/888933239620

Another issue is that tax and transfer policies can sometimes undermine the efficacy
of the minimum wage in raising the living standards of low-wage workers. Unless
minimum wage policy is closely co-ordinated with related fiscal and social policies, higher
taxes and reduced benefit entitlements can consume large parts of any minimum wage,
reducing the part that adds to net incomes of the intended beneficiaries. For example, in
Ireland and Japan, without any accompanying measures such as raising means-tested
benefits in line with the minimum wage, less than a tenth of a minimum wage increase
would end up in the pockets of single-parent minimum wage earners (Figure 1.15). In
Luxembourg, a minimum-wage increase could actually make a single parent worse off, as
benefit reductions and higher social contributions can outweigh the wage increase.

In some countries with low minimum wages, even working very long hours may not
enable families to escape income poverty as conventionally measured. A half-time
minimum-wage job in Australia and the United Kingdom can be sufficient for taking a
family with two children out of poverty, and out-of work benefits in Japan provide income
close to the poverty threshold even when no-one in a two-parent family works
(Figure 1.16). However, in most countries, a single full-time minimum-wage job leaves two-
parent families below the poverty line and employment of both parents is needed to ensure
that children do not grow up in poverty. In the Czech Republic, Chile, Estonia, Greece and
Spain, the working hours required to escape poverty on a minimum wage are unrealistic
for lone parents in particular; they would need more generous income support, or wages
significantly above the minimum wage to work their way out of poverty.

Complementing minimum wages with in-work benefits or tax credits can be a more
effective way of addressing poverty than using minimum wages in isolation. The levels and
characteristics of minimum wages therefore have implications for the effectiveness and
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Figure 1.16. Weekly working hours needed at minimum wage to move
above a relative poverty line,” 2013
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a) The poverty line is 50% of median net household income. Net incomes are calculated by subtracting income taxes and mandatory
social or private contributions payable by workers, and adding family benefits, as well as minimum-income and other means-tested
benefits that are primarily income related and are typically accessible for low-income families. For Japan, calculations reported in this
figure use minimum wages for Tokyo and social assistance rates for Tokyo grade 1-1.

b) Minimum wage levels refer to 2015 for Germany.

Source: OECD (2015), “Minimum Wages After the Crisis: Making them Pay”, http://www.oecd.org/social/Focus-on-Minimum-Wages-after-the-

crisis-2015.pdf.

StatLink Sasm http://dx.doi.org/10.1787/888933239637

the costs of social protection strategies more broadly. In particular, in-work benefits or tax
credits are likely to be better targeted at reducing poverty than minimum wages because
they are means-tested and frequently consider full-year incomes. That said, means-tested
benefits and tax credits also face drawbacks. Since benefits are withdrawn as incomes go
up, they may give rise to poverty traps. For the same reason, they may encourage wage
under-reporting. They can also be very expensive for the government and, without a
minimum wage in place, they may result in wage reductions for lower-paid workers.
Minimum wages and in-work benefits are therefore likely to complement one another. In
particular, a minimum wage can improve the targeting of in-work benefits and can help
contain their cost by limiting the scope of any wage reductions that they may induce. For
instance, one of the stated aims of introducing the UK National Minimum Wage was to
ensure that in-work benefits would actually increase incomes of workers (rather than
being “pocketed” by employers who might reduce wages by a similar amount). Studies in
the United States also suggest that significant parts of any additional spending on the
Earned Income Tax Credit would fail to reach low-paid workers, and that supporting the
poor through the Earned Income Tax Credit can be more effective when an adequate
minimum wage is in place (Rothstein, 2010; Lee and Saez, 2012). There may also be an
argument for sharing the costs of redistribution between both the general tax payer
(through in-work benefits and tax credits) and employers (through minimum wages),
especially when government budgets are under pressure.

Policy makers face a potential dilemma, however. Tax concessions or benefits that are
tightly targeted to low-wage earners (and are phased out when wages increase above the
minimum), make it less attractive for workers to progress to higher-paid jobs. Weakly
targeted benefits, that are available over a wider wage range, avoid these adverse
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incentives. But because they are available to large numbers of workers, they can be very
expensive for governments - and these costs will rise further when the minimum wage is
increased. The difficulties of targeting are most pronounced when very large shares of
workers are within or close to the targeted wage range. As a result, in-work benefits or
targeted tax concessions generally work best when wage floors are set at moderate levels,
when the share of minimum wage earners is relatively low, and when authorities have
access to reliable information on wages and working time.

Minimum wages should be judged against a wider range of objectives

While reducing poverty is a key objective of minimum wages, it is not the only one.
Minimum wages have also been introduced to serve other policy objectives, including their
role as: i) a key labour standard for ensuring fair pay and preventing exploitation; ii) an
instrument for making work pay; iii) a tool to boost tax revenue and/or tax enforcement by
limiting the scope of wage under-reporting; and iv) an anchor for wage bargaining. In emerging
economies, for example, minimum wages pose an additional constraint to reporting behaviour
as firms and employees need to choose whether to report no earnings or to report at least
minimum wage level earnings to tax authorities, and this could increase compliance (Tonin,
2011). In some countries, where workers’ bargaining position is weak, minimum wages provide
the only institutional framework available to increase the wage bargaining power of the most
vulnerable workers; conversely, intensive use of the minimum wage by governments may
reduce the role of collective wage bargaining (Eyraud and Saget, 2005).

Conclusions

Is an increase in the statutory minimum wage, or the introduction of one, an effective
policy response to concerns about growing inequality in incomes and earnings and the lack
of real wage growth in the recovery from the crisis? The results of the special section on
minimum wages in this chapter suggest that minimum wages can have a strong impact on
wages at the bottom of the distribution - which is why countries have heavily relied on
them throughout the recession and the recovery, either to boost the wages of the (working)
poor, or to cut labour costs as a crisis-related measure (depending on what was the most
pressing issue). However, minimum wages can only make a limited contribution to tackling
wider poverty (both in and out of work) or to increasing job quality, particularly when
treated as a stand-alone policy (see Chapter 4). To be more effective, it is essential that
minimum wage policy be co-ordinated with tax-benefit policies in order to ensure that
increases in the headline value of the minimum wage translate into higher take-home pay
while limiting the rise in labour costs for employers. Box 1.3 provides a summary of key
policy principles to guide countries in setting their minimum wage policy.
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Box 1.3. Minimum wages: Key policy principles

1. Improve coverage of and compliance with minimum wage legislation, especially in
countries where collective bargaining is weak or declining.

2. 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.

3. Where necessary, allow minimum wages to vary by group (to reflect differences in
productivity or employment barriers) and/or by region (to reflect differences in
economic conditions) — bearing in mind that simple minimum wage systems are most
likely to achieve high compliance.

4. 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.

5. Use minimum wages as a tool to raise wages at the bottom of the wage ladder, but
accompany them with other tax and benefit measures to effectively fight poverty in and
out of work.

Notes

1. For illustrative purposes, Figure 1.1 displays data only for the euro area, Japan, the United States
and the entire OECD. Separate data for all OECD countries are provided in Annex Tables 1.A1.1
and 1.A1.2.

2. The projections discussed here are from OECD (2015a) and reflect information available as of
May 2015.

3. Factors other than the labour market impact of the financial and economic crisis could have
caused the employment to population ratio to change since 2007 and the jobs gap ideally should
be measured after taking account of those factors. However, that refinement is not pursued here.

4. The contrast between a strong increase in the employment rate in Germany and sharp falls in
Greece and Spain illustrate how the crisis impact on labour markets varies greatly within the euro
area, as well as between the euro area and the rest of the OECD.

5. The United States is an exception in that the majority of the post-crisis fall in the employment rate
represents lower participation, rather than higher unemployment. It is unclear how much of the
recent fall in the participation rate will reverse as the recovery continues and employment
opportunities improve.

6. It is not easy to assess how much the re-employment perspectives of the long-term jobless have
deteriorated and hence whether they should be considered as having become structurally
unemployed. More aggregate analysis suggests that most of the excess in current unemployment
by comparison to the pre-crisis period is cyclical rather than structural, despite the increasing
share of unemployed who have been out of work for a year or longer (OECD, 2014a).

7. 65.5% of NEETSs are classified as inactive on average for the OECD area (data not shown).

8. The data presented in Figure 1.8 make use of national definitions of part-time employment that
vary from country to country. In most cases, national definitions imply a higher incidence of part-
time employment than does the internationally harmonised definition of less than 30-usual-hours
worked on the main job that is used in the OECD Labour Force Statistics. National definitions are
used here because they are available with a shorter delay and on a quarterly basis.

9. During the 2008-09 recession, many countries experienced modest increases in part-time
employment even as full-time employment was falling sharply. Much of the increase in part-time
employment during this period probably reflected formerly full-time workers being put on reduced
hours or workers who had lost full-time jobs being compelled to accept part-time jobs, because no
full-time jobs were available.

10. In Italy, for example, there is an ongoing discussion around the possible introduction of a statutory
national minimum wage and the Parliament in the so-called “Jobs Act” has mandated the
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Government to introduce a hourly minimum wage in those sectors not covered by collective
agreements following a consultation with the social partners.

11. Since 2013, the Crédit d’impé6t pour la compétitivité et 'emploi (CICE) significantly reduced labour costs
at the minimum wage level.

12. In the United States, the wage base for employers’ contributions to unemployment insurance is
capped and is therefore a higher share of gross earnings for low-wage earners. In Mexico, a large
part of employers’ contributions to sickness and maternity provisions is the same absolute
amount at all wage levels and, hence, a higher share of gross earnings for minimum-wage workers.

13. Other countries also provide sizable in-work benefits, but some of them are limited to certain
family situations or are much lower for some low-wage earners. For instance, the Earned Income
Tax Credit in the United States is worth about ten times more for families with children than for
childless medium-wage earners. See www.oecd.org/els/benefits-and-wages-policies.htm for country-
by-country summaries.

14. These estimates are based on various sources, but generally reflect the share of covered workers
earning less than the legal minimum wage.

15. Minimum wages may also affect schooling decisions, and therefore human capital accumulation
and long-run productivity and growth outcomes. Young people face a choice to either study or
work. Increases in the minimum wage may raise the benefit of work and, therefore, lead young
people to drop out of school. This strengthens the argument for a sub-minimum wage for youth,
in the sense that it reduces the attractiveness of work and therefore encourages further human
capital accumulation.

16. In all calculations in this chapter, the standard adult rate is used.

17. Much of the reduction in the minimum wage relative to the average wage was reversed by the Fair
Minimum Wage Act of 2007, which raised the Federal minimum in several steps. Since the last of those
steps was implemented in July 2009, the relative value of the minimum wage has decreased again.

18. There is also a compositional effect at play. As job losses during the crisis were concentrated among
the workers with the lowest pay, median wages rose mechanically, thereby eroding the value of
minimum wages relative to the median. Such compositional effects were at play in Spain, for example.

19. In Ireland, there was a very short-lived cut in the nominal value of the minimum wage in 2011. The
minimum wage was officially reduced to EUR 7.65 effective February 2011. The reduction was
reversed in July 2011 and the minimum wage was restored to EUR 8.65.

20. The minimum wage for employees aged above 25 was cut by 22% between July 2011 and
March 2012, while the minimum wage for those aged below 25 was lowered by 32%.

21. The conclusions reached here are therefore very much in line with those reached from a similar
assessment carried out in the 1998 OECD Employment Outlook (OECD, 1998). This does not mean,
however, that the relationship between minimum wages and employment can necessarily be taken
to be stable. Indeed, given the significant changes in both labour and product market regulations in
OECD countries in recent years, one may expect the effect of minimum wages on employment
outcomes to have changed. Continued monitoring of this relationship is therefore recommended.

22. Another possible reason why minimum wages may not negatively affect employment (or, on the
contrary, increase overall employment) is because of their effect on aggregate demand. Because low-
income households have a higher propensity to consume, the minimum wage would increase
consumption, which in turn would lead firms to produce more and, therefore, create more jobs. In
recent years, this argument has commonly been advanced in the context of certain emerging
economies (e.g. Brazil and Indonesia). However, a counter-argument to this is that, eventually,
increases in the minimum wage will only translate into higher prices, with no overall impact on GDP.

23. In the United States, for example, a significant number of research papers have associated the rise
in wage inequality to a fall in the real value of the minimum wage (e.g. DiNardo et al., 1996; Lee,
1999; Autor et al., 2015). DiNardo and Lemieux (1997) found that differences in wage inequality
between the United States and Canada could be explained in part by differences in minimum wage
values and Machin (1997) argued that declining Wages Council minimum wages in the
United Kingdom between 1979 and 1992 played an important part in the rise in wage inequality
over that period. Finally, Koeniger et al. (2007) look at wage inequality across 11 OECD countries
and find that minimum wages tend to compress the wage distribution.

24. Evidence of ripple effects have been found in both France (Koubi and Hommeau, 2007) and in the
United States (Card and Krueger, 1995; Lee, 1999; Neumark et al., 2004; Autor et al., 2015) though
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not in the United Kingdom (Dickens and Manning, 2004; Stewart, 2012). More recent evidence for
France also finds more modest ripple effects (Goarant and Muller, 2011).

25. Although a more recent paper has revived this debate somewhat by claiming that, under certain
conditions, when labour demand is growing during expansions of the business cycle and
minimum wage-induced employment effects are small, minimum wage increases can reduce
poverty (Dube, 2013).
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ANNEX 1.A1

Country-level data from OECD economic projections
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1. RECENT LABOUR MARKET DEVELOPMENTS WITH A FOCUS ON MINIMUM WAGES

Table 1.A1.1. Recent and projected macroeconomic developments

A. Real GDP growth B. Employment growth

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016|2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
OECD 27 03 -34 30 19 13 14 18 19 25|15 06 -18 03 10 10 07 13 1.3 1.0
Euro area? 30 04 -45 20 17 -08 -03 09 14 21|20 09 -19 -05 02 -06 -06 06 09 1.1
Australia 45 25 16 23 26 37 20 27 23 29|31 28 07 20 17 12 10 09 15 15
Austria 3 13 -37 18 32 10 01 04 06 17|25 18 -03 09 09 08 05 02 04 1.0
Belgium 30 10 -26 25 16 01 03 11 13 18|17 18 -02 07 14 03 -03 04 06 1.0
Canada 20 12 -27 34 30 19 20 24 15 23|23 14 16 14 15 13 14 06 09 1.1
Chile 52 32 -10 57 58 55 43 18 29 37|28 29 -07 79 51 19 21 15 08 09
Czech Republic 55 25 -47 21 20 -07 -07 20 31 25|19 16 -13 -10 -02 03 10 07 1.1 05
Denmark 08 -07 -51 16 12 -07 -05 11 19 23 |-01 17 -29 -23 -01 -05 00 10 14 14
Estonia 79 -53 147 25 83 47 16 21 21 33|08 -03 -94 -44 63 19 10 06 05 0.1
Finland 52 07 -83 30 26 -14 -13 -01 04 13|20 16 -30 -04 11 04 -10 -04 01 0.2
France 23 01 -29 19 21 02 07 02 11 17|18 13 10 02 02 00 00 01 02 0.6
Germany 34 08 -56 39 37 06 02 16 16 23|21 10 -03 08 25 10 09 09 09 07
Greece 34 -04 -44 -53 -89 66 -40 07 01 23|08 10 -12 -36 -76 -89 -49 07 1.2 28
Hungary 05 07 -65 08 18 -18 17 36 30 22 |-07 -14 -26 -04 07 18 17 54 23 09
Iceland 97 12 51 -31 24 13 36 19 37 29|45 09 -62 -03 00 10 34 16 41 13
Ireland 49 -27 64 -03 28 -03 02 48 35 33|47 -07 -77 -41 -18 -06 23 18 16 1.6
Israel 61 39 16 57 42 30 34 28 34 35|43 34 20 35 30 32 27 30 21 24
Italy 14 11 -55 17 07 -28 -17 -04 06 15| 08 08 -16 -07 02 -01 -15 03 0.5 1.0
Japan 22 -10 -55 47 -05 17 16 -01 07 14| 06 -03 -15 -03 -01 -03 07 06 03 0.1
Korea 55 28 07 65 37 23 29 33 30 36|12 06 -03 14 17 18 16 21 1.8 15
Luxembourg 64 05 -54 51 26 -01 20 30 27 29|23 29 11 16 27 24 19 21 22 24
Mexico 31 12 -45 51 40 38 17 21 29 35|17 11 05 11 22 33 11 04 08 1.0
Netherlands 42 20 -33 10 17 -16 -07 09 20 22|29 23 00 -10 0O 06 -08 -06 12 1.1
New Zealand 37 -08 05 20 14 29 25 31 34 30|17 07 -17 04 14 03 15 35 29 15
Norway 29 04 -16 06 10 27 07 22 12 15|34 33 -06 01 14 20 06 10 05 05
Poland 72 39 26 37 48 18 17 34 35 37| 44 37 04 06 06 02 -01 19 14 038
Portugal 25 02 -30 19 -18 -40 -16 09 16 18| 03 05 -29 -14 -32 -41 -26 16 05 0.7
Slovak Republic 10.7 54 -53 48 27 16 14 24 30 34| 24 32 -27 -21 00 05 00 14 12 1.1
Slovenia 69 33 -78 12 06 -26 -10 26 21 19|25 11 15 -15 -31 13 -19 12 05 04
Spain 38 11 -36 00 -06 -21 -12 14 29 28| 32 -05 -67 -20 -16 -43 -28 12 29 28
Sweden 35 -07 -51 57 27 00 13 23 28 30|26 11 -21 05 23 06 11 14 10 14
Switzerland 41 23 -21 30 18 11 19 20 08 17|23 23 04 04 22 12 11 15 14 12
Turkey 47 07 -48 92 88 21 42 29 31 39|15 17 03 60 61 31 29 51 26 22
United Kingdom 26 -03 -43 19 16 07 17 28 24 23|08 09 16 02 05 11 12 23 17 1.1
United States 18 -03 -28 25 16 23 22 24 20 28|11 -05 -38 -06 06 18 10 16 1.9 10

a) Aggregate of 15 OECD countries of the euro area.
Source: OECD calculations based on OECD Economic Outlook (database), http://dx.doi.org/10.1787/data-00688-en.
StatLink = http://dx.doi.org/10.1787/888933240163
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Table 1.A1.2. Recent and projected macroeconomic developments

A. Employment rate — Percentage of population aged 15 and over B. Unemployment rate — Percentage of total labour force
04 04 Q4 Q04 04 04 04 Q4 M4 4|04 04 Q4 04 4 04 04 04 4 4

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016|2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
OECD 55.8 55.2 53.8 53.7 53.9 54.0 54.0 544 546 548| 55 65 84 82 79 80 77 71 68 6.5
Euro area’ 521 51.8 50.5 50.3 50.1 49.6 493 495 498 50.3| 7.3 7.9 98 99 105 11.7 11.8 11.4 108 103
Australia 611 612 604 61.0 608 608 605 606 60.7 61.1| 44 45 56 51 52 53 58 62 60 57
Austria 56.4 567 564 567 56.6 569 56.8 567 56.4 56.7| 45 44 55 45 49 50 55 57 59 55
Belgium 50.8 51.1 504 506 508 50.3 498 497 49.7 498| 72 69 80 79 73 83 85 86 84 80
Canada 616 611 595 598 598 602 602 601 60.1 60.2| 59 65 85 77 75 73 71 67 67 6.5
Chile 51.0 513 505 547 554 557 563 564 56.1 56.0| 78 82 94 76 72 64 61 64 63 63
Czech Republic  56.1 56.5 552 549 545 549 553 560 56.3 56.7| 49 44 73 70 65 72 67 58 57 54
Denmark 62.5 638 601 594 589 585 580 591 58.8 59.8| 36 40 70 76 77 73 69 63 64 6.2
Estonia 574 572 509 521 543 549 552 568 57.0 574 | 40 78 157 139 112 93 87 66 63 5.9
Finland 571 575 549 549 553 548 540 535 535 533| 66 65 89 81 75 76 84 91 87 88
France 496 496 486 486 484 482 48.0 477 47.7 478| 71 74 91 88 89 97 96 100 710.71 100
Germany 539 543 541 545 559 562 563 567 56.9 57.3| 82 71 76 66 56 53 51 49 46 44
Greece 484 486 476 452 410 379 370 376 382 394 | 81 79 103 142 207 260 275 258 254 24.2
Hungary 453 449 437 438 444 453 466 487 49.9 504 | 79 82 107 111 110 109 94 74 6.6 5.9
Iceland 740 724 677 663 653 656 678 677 69.2 694 | 25 47 74 81 67 54 52 48 39 4.1
Ireland 63.0 599 546 523 517 513 527 534 543 552 | 47 79 130 148 150 142 122 104 9.7 89
Israel 579 584 587 600 604 614 622 631 634 640| 84 81 90 81 68 70 58 57 585 54
Italy 459 457 447 443 441 438 429 429 430 431| 62 68 82 83 93 113 124 130 7124 11.9
Japan 584 580 569 570 568 56.7 574 576 57.7 57.9| 39 40 51 50 45 42 39 35 35 33
Korea 60.0 594 587 589 595 597 604 609 614 61.9| 32 33 36 35 32 30 30 35 36 34
Luxembourg 53.1 534 528 525 528 528 522 521 520 520| 41 44 58 59 58 63 71 71 71 7.0
Mexico 582 56.3 56.8 551 569 564 56.6 555 54.6 54.3| 35 42 53 53 49 49 46 44 46 4.5
Netherlands 611 620 608 605 603 60.1 591 589 59.4 59.7| 39 36 48 49 53 62 76 72 67 63
New Zealand 658 654 629 628 630 623 634 647 652 653| 35 46 69 67 63 68 61 58 55 51
Norway 650 652 63.8 634 637 635 632 630 620 616 24 28 32 35 33 34 34 36 42 4.1
Poland 466 478 474 477 478 477 479 488 49.3 498| 86 68 86 95 99 103 100 83 77 72
Portugal 575 572 553 545 518 496 504 507 51.3 51.9| 78 7.8 101 111 137 168 153 135 13.0 12.3
Slovak Republic 529 542 511 512 507 505 507 521 522 530|106 87 139 139 139 144 142 126 123 11.0
Slovenia 569 576 56.2 550 531 524 517 520 52.7 526| 47 43 64 77 87 96 97 96 9.1 89
Spain 54.0 517 483 474 459 438 432 444 457 471 | 86 138 188 202 226 258 258 237 21.5 19.7
Sweden 60.2 59.8 581 587 593 592 593 600 60.2 606| 61 67 88 81 78 82 80 78 77 75
Switzerland 669 674 659 66.0 670 663 665 671 66.7 67.0| 34 33 48 41 40 44 41 42 47 4.5
Turkey 39.7 399 404 418 432 442 440 458 46.1 46.7| 94 114 122 103 85 87 92 105 103 9.9
United Kingdom 59.1 585 572 572 565 572 578 582 588 59.1| 52 64 78 79 84 78 72 57 52 50
United States 601 586 557 554 555 560 558 565 57.0 56.9| 48 69 99 95 87 78 70 57 54 51

a) Agregate of 15 OECD countries of the euro area.
Source: OECD calculations based on OECD Economic Outlook (database), http://dx.doi.org/10.1787/data-00688-en.
StatLink si=r http://dx.doi.org/10.1787/888933240174
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Chapter 2

Skills and wage inequality

Inequality has been rising in a large majority of OECD countries and efforts to halt
or reverse this rise rank very high on the policy agenda. This chapter assesses the
potential role of skills in reducing wage inequality, a key driver of changes in
household income inequality. New data on the information-processing skills of the
workforce from the Survey of Adult Skills (PIAAC) are used to analyse the role of
skills in explaining cross-country differences in wage inequality. This analysis helps
to inform policy choices by disentangling the contributions of average skill levels,
how skills are distributed across the workforce, the extent to which skills are used
on the job, and the return they command on the labour market.
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Key findings
Inequality has been rising in a large majority of OECD countries and efforts to halt or
reverse this rise rank very high on the policy agenda. This chapter assesses the potential role
of skills in reducing wage inequality, a key driver of changes in household income inequality.

New data on the information-processing skills of the workforce from the Survey of Adult
Skills (PIAAC) are used to analyse the role of skills in explaining cross-country differences in
wage inequality. This analysis helps to inform policy choices by disentangling the
contributions of average skill levels, how skills are distributed across the workforce, the extent
to which skills are used on the job, and the return they command on the labour market.

Overall, the chapter finds that investing in skills matters for wage inequality — particularly
if they are scarce in relation to demand - and that countries where skills are less equally
distributed also have higher wage inequality. The chapter also shows that putting skills to
better use can help reduce wage inequality, by strengthening the links between workers’ skills,
productivity and wages. These findings provide important insights into the role that skills
policies can play within a comprehensive policy strategy to reduce wage inequality.

More specifically, the key findings of the chapter are the following:

® Wage inequality is much higher in some countries than in others. In the Scandinavian countries,
but also in France and Belgium (Flanders), wages of workers at the 9th decile are less than
three times as high as those of workers at the 1st decile (the so-called D9/D1 ratio). By
contrast, the D9/D1 ratio is 4.7 in Estonia, 4.8 in the United States and 5.8 in Korea.

e Wage inequality is lower in countries that are better at meeting the demand for skills. The more
abundant the supply of skills in relation to demand, the lower the skills premium and
therefore wage inequality. This is particularly true at the top of the wage distribution: the
net supply of high- versus medium-skilled workers can account for approximately one
third of the differences across countries in the D9/DS5 ratio. By contrast, skills supply and
demand appear to be less important in explaining wage inequality at the bottom of the
wage distribution (D5/D1) - which suggests that labour market institutions and policies
may be more important than market forces in setting the wages of low-skilled workers.
Overall, even when labour market institutions and practices are accounted for, the
negative relationship between the net supply of skills and wage inequality remains.

e Wage inequality is also lower in countries where skills are more equally distributed. Skills
inequality (i.e. the difference in skills between the most- and least-skilled) is lowest in
the Slovak Republic and highest in the United States. Estimates presented in this chapter
suggest that if skills in the United States were distributed as in the average PIAAC
country, then wage inequality in the United States could be 4.0% lower than it currently
is. Expressed differently, a 10% reduction in skills inequality in the United States would
reduce wage inequality by 1.2%.

e Countries that make better use of the skills of their workforce tend to have lower wage inequality.
In all countries, there are more jobs requiring a low use of skills than there are workers
with low proficiency, resulting in many skills not being fully used at work. However,
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some countries (e.g. Finland and the United States) are much better at using workers’
skills than others (Italy, Spain, Belgium and the Netherlands). Boosting skills utilisation
would lower wage inequality. For example, wage inequality in the Netherlands could be
7.9% lower if skills use in the country better reflected proficiency. That is, a 10% decline
in the dispersion of skills use in the Netherlands would reduce wage inequality by 1.1%.

e Countries where skills are highly rewarded tend to have higher wage inequality. How skills are
rewarded (or the “price” they command on the labour market) also varies significantly
across countries. Skills are much more highly rewarded in the United States and
England/Northern Ireland than they are in Sweden, Finland and Denmark. These
differences in the returns to skills reflect a mixture of: i) market forces; and ii) wage
setting mechanisms (e.g. minimum wages and collective bargaining) that set wages
independently of market forces. Results in this chapter suggest that wage inequality in
the United States could be 12.8% lower if skills were rewarded as in the average PIAAC
country. By contrast, in Sweden, wage inequality is estimated to be 5.6% lower than in
the average PIAAC country because the return to skills is much lower.

e Skills also play a role in explaining wage gaps between socio-demographic groups. Differences
in skills account for 22% of the observed gender wage gap across PIAAC countries, on
average, and this share is relatively constant across all 22 countries. Skills also account
for over 70% of the wage gap between native and foreign-born workers and between
individuals with different parental background, although, in this case, there are
important differences between countries. Finally, younger workers would earn even less
relative to older workers if they had the same (information-processing) skills as them.
Even more striking, returns to skills rise so strongly with age that youth would earn more
than older workers if rewards were equalised across age groups. While differences in
competences other than information-processing skills may underlie some of these
patterns, the results suggest that skills policies will be more effective in narrowing wage
gaps between certain socio-demographic groups than others.

The findings of the chapter underscore the potential role for skills policies in reducing
wage inequality, without losing sight of the fact that these policies also support other
crucial objectives such as raising overall productivity and economic growth. To prevent
rising wage inequality, investments in skills that are in high demand are particularly
important. This finding underlines the importance for countries to assess current and
future skills needs and to make sure that their education and training systems are
responsive to changing skills needs. The chapter also highlights the need to make better
use of skills at work, which takes the policy discussion to the heart of what goes on in the
workplace: the role of leadership and management, how work is organised, job design,
internal mobility, and personnel and recruitment policies more generally. Finally, in some
countries, there will be gains to be made from making the skills distribution more equal
and this will require additional investments to ensure that the least-skilled do not fall
behind in a world where high-level skills are increasingly in demand. As this chapter
shows, it is particularly important to invest in the skills of certain sub-groups, like migrants
and their children, and those from lower socio-economic backgrounds.

Introduction

Income inequality has been rising in a large majority of OECD countries and, in most
of them, is now at its highest level in 30 years. Today, the richest 10% of the population in
the OECD area receive 9.5 times more income each year than the poorest 10% (OECD,
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2015a). Arresting the trend rise in income inequality has become an increasingly pressing
concern for policy makers, as the significant economic and social costs associated with it
have become better understood. Inequality has been shown to reduce upward social and
intergenerational mobility (Krueger, 2012) and to be associated with a wide range of health
and social problems (Pickett and Wilkinson, 2011), lower social cohesion and trust (Brown
and Uslaner, 2002), higher crime (Fajnzylber et al., 2002), and reduced economic growth
through lower investments in human capital (Stiglitz, 2012; Cingano, 2014).

The causes of rising income inequality are diverse and range from globalisation and
technological change, to changes in tax and transfer systems, labour market institutions and
policies, and family formation patterns — among others. These have been analysed in detail
in OECD (2011). This chapter extends that analysis by examining the role of skills in greater
depth. In doing so, it focuses on wage inequality, rather than on earnings or income
inequality, for two reasons. First, wage inequality is an important component of income
inequality and, as estimated by OECD (2011), greater inequality in wages and salaries has
been the single most important driver of increased income inequality across the OECD. The
second reason for focusing on wages is that they allow us to measure more directly the prices
of skills and how different returns across countries contribute to inequality.

The supply and demand of cognitive skills are likely to play an important role in
explaining trends in income inequality because of the pressure they exert on market
wages. However, little is known about their importance in determining the wage
distribution, largely due to the lack of suitable data prior to the Survey of Adult Skills (PIAAC).
Some previous research was conducted based on the International Adult Literacy Survey
(IALS) - a predecessor of PIAAC - but the results obtained were contradictory: whereas
Leuven, Oosterbeek and van Ophem (2004) concluded that skills play a crucial role in
explaining cross-country differences in wage inequality, others argued that skills only play
a minor role (Devroye and Freeman, 2001; Blau and Kahn, 2005).

The present chapter improves upon past studies by taking advantage of the data
improvements brought about by PIAAC? and recent methodological developments to
reassess the extent to which cross-country differences in cognitive skills explain
differences in wage inequality. The analysis examines the impacts of differences in average
skill levels, how skills are distributed, the extent to which they are used on the job, and the
return they command on the labour market.

Besides this introduction, the chapter consists of five sections. Section 1 sets the scene
by drawing a picture of wage and skills inequality across countries. Section 2 explores the
importance of skills in explaining wage inequality across countries, while Section 3
discusses the extent to which skills can explain differences in wages between sub-groups
in society (by gender, age, migration status and parental education). Section 4 tests
whether the findings on skills are robust to the inclusion of institutions in the analysis.
Last section draws policy conclusions.

1. Setting the scene

This chapter exploits data on proficiency in information-processing skills collected by
PIAAC (Box 2.1). The analysis is developed based on numeracy skills but very similar results
are obtained when using literacy skills - the second main domain assessed in PIAAC.3
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Box 2.1. The Survey of Adult Skills (PIAAC)

The Survey of Adult Skills (PIAAC, 2012) is a rich database providing harmonised measures
of the cognitive skills of the adult population in a wide range of OECD countries and sub-
national regions, as well as some non-OECD countries. Its chief advantage for the analysis
conducted in this chapter is that it provides a unique opportunity to gauge the impact of
actual skills, rather than education or occupation proxies, on the wage distribution.

Contrary to other surveys, where respondents are asked about their education and
training background, skills in PIAAC are measured directly through a test in literacy,
numeracy and problem solving in technology-rich environments - three skills considered
to provide a foundation for the development of other, higher-order cognitive skills and to
be necessary in a broad range of contexts, including work. PIAAC also asks adults how
intensively and how frequently they use these skills at work through an innovative “job-
requirements approach”, which is useful to separate the impact on wage inequality of
skills that individuals possess and those they actually use at work. Finally, the survey
includes accurate information on wages, as well as a range of job characteristics, that can
help isolate the impact of skills from that of other factors, such as labour market
institutions and practices.

The analysis in this chapter covers the 22 countries and sub-national regions that
participated in the first round of PIAAC and are members of the OECD. Data collection in
these countries took place between August 2011 and March 2012.

Wage and skill inequality across countries

Figure 2.1 shows how wage inequality differs across the 22 OECD countries covered by
the present chapter, using three inter-decile ratios to measure wage inequality: D9/D1, the
ratio of the upper-bound value of the ninth decile (i.e. the threshold defining 10% of people

Figure 2.1. Wage inequality in selected PIAAC countries and regions,” 2012
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a) Only the 22 PIAAC countries and regions that are members of the OECD are included in the analysis.

b) Wage data are trimmed, by country, at the top and bottom percentiles. Wages include bonuses and are expressed
in purchasing power parity corrected USD. See Annex 2.A1 for underlying data. Details on the calculation of the
PIAAC average can be found in Annex 2.A2.

¢) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).

Source: Survey of Adult Skills (PIAAC) 2012.

StatLink Sm=r http://dx.doi.org/10.1787/888933239648
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with highest wages) to that of the first; D9/D5, the ratio of the upper-bound value of the
ninth decile to the median; and D5/D1, the ratio of the median to the upper-bound value of
of the 1st decile (i.e. the threshold defining 10% of people with the lowest wages).* As
shown by the figure, overall wage inequality (D9/D1 ratio) is highest in Korea and the
United States, while it tends to be lowest in the Scandinavian countries and France. The
ranking of countries does not vary much when using the D9/D5 or D5/D1 ratios instead, but
there are some exceptions. For instance, inequality in the top half of the wage distribution
in Germany is below the PIAAC average while Germany ranks well above average based on
the D9/D1 ratio and highest among all countries based on the D5/D1 ratio.

Countries also differ in terms of the skills of their workforce. There is a level aspect to
this (i.e. how skilled people are on average), but also a dispersion one (i.e. the gap between
the least and the most skilled). As Figure 2.2 shows, average skill levels are highest in Japan,
Finland, the Netherlands, Sweden and Flanders, while they are lowest in Italy, Spain, the
United States and France. The dispersion (or spread) in skills — as measured by the skills
gap between the top (D9) and bottom (D1) deciles - is largest in the United States and
France, while it is smallest in the Slovak Republic, the Czech Republic and Japan. Of course,
while the D9/D1 ratio is a widely used measure of dispersion, it only captures one aspect of
the distribution. Online Annex 2.A1 to the chapter (OECD, 2015b, wwuw.oecd.org/employment/
oecd-employment-outlook-19991266.htm) therefore provides the full skill distribution for each
of the countries included in Figure 2.2. In some countries, (e.g. Australia, Austria and
Germany) the distribution is very similar to the cross-country average. In others, the
dispersion is similar, but the level is different (e.g. Spain and Ireland), while in others still
the level is similar but the dispersion differs (e.g. the Czech Republic and the
Slovak Republic). Overall, however, differences in average skills are relatively small and this
may be one reason to expect these differences to explain only a minor part of the
difference in wage inequality between countries.

Figure 2.2. Skill levels and dispersion in selected PIAAC
countries and regions, 2012
Mean, 1st and 9th deciles of numeracy scores, all employees
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a) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink Sa=P http://dx.doi.org/10.1787/888933239654
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Juxtaposing the above two charts indicates that there is not necessarily a simple
relationship between wage and skills inequality. In some countries, both skills and wage
inequality are high (e.g. the United States), while in others they are both low (e.g. the
Czech Republic and the Slovak Republic). Some countries, however, combine high wage
inequality with low skill inequality (e.g. Korea), while others show the opposite pattern
(e.g. France). These descriptive statistics therefore suggest that the relationship between
skills and wage inequality is likely to be complex, and that labour market institutions and
practices may affect the way in which skills inequality translates into wage inequality.

One reason skills inequality does not map directly into wage inequality is that
countries also differ in how skills are rewarded in the labour market. Figure 2.3 shows that
(unadjusted) returns to skill are highest in the United States, England/Northern Ireland and
Germany, while they are lowest in Sweden, Finland and Denmark. Figure 2.3 only shows
average prices of skills. As shown by the figures included in online annex to this chapter
(OECD, 2015b, www.oecd.org/employment/oecd-employment-outlook-19991266.htm), the
relationship between skills and wages is marginally convex across countries on average
(i.e. wages rise faster at higher levels of skills). In some countries, like the United States,
this convexity is more pronounced. This non-linearity in the return to skills is an important
aspect that will be taken into account in the analysis that follows. As will be argued on a
number of occasions throughout this chapter, it is important to see the returns to skills, or
the “price” attached to them, as reflecting a combination of: i) market forces in each
country’s economy; and ii) the set of labour market institutions, policies and practices that
affect the extent to which prices are set by free market forces.

Figure 2.3. Returns to skills in selected PIAAC countries and regions, 2012
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a) The graph shows the coefficients on numeracy scores from country-specific regressions of log hourly wages (including
bonuses) of wage and salary earners (in PPP adjusted USD) on proficiency scores standardised at the country level.
b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink %izr http://dx.doi.org/10.1787/888933239660

2. Skills and wage inequality

This section uses PIAAC to shed new light on the importance of skills in explaining
differences in wage inequality across countries. It starts with a discussion of the extent to
which differences in wage inequality might be related to differences in: i) the way skills are
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distributed (skills inequality); ii) skill levels (average skills proficiency); and iii) the way in
which these skills are rewarded in the labour market (skill prices). It then goes on to ask
whether a focus on skills use (rather than just proficiency) might be more appropriate, and
assesses the importance of market forces in determining skill prices and, therefore, how
skills inequality maps into wage inequality.

The role of skills inequality, levels and prices

In the small literature on cognitive skills and inequality, the contribution of skills to
explaining international differences in wage inequality tends to be decomposed into two
parts: i) the role played by differences in skills endowments (i.e. observable characteristics);
and ii) the role played by the prices of these skills (i.e. how they are rewarded in the labour
market). The consensus emerging from this literature is that skills prices are more
important than skill endowments in explaining international differences in wage
inequality (Devroye and Freeman, 2001; Blau and Kahn, 1996; Blau and Kahn, 2005).

In what follows, new evidence is presented on the relative importance of these factors
using PIAAC and a technique which simulates alternative wage distributions (see Box 2.2 for

Box 2.2. Simulating alternative wage distributions by reweighting: Basic intuition

Reweighting methods to analyse the effect of policy variables on wage distributions were first proposed
by DiNardo, Fortin and Lemieux (1996) and Lemieux (2002, 2010). While the technical details of the
approach taken in this chapter can be found in Annex 2.A2, the intuition behind it is explained in this box.
The basic idea is to give observations with certain characteristics in one country more or less weight
depending on how common those characteristics are in the benchmark country that is used for
comparison. So, for example, if the benchmark country has more skilled workers, then the reweighting
method will give more weight to skilled workers, while reducing the weight given to less-skilled ones.
Because the other characteristics of the individuals are left unchanged (including their wages), this results
in an alternative wage distribution (see Figure 2.4 for an example based on the United States). These

Figure 2.4. Alternative wage distributions for the United States obtained by reweighting

Wage distributions obtained by applying the skills level, dispersion and price of the average PIAAC country
to the United States
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Box 2.2. Simulating alternative wage distributions by reweighting: Basic intuition (cont.)

alternative wage distributions can then be used to calculate standard measures of wage inequality that can
be compared to those estimated on the original wage distribution. The difference between the two
measures of wage inequality can be attributed to the policy intervention being modelled (e.g. increasing the
average level of skill).

The strengths of this methodology include both its simplicity and the fact that it shows the direct impact of
changes in workforce composition on the shape of the entire wage distribution. As with other methods,
however, there are some downsides as well. The most important of these is that it does not provide a full
analysis of how the exogenous change under consideration would affect labour market equilibrium. For
example, increasing the skills of the workforce is likely to have an impact on the return to those skills, but such
knock-on effects are not taken into account. As such, the simulation approach taken in much of the chapter
should be seen as an “accounting exercise”, similar to those used in standard wage decomposition methods
(like, for example, the Oaxaca-Blinder decomposition). Indeed, the original applications of the method by
DiNardo, Fortin and Lemieux (1996) and Lemieux (2002, 2010) very much fit within this decomposition logic.

an intuitive discussion of the approach). The analysis also splits the skills effect on the wage
distribution into two separate parts: i) the role played by skills inequality (i.e. the dispersion
or “width/height” of the skills distribution); and ii) the role played by skills proficiency
(i.e. the average level of skills). While there are technical reasons for making use of this
decomposition, it is also interesting from a policy perspective. Indeed, reducing skills
inequality will require a different set of interventions from raising overall skills proficiency.

Wage inequality and skills inequality

The first set of wage simulations seeks to assess the importance of skills inequality in
explaining international differences in wage inequality. To do this, each country’s skill
distribution is “reweighted” so that it has the same dispersion (i.e. width/height) as that of
the average PIAAC country” (or, put more simply, the same skills inequality), while leaving
the average level of skills (skills proficiency) and the price of (return to) skills in that
country unchanged. This then allows the calculation of wage inequality measures on the
old and new distributions and thus the difference in wage inequality associated with the
change in skill dispersion. For the interested reader, Annex 2.A2 offers further detail on the
methodology employed.

The results from this analysis show that changing the skills inequality of countries to
reflect that of the average PIAAC country would have only modest effects on wage
inequality in most countries (Figure 2.5). The average (absolute) percentage change in wage
inequality (D9/D1 ratio) is relatively small, at just 0.9%. However, skills inequality plays a
more important role in some countries than in others. For instance, making the skills
distribution more equal in the United States and France would reduce the D9/D1 ratio by
4.0% and 1.6% respectively (and similar, although slightly smaller, reductions in the
Gini coefficient), while making the skills distribution less equal in the Slovak Republic,
Japan, the Czech Republic and Korea would increase wage inequality (D9/D1 ratio) by 3.6%,
2.1%, 1.4% and 1.2% respectively. For all remaining countries, changing skill inequality
would have only marginal effects on wage inequality. Overall, changes are marginally
larger at the top (D9/D5 ratio) than at the bottom (D5/D1 ratio) of the wage distribution.

It is important to point out, however, that the effects on wage inequality of moving to
the PIAAC average skills inequality are relatively modest because, as Figure 2.2 showed,
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Figure 2.5. The impact of skill inequality on wage inequality
Percentage change in wage inequality after imposing the skills dispersion of the average PIAAC country®

A. D9/D1 ratio B. D9/D5 ratio C. D5/D1 ratio D. Gini coefficient
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a) Countries are ranked in decreasing order of impact on the D9/D1 ratio.
b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
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countries do not actually differ so much in their skills dispersion. Later on in this chapter
it will be shown that once the impacts of changes in skills inequality on wage inequality
are expressed as elasticities, they indicate that these effects are potentially important.

Wage inequality and skill levels

In this section, the attention turns to the role of average skills proficiency in explaining
cross-country differences in wage inequality. Accordingly, simulations are run that shift
the skill distribution of each country, either to the left or to the right, while holding the
dispersion of the distribution (and also skill prices) constant. The technical details of the
method used can be found in Annex 2.A2.

The results from these wage simulations are presented in Figure 2.6. Overall, the size
of the effects is (once again) relatively small. For example, the average (absolute)
percentage change in wage inequality (D9/D1 ratio) is 1.3%. The effect does not vary
significantly depending on which half of the wage distribution is considered. Once again,
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Figure 2.6. The impact of skill proficiency on wage inequality
Percentage change in wage inequality after imposing the mean level of skills of the average PIAAC country®

A. D9/D1 ratio

B. D9/D5 ratio

C. D5/D1 ratio

D. Gini coefficient

35

-01

-0.21]
0.0
0.2
0.0
-0.1
0.1
-0.211
-0.1

0.0

-0.8

-0.3

-1.4

0.2

0.1
0.0

0.2
o4
01

0.2
-0.1
-0.1

-0.41

3.2
3.0

-0.40
0.0
lo.2
0.0
-0.1
-0.1
-0.2[]
-0
0.0

-0.2[l

-0.4

-0.1

-0.4

0.2

JPN 1.9

-5-4-3-2-10123456789

=ill, -0.7 -0.8
TR PO T T T T T L

-5-4-3-2-10123456789

-5-4-3-2-10123456789

-5-4-3-2-10123456789

a) Countries are ranked in decreasing order of impact on the D9/D1 ratio.
b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink Sazm http://dx.doi.org/10.1787/888933239692

this is because the actual skills differences between countries (as shown in Figure 2.2) are
relatively modest.

In most countries where skills proficiency is lower than in the average PIAAC country,
raising skills would increase (not decrease) wage inequality. This is most apparent in the
United States and in France, where increasing skills proficiency levels to the PIAAC average
would increase wage inequality by 8.3% and 4.6%, respectively. Similarly, in most countries
where skills proficiency is higher than in the average PIAAC country, lowering skills would
decrease wage inequality. The explanation for these potentially counterintuitive findings is
that the prices of skills are not allowed to vary. Increasing (decreasing) the supply of highly-
skilled individuals, who also tend to earn more, would mechanically result in higher
(lower) wage inequality because the relationship between skills and wages is convex. In
reality, of course, the price of skill would be expected to adjust downward as the number of
skilled workers increases. A full assessment of the relative importance of the supply of
skills requires that a different method be used, as is done below.
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Wage inequality and the price of skills

As mentioned previously, differences in wage distributions across countries may
result either from differences in the skills of the workforce or from differences in how those
skills are rewarded (skill prices). In the analysis so far, the latter have not been allowed to
vary. This section therefore provides an analysis of how the wage distribution in each
country would change if skills were rewarded at the same rate as in the average PIAAC
country. Inspired by a method proposed by Lemieux (2002, 2010), the “prices” of skills in
every country are approximated using mean wages for pre-defined skill groups - see
Annex 2.A2. Holding constant the skills distribution of each country, the price of skills in
the average PIAAC country is applied to simulate an alternative wage distribution for each
country which, once again, can be compared to the original distribution to estimate the
effect of skill prices on wage inequality.

Figure 2.7 shows what the impact on wage inequality would be if every OECD country/
region included in the OECD Survey of Adult Skills (PIAAC) faced the same skills price
structure as the average PIAAC country. The percentage changes in the D9/D1 ratio are
larger than those that were observed above when the skills distributions were altered.

Figure 2.7. The impact of skill prices on wage inequality
Percentage change in wage inequality after imposing the skills prices of the average PIAAC country®

A. D9/D1 ratio B. D9/D5 ratio C. D5/D1 ratio D. Gini coefficient
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a) Countries are ranked in decreasing order of impact on the D9/D1 ratio.
b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink iz http://dx.doi.org/10.1787/888933239708
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These estimated changes in wage inequality range from a fall of -12.1% in the United States
to an increase of 5.6% in Sweden, while the average absolute change equals 3.8%. The
countries with the highest skill prices in Figure 2.3 tend to see the greatest falls in
inequality when the PIAAC wage structure is imposed, while the countries with the lowest
skill returns see the greatest increase. The size of the changes is, on average, marginally
bigger in the top half of the distribution (D9/D5 ratio) than in the bottom half of the
distribution (D5/D1 ratio).

Wage inequality and the joint impact of skills inequality, proficiency and prices
Combining the factors considered above, Figure 2.8 illustrates the impact of imposing the
full PIAAC skills distribution (level and dispersion) and the PIAAC average returns to skill
simultaneously.® The technical details of how this is done can be found in Annex 2.A2. In
seven countries, the fall in inequality of moving to the PIAAC average would be greater than
5%, with the largest falls being in Japan (-8.5%) and the United States (-8.3%). Only in a handful
of countries would there be an increase in inequality, and these increases would be largest in
Denmark (+3.2%) and Sweden (+3.0%). The average absolute effect on wage inequality is 3.2%,

Figure 2.8. The joint impact of skill inequality, proficiency and prices on wage inequality
Percentage change in wage inequality after imposing the full skills distribution and prices of the average PIAAC country®

A. D9/D1 ratio B. D9/D5 ratio C. D5/D1 ratio D. Gini coefficient
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a) Countries are ranked in decreasing order of impact on the D9/D1 ratio.
b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink Si=m http://dx.doi.org/10.1787/888933239713
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and is of a similar magnitude at both the top and the bottom of the distribution. There are also
important differences within countries at different parts of the distribution. For example, in
the United States and England/Northern Ireland, the fall in wage inequality would occur
primarily at the top of the wage distribution, while in Japan it would occur mostly in the
bottom half of the distribution. In some countries (like Spain and Ireland), there would be a fall
in top-half wage inequality, but a rise in bottom-half wage inequality.

The role of skill use

Many skills are not actually used at work - for example, this is the case for workers
who are mismatched in their job - making skills use a potentially stronger determinant of
wages and productivity than skills proficiency. Should this be the case, aligning skill
requirements by firms to the proficiency of the workforce could have an important impact
on wage inequality.

PIAAC includes information on how frequently numeracy skills are used at work
- reflecting both the actual proficiency of workers and the extent to which their skills are
needed in their jobs (Box 2.3).” Country rankings based on the levels of numeracy proficiency
differ markedly from those based on skills use. Some countries have a relatively low average
proficiency score but existing skills are used very frequently at work. This is the case, for
instance, in the United States. By contrast, other countries have a very proficient workforce
but numeracy requirements at work are low (e.g.Japan). And some countries rank high or
low on both indicators, like Finland and Italy, respectively (Figure 2.9).

Box 2.3. The use of skills at work measured in PIAAC

The Survey of Adult Skills (PIAAC) collects information on skills use at work following the
job requirement approach. Based on this approach, workers are asked the frequency with
which they carry out literacy- and numeracy-related tasks at work. This aims to ensuring
that responses reflect skill requirements rather than just the proficiency of respondents.
Quintini (2014) confirms that this is indeed the case and that job and firm characteristics
are highly correlated with the skills use measures derived using the task approach.

The table below details the tasks used to construct measures of literacy and numeracy

use at work.
Literacy Reading directions, instructions, letters, memos, e-mails, articles, books, manuals, diagrams and maps
Numeracy

Calculating prices, costs or budgets; use of fractions, decimals or percentages; use of calculators; preparing graphs
or tables; use of algebra or formulas; use of advanced math or statistics (calculus, trigonometry, regressions)

For each task, a value of 1 indicates that the task is never carried out at work; a value of 2
indicates that it is carried out less than once a month; a value of 3 indicates that it is
carried out less than once a week but at least once a month; a value of 4 indicates that it is
carried out at least once a week but not every day; and a value of 5 indicates that it is
carried out every day.

Cronbach’s Alpha, a statistical technique, is used to test that the items used to derive
each skills use variable are grouped appropriately. The resulting scale for these variables is
a continuous variable that ranges from 1 to 5, as it is the case for the underlying items: a
value close to 1 indicates that the person does not use that particular skill at work while a
value close to 5 suggests that the person uses the skill every day.
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Figure 2.9. Numeracy use and proficiency

Average numeracy scores and average skill use levels
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a) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink &m=r http://dx.doi.org/10.1787/888933239723

The distribution of skills use may differ from the distribution of skills proficiency because
use is driven in large part by the needs of employers. Hence a country could have a high share
of highly proficient workers but little demand for highly-qualified workers, translating into a
distribution of skills use with a negative skew (fatter on the left-hand side of the mean)
compared to the proficiency distribution.? This is shown in Figure 2.10 for selected countries.
Overall, in most countries, it is high-end skills that are going unused - hence, presumably,
unrewarded — while the opposite is true of low-end skills. In fact, in most countries, the share
of individuals with high levels of numeracy proficiency is higher than the share of individuals
with frequent use of numeracy skills at work, suggesting an underuse of numeracy skills in the
middle and upper ranges of the proficiency distribution (Figure 2.11).° In all countries, the use
of numeracy at work is more unequal than actual numeracy proficiency,'® but countries with
higher average skill use also tend to have more equal skill use.!?

These differences between the distributions of skills proficiency and use, suggest that
better aligning skills use to workers’ proficiency likely would have important implications for
the wage distribution. This possibility is assessed using a similar reweighting methodology
to that employed to produce Figures 2.5 to 2.8 (see Annex 2.A2 for technical details). This
exercise examines what would happen to wage inequality if the distribution of skill use were
the same as the (more equal) distribution of skill proficiency, a scenario that can be
interpreted as raising skill requirements at work.? Overall, because inequality in numeracy
use is higher than inequality in numeracy proficiency, this should translate into a more
equitable skills use distribution and, therefore, lower wage inequality. Figure 2.12
summarises the changes in the Gini coefficient!® resulting from imposing the numeracy
proficiency distribution (in levels, 0/1 to 5) onto the numeracy use distribution. In most of the
countries included in PIAAC, wage inequality measured by the Gini coefficient would indeed
decline if numeracy skills were better used in the labour market.
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Figure 2.10. Numeracy proficiency and use distributions, selected countries and PIAAGC average
Distributions of numeracy proficiency and use, demeaned®
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a) For each country, the mean of numeracy proficiency and numeracy use were subtracted to facilitate the comparison between the
distributions.
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink Sazm http://dx.doi.org/10.1787/888933239731
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Figure 2.11. Differences in the distribution of skills use and proficiency, by level

Percentage point difference between the share of workers at a given numeracy use level
and the share of workers at the same numeracy proficiency level®
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a) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.

Statlink &i=r http://dx.doi.org/10.1787/888933239749

Figure 2.12. The impact of skills use on wage inequality

Percentage change in wage inequality (Gini) after imposing the distribution of numeracy proficiency® onto
that of numeracy use
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a) Numeracy proficiency is measured in levels for the purpose of these calculations (levels 0 + 1 to level 5).
b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink &m=r http://dx.doi.org/10.1787/888933239752
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The relative importance of the effects

One difficulty with assessing the relative importance of skills and their use based on
the figures presented above is that the size of the effects shown depends on where
countries stand relative to the PIAAC average. In particular, they may stand on different
sides of the average and at different distances depending on the factor being considered.
Elasticities — the percentage change in wage inequality in response to a percentage change
in the policy variable of interest — may therefore facilitate such comparisons. The main
limitations of elasticities are that: i) they can only be applied to one policy variable at a
time, hence they are not suitable to assess the impact of changing skill prices and
distributions simultaneously; and ii) like coefficients in a regression, a large elasticity does
not necessarily imply that a particular policy change is the most cost-effective for the
country. For example, changes in returns to skills may have a larger effect on wage
inequality than changes in skills inequality (as measured by the respective elasticities), but
may be more difficult to achieve in practice.

Table 2.1 summarises the elasticities of the Gini of the wage distribution to changes in:
the dispersion of numeracy skills, the returns to numeracy skills, and the dispersion of
numeracy use at work.'# In almost all countries, changes in the returns to skills have the

Table 2.1. Relative impact of skills on wage inequality
Percentage change in the Gini coefficient given a percentage change in each of the relevant factors

Elasticity? of Gini coefficient of gross hourly wages to: Percentange difference
in Gini coefficient
of gross hourly wages

Skills inequality Returns to skills Skills use inequality !
with respect to Sweden
Australia 0.1 0.01 -0.02 0.45
Austria 0.08 1.19 0.00 0.44
Belgium (Flanders) -0.02 0.09 0.01 0.63
Canada 0.06 0.14 0.04 0.40
Czech Republic 0.13 -0.26 -0.01 0.18
Denmark 0.03 0.08 0.06 0.71
Estonia 0.04 0.20 0.06 0.86
Finland 0.01 0.09 0.01 0.17
France 0.08 0.08 -0.02 0.20
Germany 0.24 0.16 0.02 0.28
Ireland 0.04 0.28 0.03 0.68
Italy 0.02 -0.05 0.04 0.66
Japan 0.06 0.20 0.09 0.56
Korea 0.05 0.47 0.07 0.89
Netherlands 0.01 0.05 0.11 1.26
Norway -0.18 0.11 -0.05 0.46
Poland 0.03 0.84 0.02 0.17
Slovak Republic 0.10 0.34 0.00 0.78
Spain -0.04 0.35 0.01 0.85
Sweden -0.11 0.11 -0.04 0.61
United Kingdom (England/Northern Ireland) 0.13 0.21 -0.02 0.00
United States 0.12 0.18 0.02 0.98

a) The elasticities are computed as the ratio of the percentage change in the Gini coefficient of gross hourly wages and: i) the percentage
difference between the Gini coefficient of numeracy proficiency in the country and in the average PIAAC country (skills inequality);
ii) the percentage difference in the average return to numeracy skills between the country and the average PIAAC country (skills level);
the percentage difference between the Gini coefficient of numeracy proficiency and the Gini coefficient of numeracy use (skills use).
See Annex 2.A2 for more methodological details.
Source: Survey of Adult Skills (PIAAC) 2012.
StatLink &i=m http://dx.doi.org/10.1787/888933240188
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most sizeable effect on wage inequality, with elasticities reaching 0.84 in Poland and
exceeding 1 in Austria. It is important to keep in mind that this is a partial analysis that takes
no account of the likelihood that the supply of numeracy skills would gradually adjust to
changes in skill returns - notably, increase if returns rise — ultimately driving returns back
down. In addition, returns are the mechanism through which a number of labour market
institutions and policies - for instance, minimum wages and collective bargaining - would
affect wage inequality.’® Table 2.1 also indicates that both skills inequality and skills use play
a sizeable role in explaining wage inequality in a number of countries. For example, a 10%
reduction in skills inequality in Germany could reduce wage inequality by 2.4%, and a 10%
increase in skills use in the Netherlands could reduce wage inequality by 1.1%.

To help put these figures into context and frame the policy discussion, the last column
of Table 2.1 shows the percentage difference in wage inequality between each country and
Sweden - the country with the lowest wage inequality in the PIAAC survey. For instance,
based on these elasticities, the most efficient skills-related strategy to bring wage
inequality in Australia to the level of Sweden would be to reduce skills inequality by about
4%. The same outcome could be achieved in the Netherlands by reducing the dispersion of
skills use by 4% and in the United States by acting on factors affecting returns to skills with
an aim to reducing them by about 5%.

The role of demand and supply

The analysis so far has highlighted that the price of skills has a quantitatively more
important effect on wage inequality than a country’s skill level or the dispersion of those
skills. This has led some analysts to suggest that skills matter little in comparison to labour
market institutions (Devroye and Freeman, 2001; Blau and Kahn, 2005). However, the price of
skills itself is not just a reflection of a country’s labour market institutions. It is also partly an
outcome of the balance between the supply of and the demand for skills (see Box 2.4).

Box 2.4. Wage inequality and skills supply and demand
Technological change and the demand for skills

The idea that returns to skills (and therefore inequality) depend on demand and supply
factors was first introduced by Tinbergen (1975), who famously described inequality as a
“race between education and technology”. Technological change increases the demand for
more skilled workers and therefore their wage premium in the labour market
—1i.e. technological change is “skills-biased”. To keep inequality in check, the supply of
skills needs to increase to meet that demand. The increase in inequality in the
United States, for example, has been partly blamed on the fact that the supply of educated
workers has not kept pace with the rise in demand (Juhn, 1999; Juhn et al., 1993; Goldin and
Katz, 2008; Autor, 2014). Meanwhile, in European countries, skills supply has risen in line
with or even outstripped demand, keeping returns to skills from rising (Crivellaro, 2014).

More recently, spurred by the observation that employment growth has been polarised
into both high- and low-skilled jobs, with a hollowing out of the middle (Autor et al., 2003;
Autor et al., 2006; Goos and Manning, 2007; Autor and Dorn, 2013; Goos et al., 2014) the
skill-biased technological change (SBTC) hypothesis has been refined and turned into the
routine-biased technological change (RBTC) hypothesis - i.e. the idea that the execution of
routine tasks has been increasingly assumed by computers and robots, resulting in a
declining share of routine occupations.
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Box 2.4. Wage inequality and skills supply and demand (cont.)
Other explanations for changing skills demand

While the predominant view among researchers is that changes in technology are the
main driver of changes in the demand for skills, some alternative explanations have been
put forward, including: the offshoring of certain tasks to countries with lower wages and
other costs (Blinder, 2009); increased female labour force participation and an ageing
population, which have led to a growth in demand for care work jobs (Dwyer, 2013); or
organisational changes that have helped shape the demand for skills (Acemoglu, 1999;
Bresnahan et al., 2002; Caroli and van Reenen, 2001, Antras et al., 2006).

Cross-country comparisons and the importance of measuring skills correctly

Most of the above-mentioned studies look at the evolution of wage inequality within
specific countries over time. Blau and Kahn (1996) was possibly one of the first papers to
assess the importance of market forces in explaining differences in wage inequality
between countries. Using the Katz and Murphy (1992) demand and supply model, they
analysed the extent to which higher wage inequality in the United States as compared to
nine other OECD countries* could be explained by differences in the relative supply of, and
demand for, educated workers. They concluded that market forces have little explanatory
power, strengthening their argument that institutions are the main driver of international
differences in wage inequality. However, Blau and Kahn (1996) (and several earlier studies)
use the number of years of schooling and work experience as their measure of workers’
skill levels. Leuven et al. (2004), use the direct measures of skills contained in International
Adult Literacy Survey (IALS - a precursor to PIAAC carried out between 1994 and 1998) and
show that the Blau and Kahn (1996) results change substantially once direct measures of
skill are used. Indeed, Leuven et al. (2004) find that about one third of the variation in
relative wages between skill groups across countries is explained by differences in net
supply of skill groups. They also conclude that the demand and supply framework does a
particularly good job of explaining relative wages of low skilled workers: relative net
supply explains nearly 60% of the variation in skill wage differential between the lower and
middle thirds, as compared to 44% of the variation between the lower and upper thirds of
the skill distribution. Nickell and Bell (1996) and Nickell and Layard (1999) had previously
argued that the relative wages of low-skilled workers in the United States were lower than
elsewhere as a result of an abundant net supply of low-skilled workers, but Leuven et al
(2004) provided much more compelling evidence to support that conclusion.

* Australia, United Kingdom, Italy, Switzerland, Hungary, Germany, Austria, Sweden and Norway.

The accounting methodology used so far is not able to account for the impact of the
balance between skills demand and supply on the return to skill. The approach calculates the
impact of wage inequality of changing either skills quantity or price, while holding the other
constant. The results presented above cannot, therefore, be interpreted as equilibrium effects.

To better understand how the supply of skills interacts with the demand for skills and
what effect this has on wage inequality (including through its effect on the price of skills),
this section applies the widely used methodology developed by Katz and Murphy (1992),
which has already been used by a number of other researchers to investigate the relationship
between the net supply of cognitive skills and wage differentials between skill groups (Blau
and Kahn, 1996; Leuven et al., 2004). However, instead of looking at wage differentials, the
analysis here focuses on the measures of wage inequality over the entire wage distribution,
which are the focus of this chapter. Figure 2.13 uses the methodology of Blau and Kahn (1996)
(itself based on Katz and Murphy, 1992) and plots the relationship between the net supply of
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Figure 2.13. Net supply of skills and wage inequality® ?
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Supply Medium/Low

StatLink =P http://dx.doi.org/10.1787/888933239760

skills, on the one hand, and measures of wage inequality, on the other. Technical details
about the methodology used and the construction of the variables can be found in
Annex 2.A3.1° The scatter plots in the first column look at the relative net supply of high-
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versus low-skilled workers, while those in the second and third columns do this for high-
versus medium-, and medium- versus low-skilled workers, respectively. Each dot represents
one of the 22 countries included in PIAAC. Intuitively, if higher skills were in short supply,
then one would expect there to be a high wage premium associated with higher skills and
therefore higher wage inequality. Conversely, if higher skills were abundant, then their
relative wage premium would be low and so would wage inequality. More generally, one
would expect to see a negative relationship between the net supply of skills and relative
wages, and the dots should lie either in the north-west or south-east quadrants.

All fitted lines in Figure 2.13 are indeed downward-sloping, and most observations lie in
the expected quadrants. The net supply of high- versus medium-skilled workers appears to
have the strongest effect on wage inequality, explaining around one third of the cross-country
variance in the D9/D5 ratio. In this case, a 1% increase in the net relative supply of high- versus
medium-skilled workers would lower top-half wage inequality by 0.3%. By contrast, the
relative net supply of medium- versus low-skilled workers has much less explanatory power
for international differences in wage inequality (explaining only 1.8% of the cross-country
variation in the D5/D1 ratio). The result of increasing the net relative supply of medium- to
low-skilled workers by 1% would be a reduction in bottom-half wage inequality by 0.06% only.
The less important role of market forces in the bottom half of the wage distribution is easily
reconciled with an institutional explanation of relative wages. Indeed, one would expect labour
market institutions like the minimum wage and collective bargaining to play a greater role in
protecting wages at the bottom of the wage distribution than at the top.

To summarise, this analysis shows that the supply of skills does matter for wage inequality,
but that it is critical to consider how the balance between demand and supply influences the
price of skills. The results presented here also suggest that these market forces are particularly
important in determining the return to skills in the upper half of the wage distribution.

3. Skills and wage gaps between groups

Up until now, the analysis has focused on overall wage inequality between countries
and the extent to which these gaps could be explained by differences in skills. Nothing has
been said so far about the role of skills in explaining differences in wages between
workforce groups within countries, such as between: men and women; native- and foreign
born; workers whose parents have tertiary qualifications and those whose parents have
lower secondary education or below; and between older and younger workers. This will be
the focus of this section.

Wage gaps between socio-demographic groups can be significant. Across the
22 countries covered in the present chapter, men’s wages are 18.4% higher than women’s,
on average; those of native-born workers are 15.1% higher than those of foreign-born
workers; workers whose parents have tertiary education earn 19.7% more than those
whose parents have lower secondary or less; and older workers (aged 50-65) have wages
36.1% higher than younger workers (aged 16-29). This section will seek to understand to
what extent these wage differences can be attributed to differences in the information
processing skills measured in the PIAAC. The analysis should therefore shed light on the
extent to which policy makers can rely on skill policies to address these wage gaps.

The analytical approach follows the simulations presented in previous sections.
Alternative wage distributions are simulated, for example, for women: i) first assuming
that they have the same skill distribution as men; and then ii) assuming their skills are
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rewarded in the same way as those of men. The approach is essentially the same as in the
standard Oaxaca-Blinder decomposition, except that the method used here accounts for
the full distribution of wages, rather than focusing only on group differences in the
mean.' In this framework, differences in the prices of skill will reflect a mixture of
uncontrolled-for factors that also affect productivity and wages (e.g. unobserved skills,
innate ability, etc.), as well as any discrimination in pay levels.

Figure 2.14 presents the results of this analysis. The bars represent the mean wage
gaps between the various groups in each country. Gender wage gaps are particularly high
in Japan, Estonia and Korea. Foreign-born workers fare most poorly (relative to native-born
workers) in Korea, Italy and Spain. Wage gaps by parental education are largest in the
Slovak Republic, the Czech Republic, Estonia and Poland. And older workers earn
significantly more than the young in the Netherlands, the United States and Germany. The
white diamonds indicate how much these wage gaps would be reduced if the skills
distribution (both level and dispersion) of the comparison group is adopted, while the black
diamonds show how the wage gap would change if skills were rewarded in the same way
as for the comparison group.

Itis clear from these graphs that the potential role of skills policies varies considerably
depending on which of the wage gaps one would like to address. In the case of the gender
wage gap (Panel A), for example, observed differences in skills account for 23% of the
observed wage gap across PIAAC countries, on average, and this share is relatively
consistent across all 22 countries. While skills policies could therefore play some role in
reducing the difference in wages between men and women, other policy interventions will
also be required. By contrast, in the case of native/foreign-born workers (Panel B), 72% of
the wage gap can be explained by differences in skills, on average. However, there is
considerable variation across the countries studied. In some countries, skills play no role in
explaining the gap in wages (e.g. Italy and Ireland). In other countries, virtually the entire
gap is explained by skills (Norway, Germany, Austria). Finally, the wage gap would even be
reversed if foreign-born workers had the same skills as native-born workers in some
countries (United States, France and the Netherlands). It is of course possible that
differences in numeracy skills between foreign-born and natives, as measured in the
PIAAC, pick up gaps in other skills — in particular, differences in the language skills needed
to perform on the numeracy test. As a result, while Figure 2.14 suggests a sizeable role for
skill policies in reducing the native/foreign-born wage gap, further analysis is needed to
identify which skills would have to be strengthened.

Panel C shows the differences in wages between those who have at least one parent
with tertiary education and those whose parents had at most a lower-secondary education.
The fact that, on average, 83% of the wage gap can be accounted for by differences in skill
suggests a close link between parents’ and children’s education and skills, and thus that
skills policies might be critical in raising the wages of the least educated (and their
offspring). There are, however, important differences between countries. While skills
explain virtually the entire gap in wages between those with high and low parental
education in the United States England/Northern Ireland, Germany and France, skills
explain a much smaller part in Poland, Estonia and Italy.

Finally, Panel D shows that younger workers would earn even less relative to older
workers if they had the same numeracy skills as them. This is because, in general, younger
workers tend to have higher skills than older generations (OECD, 2013). Most striking,
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Figure 2.14. Wage ratios between groups and the role of skills
Wage ratio before and after controlling for skills distribution and price effects®
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small samples of foreign-born workers. Wage gaps are expressed as the log of the D9/D1 ratio.

b) The Survey of Adult Skills only covered Flanders (BEL) and England/Northern Ireland (GBR).

Source: Survey of Adult Skills (PIAAC) 2012.
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however, is the extremely large difference in how numeracy skills are rewarded between
younger and older workers, and that the former would earn more than older workers if
rewards were equalised across groups.’® As is the case for native-born workers, it is likely
that older workers are being rewarded for other types of skills that are not captured by the
PIAAC measure of numeracy skills. That said, practices that link wages to seniority are
likely to worsen the link between skill and wages in some countries.

4. Robustness checks: The role of institutions

So far, the chapter has analysed the role of skills in explaining international
differences in wage inequality in isolation from other labour market institutions and
practices that may affect wage inequality. After briefly discussing the literature on
institutions and wage inequality, this section assesses whether the effect of skills on wage
inequality is robust to the inclusion of these additional elements through some simple
regression analysis.

The role of institutions
What the literature shows

A rather rich literature explores the relationship between labour market institutions
and wage inequality, mostly in the context of explaining trends in inequality over time.

A large part of this literature has focused on wage-setting features - such as collective
bargaining coverage, the unionisation rate and the presence of statutory or bargained
minimum wages. A number of studies have concluded that the decline in the real value of
the minimum wage in the United States has been responsible for part of the rise in
inequality (DiNardo et al., 1996; Lee, 1999; Wolff, 2008; Autor et al., 2014). Falling industry-
based minimum wages have also been shown to have played a role in raising inequality in
the United Kingdom in the late 1980s and early 1990s (Machin, 1997; Dickens et al., 1999)
and Mexico (Bosch and Manacorda, 2010). Comparative studies of different countries also
show that minimum wages are associated with lower wage inequality (Koeniger et al.,
2007; Crivellaro, 2014).

The decline in the share of workers who are members of trade unions is another factor
which has been associated with rising wage inequality, particularly in English-speaking
countries and Japan (Braconier and Ruiz-Valenzuea, 2014). The evidence of the effect of
declining union membership is particularly strong for the United States (Blau and Kahn,
1996; DiNardo et al., 2007; Wolff, 2008; Firpo et al., 2011). Interestingly, the decline in
unionisation itself may be caused by technological change (Dinlersoz and Greenwood,
2013), so that the latter is still (albeit indirectly) the underlying cause of rising inequality.®
Focusing on bargaining coverage rather than union membership, Garnero, Kampelmann
and Rycx (forthcoming) suggest that sectoral minimum wages associated with high
collective bargaining coverage are a functional equivalent of a binding statutory minimum
wage in terms of their (negative) impact on wage inequality.

In addition to the wage setting framework, labour market regulatory reforms aimed at
increasing flexibility (in particular the relaxation of rules on employment protection
legislation for fixed-term and temporary agency work contracts) have been argued to have
contributed to the rise in inequality in OECD countries through the expansion of non-
standard employment that they have encouraged. OECD (2015a) shows that in the fifteen
years to 2010 most OECD countries have seen a shift in employment from regular/open
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ended to atypical/non-standard contracts, including self-employed own-account workers.
Since in most countries, a large share of the growth in non-standard employment has been
in low-skilled jobs in the bottom part of the wage distribution, temporary jobs have
contributed to the increase in wage inequality, at least in an accounting sense.

Another labour market practice found to affect wage inequality is the use of
performance pay in the economy. Some authors have concluded that wages are less
equally distributed in performance-pay jobs than in other jobs because the return to
productive characteristics - such as skills - is larger in performance-pay jobs (Lemieux
et al., 2007). In addition, performance-pay workers are less likely to be paid around the
minimum wage or work in highly unionised sectors. As a result, just as minimum wages
and collective bargaining may affect inequality by protecting the wages of workers at the
bottom of the skill distribution, performance pay may affect it by influencing wages at the
high-end of the wage distribution. While PIAAC do not include information on
performance pay, it asks respondents whether they received bonus payments - not
necessarily related to performance — and how much they amounted to.

Finally, a number of less looked-at features of the labour market are also likely to affect
wage inequality. For instance, the size of the public sector may affect the degree of wage
inequality if wages in the public sector are more compressed and less driven by
performance than in the private sector. The generosity of unemployment benefit systems
may also affect wage inequality by affecting the reservation wages and/or worker
bargaining power.

What PIAAC shows

PIAAC contains information on job characteristics which can be exploited to analyse
the impact of labour market institutions and practices on wage inequality. In particular, the
data indicate whether individuals’ jobs are temporary and/or part-time, and whether
workers receive bonus payments. Unfortunately, the PIAAC data do not contain
information on workers’ union membership.

Table 2.2 shows wage inequality before and after the inclusion of temporary jobs and
part-time jobs. The D9/D1 ratio increases in most countries when temporary jobs are
added to the calculations. In Italy and the Netherlands, adding temporary work increases
the D9/D1 ratio by 8.9% and 8.7%, respectively. At the other extreme, wage inequality
remains unchanged in Australia and Ireland and falls in the Czech Republic (-0.7%),
England/Northern Ireland (-1.2%), Japan (-2.5%) and the United States (-7.3%).2° A similar
pattern is observed when part-time jobs are included alongside full-time ones,
generating increases in inequality that range from less than 1% in Estonia to 14% or more
in Denmark and Korea.

The picture is more mixed for bonus payments, probably reflecting the different
relationship of bonuses to performance across countries. Table 2.3 shows that bonuses
-both in absolute and relative terms — are much larger in the highest-paid decile of the
wage distribution than in the lowest-paid decile. Despite the concentration of bonus pay at
the top of the wage distribution, 13th-month payments are the main component of bonus
pay captured in PIAAC in most countries, with Australia, Austria, Japan, Korea, Spain,
Sweden and the United States being the exceptions.?! In about half of the PIAAC countries,
the baseline wages of individuals receiving bonuses are distributed more unequally than
the wages of individuals without bonuses and the bonus itself tends to make inequality
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Table 2.2. Impact on inequality of including temporary and part-time jobs
Effect on the inequality of gross hourly wages of including temporary and part-time jobs

D9/D1 ratio

Eermanent An? % change lFuII-t|me All? % change

jobs only jobs only
Australia 3.03 3.03 0.0% 2.98 3.14 4.8
Austria 2.86 2.95 3.0% 3.07 3.05 -0.6
Belgium (Flanders) 2.52 2.59 2.6% 2.47 2.61 5.5
Canada 3.67 3.93 6.7% 3.53 3.94 10.5
Czech Republic 2.85 2.83 -0.7% 2.75 2.84 3.1
Denmark 2.31 2.41 4.2% 2.22 2.58 143
Estonia 452 4.7 41% 4.71 4.7 0.0
Finland 2.46 2.55 3.6% 2.46 2.54 3.2
France 2.46 2.51 1.8% 2.42 2.56 5.3
Germany 3.58 3.69 3.1% 4.04 422 43
Ireland 3.51 3.52 0.3% 3.43 3.57 3.8
Italy 2.98 3.27 8.9% 3.15 3.42 79
Japan 4.20 410 -2.5% 4.01 4.08 1.9
Korea 5.28 5.47 3.5% 4.89 5.82 16.0
Netherlands 2.84 3.12 8.7% 2.99 3.24 7.8
Norway 240 2.42 0.8% 2.31 2.44 5.1
Poland 3.78 3.868 2.3% 3.62 3.89 6.8
Slovak Republic 3.89 4.01 3.0% 3.87 4.01 3.6
Spain 3.35 3.53 5.1% 3.56 3.60 1.1
Sweden 2.08 2.11 1.2% 2.10 217 3.1
United Kingdom (England/Northern Ireland) 3.54 3.50 -1.2% 3.46 3.52 2.0
United States 5.13 478 -7.3% 4.56 4.83 54

a) The difference for the total inequality here compared to Figure 2.1 and Annex 2.A1 is the result of excluding
apprentices and individuals with no contracts for type of contract, and missing information for type of contract
and hours worked.

Source: Survey of Adult Skills (PIAAC) 2012.

StatLink Sa=m http://dx.doi.org/10.1787/888933240196

among bonus earners even higher. In the other half of PIAAC countries, however, the
opposite is true: the wage distribution of bonus earners is less unequal than the wage
distribution of those not earning a bonus.?? Overall, while bonuses reported in PIAAC
appear to be quite different from the concept of performance-related pay discussed in
Lemieux, McLeod and Parent (2007), they are not necessarily distributed equally among
workers. In about half the countries, they actually contribute to increasing wage inequality.

The role of skills when institutions are accounted for

This final section assesses whether the estimated impact of skills on wage inequality,
as analysed earlier in this chapter, is robust to the inclusion of controls for labour market
institutions. This question is analysed using the demand and supply framework previously
introduced. To be more specific, a regression framework is used to estimate the impact of
the data on the net supply of skills from Figure 2.13 on wage inequality, where alternative
specifications are estimated that do and do not contain additional controls for labour
market institutions.

Column (i) of Table 2.4 shows the impact on the D9/D1 wage ratio of the net supply of
high- versus low-skilled workers on its own and then controlling, in turn, for key labour
market institutions and practices. The coefficient in the first row is identical to the one
reported in Figure 2.13 and is reproduced here for reference. It is negative and statistically
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2. SKILLS AND WAGE INEQUALITY

Table 2.4. The impact of skills on wage inequality, controlling
for institutional factors: Evidence from regression analysis

D9/D1 D9/D5 D5/D1
(i) (i) (iii)
Net supply of skills (high/low) estimated coefficient -0.186* -0.300** -0.059
(0.104) (0.117) (0.083)
Net supply of skills (high/low) estimated coefficient, controlled by:
Minimum wage dummy? and minimum wage value? -0.165** -0.210* -0.105
(0.071) (0.107) (0.063)
Employment protection legislation® -0.146 -0.267** -0.024
(0.098) (0.111) (0.080)
Union coverage -0.103** -0.167*** -0.035
(0.046) (0.050) (0.061)
Share of public sector employment” -0.148** -0.215%** -0.069
(0.060) (0.072) (0.079)
Generosity unemployment benefits® -0177** -0.276** -0.061
(0.080) (0.099) (0.075)
Share of temporary jobs -0.047 -0.133 0.012
(0.072) (0.119) (0.068)
Share of part-time jobs -0.194* -0.295** -0.078
(0.108) (0.119) (0.091)
Share of jobs including bonus pay -0.186 -0.298** -0.059
(0.108) (0.122) (0.087)
All controls above -0.184* -0.287** -0.062
(0.099) (0.111) (0.086)

Robust standard errors are in brackets. ***, **, *: statistically significant at 1%, 5% and 10% levels, respectively. All

variables are relative to the OECD (and in logs).

a) Dummy variable indicating countries that have a minimum wage. Countries that do not have a minimum wage
are: Finland, Sweden Norway, Denmark, Germany, Austria and Italy.

b) Minimum wage relative to average wage of full-time workers.

¢) Strictness of employment protection legislation - individual and collective dismissal (regular contracts).

d) Employment in general government as a percentage of the labour force.

e) Net replacement ratio (NRR), which is defined as the average of the net unemployment benefit (including SA and
cash housing assistance) replacement rates for two earnings levels, three family situations and 60 months of
unemployment.

Source: Survey of Adult Skills (PIAAC) 2012, for wage inequality, net supply of skills, share of permanent and part-time

jobs and share of jobs including bonus pay; OECD Statistics for EPL and Minimum Wage (2012); ICTWSS version 4 for

union coverage (latest available); OECD Government at a Glance, 2013 (2011, 2010 for Germany, Ireland, Norway, Sweden,

and the United Kingdom); OECD Tax-Benefit Model for unemployment benefits (2012).

StatLink Sa=P http://dx.doi.org/10.1787/888933240211

significant indicating that the larger the net supply of high-skilled workers the lower wage
inequality. The following rows report the coefficient on the net supply of high-skilled
workers when institutional controls are included in the model, first one by one and then all
at once. Finally, the other two columns of Table 2.4 repeat the analysis with the D9/D5 and
D5/D1 wage ratios as dependent variables, and with the net supply of high- versus medium-
skills and medium- versus low-skills as the key explanatory variables, respectively.

The most important finding to emerge from Table 2.4 is that the net supply of skills
appears to matter at the top of the wage distribution even once institutions are controlled for.
Indeed, the effect of the net supply of high- versus medium-skilled workers on the D9/D5 ratio
remains negative and significant in the presence of institutional controls in all but one of the
regressions.?? The table also confirms that the net supply of medium- versus low-skilled
workers does not have a significant effect on the D5/D1 ratio. This finding is consistent with
the idea that labour market institutions and policies tend to mute market forces at the bottom
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of the wage distribution in order to provide a “safety net” and protect the low-skilled from low
wages, while at the top of the distribution demand and supply have greater scope to determine
relative wages between skill groups. Although the analysis is cross-sectional, the findings are
also consistent with the idea that demand for high-level, abstract skills is high and that their
relative scarcity results in high returns and therefore inequality.

Conclusions

This chapter has analysed the contribution of skills to explaining differences in wage
inequality across 22 OECD countries. The findings demonstrate that investing in skills
matters even after labour market institutions, policies and practices that affect wage
inequality are taken into account. The impact of skills investments on wage inequality is
shown to be especially large when skills are scarce in relation to demand. The results also
show that reducing inequalities in how skills are distributed within countries can have a
significant impact on wage inequality. Finally, the chapter has shown that putting skills to
better use can further help in reducing wage inequality, by strengthening the link between
skills, productivity and wages.

The findings of this chapter have important policy implications, although the areas
where the largest gains are to be made and the optimal combination of policies will depend
on each country’s specific circumstances, as well as on its population’s preferences regarding
the “ideal” or “acceptable” level of wage inequality. For instance, based on the elasticities
derived from the analysis in the chapter, the most efficient skills-related strategy to bring
wage inequality in Australia to the level of Sweden would be to reduce skills inequality by
about 4%. The same outcome would be best achieved in the Netherlands by reducing the
dispersion of skills use by 4%. In the United States, the best strategy - at least in the short-
run — would be to act on factors affecting returns to skills with an aim to reducing them
reducing them by about 5%. A fuller assessment would, of course be required to assess the
costs and benefits of such policies, but the analysis presented here suggests that skills
policies should be designed, in part, to limit wage inequality.

The chapter has shown that discrepancies between skills supply and demand are likely
to result in increased wage inequality. Such discrepancies are most likely to arise if skill
development policies do not keep up with changing skills demand (due to technological
change, off-shoring, ageing population, etc.), a situation that is also likely to reduce potential
growth. These findings highlight the need for countries to assess current and future skills
requirements. Skills assessment and anticipation exercises are critical in this respect, as is
the ability to effectively translate the information from such tools into policy action. The
OECD has launched a new project, the aim of which is to identify both barriers to, and good
practice in, effective skills governance. A comparative report will be published in 2015, and
individual country reviews will get underway at around the same time.

Assuming that skills needs can be reliably assessed and anticipated, and that effective
mechanisms exist for translating such information into policy action, a variety of
interventions can be envisaged to make the education and training systems more
responsive to changing skills needs. These include strengthening careers guidance,
working more closely with employers, expanding traineeship and apprenticeship
programmes, and reforming funding structures that distort the mix of vocational
education and training that is offered. Migration policies can also be designed so as to
better help employers fill shortage occupations - but these policies need to be finely
attuned to domestic education and training policies.
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The chapter has also highlighted the need to make better use of skills at work, and other
OECD work has shown that this may be of particular concern for certain socio-demographic
groups (OECD, 2013). In many countries, governments support local economies or sectors to
move production up the value-added chain and raise skill requirements. However, the issue
of skills use takes the policy discussion to the heart of what goes on within the workplace:
the role of leadership and management, how work is organised, job design, internal mobility,
and personnel and recruitment policies more generally. While robust evidence on what
works in this area is harder to obtain (let alone on which types of public policies best promote
better use of skills at work), evidence suggests that larger firms may have an advantage in
getting the most out of people. This may be because it is easier for large firms to screen
candidates at hiring, to move staff internally and/or adjust their tasks (Quintini, 2014). The
OECD is currently engaged in a new research project that intends to use the Survey of Adult
Skills (PIAAC) to shed further light on the determinants of skills use at work, as well as on the
consequences of poor skills use.

Finally, in some countries, there may be gains to be made from making the skills
distribution more equitable, and this will require additional investments to ensure that the
least-skilled do not fall behind in a world where high-level skills are increasingly in demand.
As this chapter has shown, investing in the skills of certain sub-groups, like migrants and
their children, and those from lower socio-economic backgrounds could make an important
contribution to lowering wage inequality. Policies that promote equity in education include:
providing quality and affordable early childhood education and care, postponing early
tracking and offering extra support for youth at risk of dropping out and second-chance
programmes for those who have already dropped out. In addition, policies will need to be put
in place to up-skill those already in work, those whose skills risk becoming obsolete as a
result of technological change, and those who have already been displaced. Information,
advice and guidance will be critical here, as will measures to promote and strengthen on-
the-job training, lifelong learning, and active labour market policies. Finally, to address
differences in the way skills are being rewarded between different socio-economic groups,
policies will be required to fight discrimination in the labour market.

Notes

1. It has also been argued to have been one of the causes of the 2008 financial crisis. According to
Rajan (2010) and Kumhof and Ranciere (2011), for instance, rising inequality led to a credit boom
which eventually culminated in the financial crisis.

2. PIAAC has greater country coverage than the previous skills surveys. In addition, the PIAAC data
used in this chapter contain detailed information on wages, measured in a continuous format
- something which was not the case in the aforementioned studies.

3. Problem solving in technology-rich environment - the third main domain assessed by the survey —
is not suitable for this type of analysis because data are missing for a significant part of the sample
which varies across countries/regions.

4. Annex 2.A1 presents the data behind Figure 2.1. Overall, the picture of wage inequality emerging
from PIAAC matches quite closely that derived from the OECD Earnings Distribution Database and
reported in Statistical Annex Table O. Differences are to be expected, even beyond sampling
variation, because the latter only includes full-time employees and is calculated based on grouped
data. Nonetheless, the overall patterns are reassuringly similar.

5. In this chapter, the terms “PIAAC average” and “average PIAAC country” refer to the average across
the OECD countries and regions covered by the first round of the Survey of Adult Skills (PIAAC).

6. Itis important to stress that, while price and quantity effects are introduced simultaneously, they are
not allowed to interact and, therefore, the result should not be interpreted as a new equilibrium.
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7. While frequency of use could be criticised as an indicator of the level (or complexity) of the
numeracy skills required by a job it is certainly a good proxy of importance. In addition, Quintini
(2013) confirms that there is a statistically significant positive correlation between numeracy use
at work and numeracy proficiency at the individual level.

8. This could be a temporary phenomenon while labour market demand adapts to the availability of
highly-qualified human capital by upgrading production processes.

9. In other words, in many countries numeracy requirements at work are low relative to the
proficiency in numeracy of the workforce.

10. The Gini of numeracy use is higher than the Gini of numeracy proficiency, irrespective of whether
proficiency is measured in scores or levels. This is in line with the idea that the demand for skills
is polarising towards high and low-skilled jobs —i.e. jobs with high and low skill requirements/use,
with a hollowing out in the middle.

11. The correlation between the average level of skills use and the Gini coefficient of skills use is -0.82.

12. More specifically, in most countries, the reweighting would increase the share of job with mid-level
skill requirements compared to the baseline distribution of skills use.

13. Because skills use and skills proficiency levels are used in this calculation, it is preferable to use the
Gini coefficient as a measure of inequality than the inter-decile ratios.

14. It is important to note that these elasticities are only approximations of the change in the Gini
coefficient of the wage distribution to the changes in skills dispersion, skills use dispersion and
returns to skills. In fact, the simulations carried out in this chapter, based on which the numerator
of the elasticities is calculated, take account of the entire skills and skills use distributions. On the
other hand, the denominator of the elasticities reported in Table 2.1 is based on summary
measures of skills and skills use inequality (the Gini coefficients of these two distributions) and on
average returns to skills. The latter is particularly important because, as mentioned above, the
relationship between skills and wages is non-linear.

15. A similar reasoning applies to skill levels but the adjustment of returns to the supply of skills is
potentially much faster, making this static analysis less useful. For this reason, elasticities to
changes in skill levels are excluded from this table.

16. While the methodology followed to derive the measure of net supply follows the standard approach
used in the literature, it is important to acknowledge that, in reality, the demand and supply indices
may not be separated as easily as they are here. This is the case in particular if it is true that firms
will open jobs for certain skills if these happen to be available (Acemoglu and Shimer, 2000).

17. The method is in essence a generalisation of the Oaxaca-Blinder decomposition of means to the
full distributional case (Lemieux, 2002).

18. Note that these results do not depend on the definition of the age groups. In particular, one might
be concerned that the younger age group (16-29) may include many individuals who have not yet
completed education. Yet repeating the exercise for 25-29 year-olds only does not alter the
conclusions reached in the chapter.

19. Dinlersoz and Greenwood (2013) argue that unskilled labour is more homogenous and easier to
unionise. Skills-biased technological change leads to a fall in the demand for unskilled labour and
therefore a fall in unionisation. An alternative argument was made by Acikgoz and Kaymak (2011),
who maintain that skills-biased technological change raises the demand for skill and therefore the
skill premium. As a result, skilled workers face reduced incentives to join a union.

20. In the United States - the country experiencing the most substantial fall in wage inequality when
temporary work is added to permanent work - this may be due to the fact that most jobs are
subject to the “employment at will principle” by which an employee can be dismissed by an
employer for any reason (that is, without having to establish “just cause” for termination), and
without warning. This blurs the distinction between temporary and permanent work in the
country. Similarly, some casual workers in Australia may report themselves as “temporary” in the
survey while not sharing many of the features of temporary or fixed-term workers in
European countries. For instance, casual jobs are usually temporary, have irregular hours and are
not guaranteed to be ongoing. Casual workers are entitled to some, but not all, of the benefits given
to permanent workers: they are not entitled to holiday leave or sick leave; but they are entitled to
a higher rate of pay (casual loading) and parental leave; and, under the new Fair Work laws, casual
workers are protected from being dismissed unfairly.

21. In these countries, 13th-month payments are not mentioned in the question asked.
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22. In this group of countries, bonuses are still larger among high- than low-earners, hence bonuses
per se would tend to increase inequality. However, the way bonuses are distributed among workers
- not their size but who they are paid to - translates in to a distribution of wages that is more equal
than that of workers not earning bonuses.

23. This finding is robust to the inclusion of all institutional variables simultaneously.
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ANNEX 2.A1

Wage inequality in the PIAAC countries

Table 2.A1.1. Wage inequality in the PIAAC countries

Inter-decile wage ratios (selected deciles), and Gini coefficient®

D9/D1 ratio D9/D5 ratio D5/D1 ratio Gini coefficient
Australia 3.14 1.90 1.65 0.25
Austria 3.05 1.83 1.67 0.25
Belgium (Flanders) 2.61 1.67 1.56 0.21
Canada 3.94 1.94 2.03 0.28
Czech Republic 2.88 1.68 1.71 0.24
Denmark 2.58 1.55 1.66 0.20
Estonia 471 2.24 2.10 0.32
Finland 2.54 1.70 1.50 0.20
France 2.56 1.77 1.45 0.22
Germany 422 1.88 2.25 0.29
Ireland 3.57 2.08 1.7 0.29
Italy 3.42 1.99 1.72 0.27
Japan 4.08 2.32 1.76 0.33
Korea 5.83 2.68 2.18 0.39
Netherlands 3.24 1.79 1.81 0.25
Norway 2.44 1.60 1.52 0.20
Poland 3.89 2.15 1.81 0.31
Slovak Republic 4.01 2.15 1.87 0.32
Spain 3.60 2.05 1.75 0.28
Sweden 2.18 1.59 1.37 017
United Kingdom (England/Northern Ireland) 3.52 2.07 1.71 0.30
United States 4.81 2.40 2.01 0.34
PIAAC average 3.41 1.93 1.77 0.27

a) Wage data are trimmed, by country, at the top and bottom percentiles. Wages include bonuses and are expressed in
purchasing power parity corrected USD. Details on the calculation of the PIAAC average can be found in Annex 2.A2.

Source: Survey of Adult Skills (PIAAC) 2012.
StatLink Sa=P http://dx.doi.org/10.1787/888933240227
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ANNEX 2.A2

Methodology for the wage simulations

Estimating the impact of skill inequality on wage inequality

Throughout this chapter, reweighting methods are used to simulate alternative wage
distributions. The basic intuition behind the approach is to make the distribution of
observable characteristics of one country’s population resemble that of a benchmark
country. This is done by giving more/less weight to certain observations in the first country
depending upon how common they are in the benchmark country. More formally, if one is
interested in comparing country x to, say, the average PIAAC country, then the original
sample weights @; , for individual i in country x are replaced with a counterfactual weight

})

o'; x = ®; xV;, Where y; represents the reweighting factor.

The advantages of the reweighting method include: i) its simplicity and ii) that it
allows one to look at the entire wage distribution, rather than at just a few moments of the
distribution. While the inspiration for this method comes from DiNardo, Fortin and
Lemieux (1996) and Lemieux (2002, 2010), its exact implementation in the context of this
chapter differs somewhat. In particular, the approach taken in the literature is to simulate
the entire wage distribution in one go, while attempts are made here to separate out the
dispersion and level aspects of a country’s skill distribution.

The calculation of the reweighting factor y; depends on the particular scenario one is
interested in simulating. The present section focuses on how to simulate alternative skill
dispersions, while the sections below will discuss the derivation of the re-weighting factor in
cases where one wishes to simulate alternative skill levels or entire skill distributions (level
and dispersion), respectively. For the purpose of assessing the impact of skill inequality on
wage inequality, the steps taken to calculate the reweighting factor are as follows:

e Demeaned numeracy scores 5, and §, plaac 28 obtained for each individual in country x
and the average PIAAC country, respectlvely, by subtracting the country average score §
from each individual’'s numeracy score s; (§;, =s;, -5, and § piaac = Sipraac —Spiaac)-
Demeaning removes the level aspect and expresses everything in terms of deviations from
the mean (i.e. it shifts the focus from the level onto the dispersion of skills).

e The data for country x and the average PIAAC country are divided into cells/intervals, S,
of five demeaned numeracy points each.

e The shares s and b praac

intervals are calculated

of total employment in each of these demeaned skills cells/

100 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015



2. SKILLS AND WAGE INEQUALITY

OS‘,PIAAC
QS,x
Counterfactual wage distributions can then be simulated by re-weighting the data for
country x so that its deviations from the skill mean resemble those observed in the average
PIAAC country. Since skill prices are assumed to remain the same, the reweighting results
in an alternative wage distribution for country x which allows the calculation of standard
wage dispersion and inequality measures. These can then be compared to the statistics
calculated using the original wage distribution to estimate the proportion explained by the
difference in skills dispersion.

e The reweighting factor is calculated as the ratio of these two shares: ¥, =

Calculation of the PIAAC “average country”

The PIAAC “average country” is simply the total of all observations in the Survey of
Adult Skills. However, because countries with larger populations would have a greater
weight and, therefore, a disproportionate influence on the distribution, the survey weights
are rescaled so that the sum of each country’s weights is equal to one (i.e. each country has
equal weight). In addition, because wage levels differ significantly across countries they
need to be adjusted before being combined into one PIAAC distribution (which would
otherwise be too wide). Wages are therefore de-meaned by country, and all the analysis is
carried out on these country-specific deviations from the mean.

Estimating the impact of skill proficiency on wage inequality

The previous section outlined a method for calculating the reweighting factor y; for
the case in which one is interested in approximating a benchmark country’s skills
dispersion/inequality, but leaving the average level of skills unaffected. In this section, a
method is discussed for estimating a reweighting factor that achieves the opposite: it shifts
a country’s skill distribution to the left or to the right, but leaves the dispersion of skills
unaffected. The steps taken to derive the reweighting factor in this case are:

e For each individual i in country x a counterfactual skill level is estimateds; , = s; , ~PAAC |

where S and s, are the average skill levels in the average PIAAC country and

PIAAC
country x, respectively.

e Usings; , the data for country x is divided up into intervals, S, of 5 numeracy points each.

e Using s’;  the data for country x is divided up into intervals, S, of 5 numeracy points
each.

e The number of observations Ng and N’ in each interval S are calculated.

N's
s

e The reweighting factor is calculated as the ratio of these two numbers: ¥;=

Estimating the impact of skill prices on wage inequality

To simulate alternative skill prices and analyse their impact on wage inequality, the
method developed by Lemieux (2002, 2010) is used. Assuming once again that the data can
be divided up into a finite number of cells (intervals S of 5 numeracy points each), then
changes in prices can be simulated by replacing the conditional mean of wages of skill
group S in country X, yg y, with the conditional mean wages in skill group S in the average
PIAAC country, yg, piaac-© Each individual i's new wage (i, x) can then be calculated by
adding the difference between the PIAAC average wage for skills group S and the country’s
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average wage for skill group S:?

Y'i,x =¥i,x + (s, praac ~ Vs, »
The average PIAAC country and prices are constructed as described above.

Estimating the joint impact of skill inequality, proficiency and price on wage
inequality

This section discusses the methodology for combining all three simulations discussed
so far (skills dispersion, skills level and skills price) into one single wage simulation. The
price effect is estimated using the same approach as above. However, the full skills
distribution analysis follows a different, more standard methodology: the approach
proposed by Lemieux (2002, 2010). Instead of disentangling the level and distribution
effects, these are modelled simultaneously using the actual skills distribution, rather than
the demeaned skills distribution. The derivation of the reweighting factor in this case is
derived as follows:

e The data for country x and the PIAAC average are divided into skill cells/intervals S of
five points each.

e The shares of the total workforce employed in each cell, 85 , and 85 pjaac, are calculated.
0.
e The reweighting factor is calculated as the ratio of these two shares: ¥i= %.
S,X
The price effect is computed before the quantity effect, however this makes no

difference to the results since both are calculated within the same skill cell/interval.

Estimating the impact of skill use on wage inequality

To simulate the effect on wage inequality of applying the distribution of skill
proficiency on skill use, data on skill use and skill proficiency are divided into five groups
for each country. For numeracy use this is done by rounding each level to the nearest
integer c € {1, 2, 3, 4, 5}. For proficiency the six official PIAAC proficiency levels are first
reduced to five (with levels 0 and 1 - the lowest - merged into a single category)® and are
then rounded to the nearest ¢ € {150, 200, 250, 300, 350}. The shares of the total workforce
employed in each skill use group C, 8¢ x, and in each skill proficiency group ¢, 6; ,, are
calculated fm&each country x. The reweighting factor is then calculated as the ratio of these
shares: W= -5,

C,x

Notes

1. In practice, the analysis is carried out on the demeaned wages. This is important in order to avoid a
situation where all high-skill cells of the average PIAAC country are assigned the prices of the most
skilled countries, which also tend to be the countries with the highest average wages (e.g. the
Scandinavian countries) - and vice versa. Indeed, not de-meaning the data would result in an over-
estimation of the return to skill in the average PIAAC country and, therefore, of the skill price effect.

2. All wage variables are in log form.

3. See OECD (2014) for more details of how the levels are constructed and how they relate to
proficiency scores.
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ANNEX 2.A3

A simple supply and demand framework
to analyse differences in wage inequality

Source: Blau and Kahn (1996); Leuven, Oosterbeek and van Ophem (2004)

Katz and Murphy (1992) developed a simple supply and demand framework for
analysing differences in wage structure across time or between countries, which has since
been adapted by Blau and Kahn (1996) and Leuven et al. (2004) to relate international
differences in skill wage differentials to differences in the demand and supply of skill.

To implement the approach, the workforce of the average PIAAC country (see Annex 2.A2)
is divided into three groups of equal size based on the following percentiles of skill: 0-33; 33-67;
67-100. The cut-off points defined by these groups are then applied to each one of the other
countries (creating groups of different sizes, depending on the relative supply of skilled labour).
Table 2.A3.1 shows the proportions in each of these skills group by country.

Table 2.A3.1. Proportions (%) high-, medium- and low-skilled,”

by country

Low-skilled Medium-skilled High-skilled
Australia 34.4 32.6 3341
Austria 271 36.0 36.9
Belgium (Flanders) 255 315 43.0
Canada 36.8 314 31.8
Czech Republic 26.2 38.7 35.1
Denmark 26.8 32.6 40.6
Estonia 28.3 38.6 33.1
Finland 24.9 30.8 443
France 44.4 30.5 25.1
Germany 31.7 31.3 36.9
Ireland 42.7 349 225
Italy 52.0 31.2 16.8
Japan 17.7 341 48.2
Korea 35.8 39.5 24.7
Netherlands 241 31.8 441
Norway 259 31.4 42.7
Poland 40.2 35.0 24.8
Slovak Republic 25.8 36.1 38.0
Spain 50.8 33.0 16.1
Sweden 25.6 31.8 425
United Kingdom (England/Northern Ireland) 40.0 31.0 29.0
United States 46.3 291 24.6
PIAAC average 33.3 33.3 33.3

a) Skill is measured using proficiency in numeracy.
Source: OECD calculations based on the Survey of Adult Skills (PIAAC) 2012.
StatLink =P http://dx.doi.org/10.1787/888933240236
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The next step is to construct demand and supply indices by skill group for each
country relative to the average PIAAC country. The supply indes Supply, x measures the
relative importance of skill group s in country x’s labour force with the share of that skill
group in the average PIAAC country:
gS X

)

where € x and €; pjaac are the shares of the labour force accounted for by skill group s in
country x and the average PIAAC country, respectively (as reported in Table 2.A3.1). The
demand index Demand; y measures the degree to which the occupation structure favours
skill group s in country x in comparison to the average PIAAC country:

Supply, ,=In(¢

s,PIAAC

05,0,PIAAC
Demands , =In(1+ Z R EE:E (90,x - 90,P1AAC)
= &s,PIAAC

where 0, , and 0, pjaac are the total shares of employment in occupation cell o in country x
and in PIAAC on average, respectively; 0, piaac is skill group s’s share of employment in
occupation cell o in the average PIAAC country; and €, piaac is the share of skill group s in
the total workforce of the average PIAAC country (which equals 1/3 by construction). In
essence, this index captures: i) the relative importance of occupation o in country x; and
ii) the average demand for skill group s in occupation o in the average PIAAC country.
Combining these two factors therefore results in a measure of the relative demand for skill
group s in country x.

Net supply Supply, , is then calculated by subtracting the demand index from the supply
index:

Supply, , = Supplys x — Demand

If the demand/supply model can account for differences in wage structure, then

differences across countries in net supply should be negatively related to differences in

relative wages of skill groups s and | ys,x —ys,piaac|. Because the focus of this chapter is on
B S

wage inequality, the analysis presented here relates the relative net supply to the standard

measures of wage inequality rather than to the relative wages of different skill groups.

While the two concepts are not identical, one would still expect higher skill premia to

result in higher wage inequality. The analysis indeed confirms this.
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Chapter 3

Activation policies
for more inclusive labour markets

In this chapter, a new framework is put forward for the design of effective activation
policies to connect people with jobs and foster more inclusive labour markets. While
activation policies draw on many tools that can be assembled in different ways, the
overall package needs to maintain the motivation of jobseekers to actively pursue
employment while also improving their employability and expanding their
opportunities to be placed and retained in appropriate jobs. The implementation of
these three elements — motivation, employability and opportunity — has to be
managed by effective and efficient labour market institutions and policies, which
are the keystone of any successful activation strategy. These principles are
illustrated in the chapter through a review of a wide range of policy experiences and
evaluation evidence.
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Key findings
Giving people the help, support and encouragement to move into rewarding and
productive jobs is essential to foster more inclusive and resilient labour markets. This
chapter presents a new framework for guiding the development of activation strategies to
connect people with jobs. This framework consists of three building blocks — motivation,
employability and opportunities - which need to build on a solid foundation of well-
functioning labour market institutions.

People need to be motivated to work. Most jobless people are keen - some are
desperate - to find work, but some may become disillusioned with the prospect of finding
an appropriate job, especially after an extended period of fruitless searching. Keeping
motivation high also means making sure that work pays and tackling disincentives to work
that may arise in unemployment and related benefits by making these benefits, where
feasible, conditional on availability for work. Where a rapid return to work is unlikely,
additional support (e.g. counselling or training) is needed to increase employability. Bringing
people into employment also means expanding the set of available employment
opportunities. This involves addressing demand-side barriers through actively engaging and
assisting employers in hiring and retaining workers as well as lifting the barriers to
participation by improving childcare arrangements and tackling health and other social
problems. Delivery of these three key elements - motivation, employability and
opportunities - has to be managed by effective and efficient labour market institutions and
policies which are the keystone of any activation strategy. The institution with the central
role in connecting people with jobs is the public employment service (PES).!

The national authorities can reasonably aim, through an activation strategy, to raise
the overall employment rate.? A high employment rate promotes a more inclusive society,
but it is only possible if people who are unemployed (including groups at the margins of the
labour market such as older people, people with disabilities, migrants) are helped back into
employment as quickly as possible. Many PES activities contribute to effective
implementation of this goal, but some principles are:

@ Job-search monitoring and verification can have a considerable impact on re-employment rates.
Most OECD countries now have explicit job-search reporting procedures, with only a few
countries not verifying job search. At the same time, the matching and referral of
jobseekers to vacancies often proves effective in increasing the rate of re-employment,
especially for jobseekers who are hard to place or remain unemployed after some period
of independent job search.

@ Job-search assistance through intensive counselling interviews needs to be of high quality.
Mandatory interviews may have positive employment impacts through a threat effect
—1.e. deterring jobseekers from continued benefit claims - and tailored assistance and
guidance in job search. However, for the successful delivery of counselling services, the
quality and individualisation of content is key. While early and frequent meetings with
jobseekers have been identified as an efficient way of assisting jobseekers, a growing
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body of evidence also addresses the question of what counselling strategies are the most
successful, emphasising the need for personalised services, a work-first approach but
with a preference for stable jobs where possible, and selective referrals to full-time
(e.g. training, or job-creation) programmes.

e Strong PES services for employers are important. A central role of the PES is to match
jobseekers and employers, helping jobseekers to obtain jobs and employers to fill their
vacancies. Across the OECD, the PES aims to have a strong market position as a job
broker, by offering vacancy databases, referrals of appropriate candidates and other
more specialised services to employers.

e Digitisation and new technologies are transforming the way the PES operates. Technology is
changing the way people interact with each other and the world around them and the
PES is no exception to this. Across the OECD, the PES is investing in user-friendly digital
services aiming to increase service availability and accessibility, and to increase
performance whilst keeping costs down. Most PES are only at the start of this process
and important questions remain, such as: i) the willingness and capability of PES clients
in switching to digital services; ii) the type of services which should be digitised; and
iii) how to ensure successful digitisation emerges.

e Active Labour Market Programmes (ALMPs) that involve people in full-time activities play a
constructive role when used judiciously. Careful evaluations of ALMPs indicate a mixed
record, but also that well designed and targeted measures can increase the employability
of jobseekers and their employment opportunities in a cost-effective manner. Some
countries achieve low unemployment with relatively low expenditure on ALMPs,
however, in other cases higher expenditure on ALMPs seems to contribute to low
unemployment. In situations where unemployment is high, it is particularly important
to maintain some options for the unemployed in the form of ALMP places. Broadly-
targeted programmes can implement an offer of a place to all long-term unemployed,
which can promote motivation and opportunity. Work experience and labour market
training improve employability. Evaluations have increasingly tracked employment
outcomes for five years or more after entry to training programmes, finding evidence
that they have a long-term positive impact on participants’ employment and earnings.
Ideally programmes are focused on identified employer needs, but there is also some
evidence in favour of classroom and preparatory programmes. An appropriate mix of
ALMPs, allowing sequencing or combination of the motivation, opportunity and
employability objectives, and adaptation to the situations of individual clients, is as
important as the size of the total ALMP spending effort.

@ The effectiveness of employment services can be improved through performance management and
evaluations should be used to determine the cost-effectiveness of ALMP interventions. Across the
OECD, countries spend 0.02% to 0.4% of GDP on PES and administration and another 0.1%
to 1.7% of GDP on other ALMPs. Ideally, evaluations cover various aspects of the
implementation of new policies and programmes and help to understand what effects
the policies and programmes had, for whom and why. Performance management and
programme evaluations allow the continuous improvement of policies and programmes,
or the termination of unsuccessful ones, demonstrate accountability and justify
government expenditure on PES and ALMPs. This also requires a strategic view, giving
due weight to qualitative outcomes and broader and longer-term considerations.
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Some policies are designed to help people not just find a job, but also to subsequently
progress in their careers. In-work progression measures illustrate the scope for alternative
service delivery strategies. Career advice, the traditional in-work progression measure,
probably helps many participants but not mainly from disadvantaged groups. At the same
time, a number of experiments have tested “employment retention and advancement”
strategies, which target enhanced services on welfare leavers or other disadvantaged
groups. Many of the experimental implementations had little impact - largely because
participation by welfare leavers is voluntary, so it is difficult to keep them engaged
employment services — but some had a significant impact, and the lessons from this
evidence-based approach provide a road map for further developments.

With some exceptions, PES services focus on recipients of unemployment and other
income-replacement benefits, with more intensive support being targeted at the hard-to-
place and long-term unemployed. Against this background, there is no easy way for the PES
to deliver services to disadvantaged groups, additional to those already delivered to the
hard-to-place unemployed. One possibility for benefits where immediate availability for
work is not required is a rehabilitation status, where participation in work-preparation
measures is nevertheless required. The standard offer of job-search and related services
available on a voluntary basis can be enhanced, e.g. with a more-generous education and
training offer for disadvantaged groups that are out of the labour force or in employment:
in the latter case, the services promote “in-work progression”. For some groups, such as
youths not in employment, education or training (NEETS), inactive spouses and early
retirees, there may be scope to better identify individuals in the group (e.g. by matching
public datasets) for a targeted offer of services. Increased integration of PES services with
those of other public actors such as health, childcare, or social services and education
institutions, can enhance the service offer. Policies outside the direct remit of employment
and related services — such as employment protection or tax legislation - also need to be
addressed, although this chapter does not analyse them.

Introduction

During the past three decades, many OECD countries have sought to transform their
welfare states by linking benefit systems with services to promote employment. Prior to
the recent crisis, this led to significant increases in labour force participation rates and
relatively low unemployment rates. However, the global financial crisis led to major hikes
in unemployment in many OECD countries and the recovery has been uneven so that the
scars are still evident in the form of still high unemployment and under-employment. By
contrast, participation generally has remained strong and is now at record levels in many
countries. Even in countries that weathered the crisis better, policies are needed to
mobilise important groups that are still on the margins of the labour market. Across the
OECD, increasing labour market participation is a necessary part of strategies that seek to
make labour markets more inclusive and strengthen overall economic growth, especially in
the context of ageing populations. This chapter therefore provides a new framework for the
analysis of existing and the development of new activation strategies.

108 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015



3. ACTIVATION POLICIES FOR MORE INCLUSIVE LABOUR MARKETS

The core objective of activation policies is to foster more inclusive and resilient labour

markets. This requires:

e Ensuring that jobseekers have the motivation to rapidly choose a new job themselves.
Benefits may reduce motivation, unless they are conditional on active job search and

availability for suitable jobs.

e However, even motivated jobseekers may struggle to find work without help in
navigating the jobs market. Jobseekers who are less employable require intensive case
management, placement services and participation in measures to increase their

employability.

e Bringing more people into employment also involves addressing demand-side barriers
and expanding the set of earnings opportunities that are accessible to jobseekers, for
example by increasing the range (both number and the variety) of job vacancies

registered with the PES.

The implementation of these three key elements — motivation, employability and
opportunities - has to be managed by effective and efficient labour market institutions and
policies which are the keystone of any successful activation strategy.>

Figure 3.1. Key elements for successful activation strategies

Opportunities

Motivation

Inclusive and
resilient
labour
markets

Employability

These three key elements of activation strategies closely interact with one another and
can be mutually reinforcing. For example, if there are more job opportunities, it is easier to
motivate people to look for jobs or to work on their skills; when jobseekers are motivated,
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employers will be keener to register their vacancies with the PES.* Thus, motivation promotes
opportunities and vice-versa. Specific PES techniques and interventions usually incorporate
two or three of the elements, albeit with varying weights. A direct job creation programme can
affect motivation through a “threat” effect, increasing job-finding rates before participation in
it has started; it can enhance employability, providing work experience to disadvantaged
groups that had limited previous contact with a work environment; and it can offer
opportunities, as participants have direct contact with potential employers, and can cite skills
acquired on the job when they next apply for a job. Similarly, PES referrals of jobseekers to
vacancies act partly as a motivating factor, intensifying independent job search aimed at
finding a preferred job, and partly as an opportunity.

The scope of this chapter is mainly limited to labour market policy interventions in the
sense of the OECD/EC Labour Market Programme Database: job-search related services
(regardless of target group), and interventions that are targeted on groups identified in
some way as disadvantaged in the labour market.’ In the latter case, the main target
groups are registered jobseekers or registered unemployed. Recipients of other benefits
(e.g. disability benefits or lone-parent benefits) are often not obliged to participate in
employment services, and have relatively low rates of participation in them. Where the
benefits are made conditional on availability for work, they become unemployment
benefits (e.g. a lone-parent benefit that is conditional on availability for work is also an
unemployment benefit).® As a result, in countries with high benefit coverage, LMP
interventions targeted on the unemployed represent the great majority of LMP
interventions targeted on disadvantaged groups. Conversely, the hard-to-place and long-
term unemployed typically have at least one barrier to employability, or are in at least one
disadvantaged group, and possibly several.” At the same time, the limits of the strategy of
activating disadvantaged groups by making their benefit conditional on availability for
work must be kept in mind. A strategy in which expensive services are delivered to groups
with very low employability and have near-zero impact will fail to effectively maximise the
employment rate or promote labour market inclusion.

Additional to interventions targeted on the registered unemployed, an activation
strategy for more inclusive labour markets can include work-preparation measures for
people on rehabilitation benefits (i.e. benefits not conditional on immediate availability for
work); job-search and related services for voluntary users (i.e. people who are unemployed
but not registered, or registered as unemployed but without an entitlement to benefit, people
not in the labour force, and job changers) and employment services to promote progression
in work. In some countries, ALMPs engage many individuals from disadvantaged groups
such as youths, immigrants and the long-term unemployed on a voluntary basis.2 Some
active measures pay a cash benefit to participants, which can further attract participation.’
Section 1 mentions some further groups that are usually not identified in PES registers or
obliged to participate in its interventions, but might be targeted by different policy
instruments. Against this background, this chapter describes a range of techniques,
interventions and background factors in the activation policies of OECD countries.

The remainder of the chapter is structured as follows: Section 1 discusses the role of
activation policies in promoting more inclusive labour markets and provides an overview
of labour market programme spending patterns across the OECD. The next three sections
then address the three pillars of activation policy represented in Figure 3.1. Section 2
describes how eligibility criteria for unemployment benefits, including requirements on
the unemployed to search for jobs and be available for work, monitoring of these efforts
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and the application of benefit sanctions can counteract the negative effects of
unemployment benefits on work incentives and motivate jobseekers to independently look
for employment. Section 3 provides an overview of employment services and programmes
that improve the employability of jobseekers, including in-work progression measures as
an example of service extension to the non-unemployed. Section 4 describes services and
programmes that enable matching of jobseekers to available vacancies and expanding the
set of available earnings opportunities. The key element in Figure 3.1 — policies and
institutions - is covered in Section 5. The section focusses on organisational aspects of
labour market programmes and employment and related services, which are the
foundation of any successful activation strategy. In the concluding section, some general
lessons for successful activation policies are put forward.

1. What role do activation policies play for more inclusive labour markets?

Activation policies can help countries deal with the long-lasting impact of the
economic and financial crisis on their labour markets, especially in countries where there
has been a sizeable increase in long-term unemployment. However, activation policies also
play an important role even when business cycle conditions are more favourable. In
particular, effective activation policies can foster the productive potential of each country’s
population in the long run, thereby contributing to economic growth and the sustainability
of its social protection system.

Responding to short-run challenges

Labour market recovery in the OECD area remains uneven seven years after the onset of
the global financial crisis (see Chapter 1 of this publication for a more in-depth discussion).
The OECD average employment rate (employment aged 15+ as a ratio to population
aged 15-74) remains 1.4 percentage points below its pre-crisis peak of 2007. Since labour
force participation rates have often increased, the OECD average unemployment rate
remains considerably above its pre-crisis level. Although unemployment has fallen in the
vast majority of countries over the past year, the incidence of long-term unemployment has
hardly changed and in the OECD as a whole, still more than a third of the unemployed had
been out of work for 12 months or more in the fourth quarter of 2014. Long periods of
unemployment are associated with discouragement and the loss of human capital, making
reintegration efforts more difficult. The benefits of an active labour market policy stance
throughout the economic cycle - ensuring efficient matching of the newly unemployed to
vacancies, and prioritising reintegration measures for the long-term unemployed who are at
risk of dropping out of the labour force - are discussed in Box 3.1.

Box 3.1. Is activation effective when unemployment is high?

Expenditure on ALMPs is less cyclical than expenditure on unemployment benefits, but
this may be justified to some extent. Commitments to scheduled interventions
(e.g. monthly interviews and referrals of jobseekers to an ALMP after six months or a year
of unemployment) imply that in a recession, certain types of ALMP expenditure should
increase in line with registered unemployment, but some delays may be tolerated. Other
types of expenditures naturally dip early in a recession. For example, employer take-up of
hiring subsidies tends to fall. Finally, there are limits to how rapidly ALMPs can be up-
scaled when unemployment rises in a recession. The public employment service (PES) and
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Box 3.1. Is activation effective when unemployment is high? (cont.)

high-quality training and job creation measures depend on skilled professionals and
infrastructure such as buildings, equipment and IT systems, where rapid change has an
up-front organisational cost. On the other hand, short-time work schemes, which help
firms to adjust their work requirements to temporary demand shortfalls without layoffs,
can be rapidly expanded in a recession when their impact in terms of preventing future
unemployment is relatively high.

It is often suggested that in a recession active measures have little net impact because the
economy is demand-constrained and “there are no jobs”. However, recent evaluations report a
large impact from reemployment services in Nevada in 2009, at a time when the
unemployment rate was at a 25-year high of 14% (Michaelides, 2013) and from a large
activation programme in Portugal in 2012 when the unemployment rate was at a post-war
high of 16% (Martins and Pessoa e Costa, 2014). In Nevada, the intervention was estimated to
reduced unemployment insurance (UI) payments by more than four times its cost and
increased employment and earnings. In Portugal, the intervention doubled the monthly
probability of reemployment and its delivery to about a fifth of all unemployed in 2012 is
estimated to have reduced Ul expenditure by nearly 0.2% of GDP. There is also microeconomic
evidence for the effectiveness of activation measures launched at times of peak
unemployment in countries such as the United Kingdom (Restart, from 1986) and Denmark
(the 1994 labour market reform), and this evidence supported the case for further measures.

In the recent recession, countries with a strong activation approach, such as Australia,
Austria, Norway, Switzerland and the United Kingdom, did not generally allow
unemployment spells to become passive and experienced mainly modest increases in
unemployment. Denmark and New Zealand, where registered unemployment rates were
below 3% by 2007, suffered a sharp rebound, which perhaps illustrates the risk that a large
shock does reduce the intensity of interventions and allow unemployment to settle at a
higher level, although these countries’ unemployment rates did stay below former peaks.

Lechner and Wunsch (2009) report that a training programme in Germany had a clearly
more positive impact on long-run outcomes for people who entered them when the
unemployment rate was high, mainly because the impact of the lock-in effect (the
reduction in rates of entry to work during participation in the programme) was smaller. For
Sweden, a study concluded that the impact of training programmes and employment
programmes was mainly positive regardless of the state of the labour market, but in
downturns labour market training programmes had a “bridging” effect (investing in
participants’ human capital until they could again be productively employed), and the
impact of employment programmes was less favorable (Nordlund, 2009).

Many studies have examined whether ALMPs have lesser impact where the local
unemployment rate is relatively high. Bloom, Hill and Riccio (2001), in a meta-analysis of
the findings from US welfare-to-work experiments conducted at 59 offices, estimated that
the average experimental programme increased participant earnings over the following
two years by USD 879 on average, but a one percentage point increase in the local
unemployment rate (an increase of about 14%) reduced the impact by USD 94 on average
(about 11%). McVicar and Podivinsky (2010) report a more negative correlation between the
impact of the UK New Deal for Young People on job-entry rates, and the local travel-to-
work area unemployment rate: in areas with an unemployment rate of 2%, the programme
increased job-entry rates by about 70% or 40% (depending on the estimation model used)
and in areas with an unemployment rate of 6% it increased them only by about 40% or 30%.
The authors also estimate some nonlinear models and in this case find evidence of an
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Box 3.1. Is activation effective when unemployment is high? (cont.)

inverse-U relationship, where the impact was greatest in an average labour market. In
Australia, the impact of a requirement to maintain a Job Seeker Diary in high (top quartile)
unemployment labour force regions was estimated to be less than half its impact in low-
unemployment regions (Borland and Tseng, 2007). In contrast, other studies find that
impacts are similar or greater where unemployment is higher. Another Australian study
reporting impact estimates for 12 different intervention regimes and labour market
programmes in poor, average and good local labour market conditions found little sign of
systematic variation, suggesting that the programmes contribute to the achievement of
additional outcomes during periods of both economic growth and slowdown (DEEWR,
2010). Lechner et al. (2011) for Germany report a slight tendency for long-term impacts on
employment rates, eight years after starting in several types of ALMPs, to be greater in
regions with an unemployment rate of 8% or more. Kluve (2010), analysing the findings
from 137 evaluations of several types of ALMPs, found that a higher unemployment rate in
the labour market at the time of participation in a programme was associated with a
significantly higher probability of a positive estimated impact.

In the context of an improving labour market situation, activation strategies should
ensure that new entrants to unemployment, who are relatively “employable”, choose a new
job themselves and usually escape unemployment within less than six months, perhaps
with the help of public labour market information services. Strategies such as increasing
jobseeker obligations with the duration of unemployment may be successful. At the same
time, persistent long-term unemployment needs to be addressed by assistance with
tackling barriers, more-direct case management and placement efforts, and additional
investment in services and programmes. In most countries, levels of labour turnover and
long-term and repeat unemployment remain significant in both good and bad times, so
radical breaks in the pattern of spending over the cycle are probably not justified, but some
shifts can be appropriate.

Strengthening labour market participation in the long-run

In the longer term, increasing labour market participation by working-age individuals
is a necessary part of strategies to increase labour market inclusiveness and make social
protection systems fiscally and socially sustainable. This section identifies groups in the
working-age population that continue to experience low employment rates, or are
disadvantaged in terms of the quality of jobs they hold, as one basis for assessing how
activation policies might be extended.

In striking contrast to previous recessions, older workers tended to stay in the workforce
during the recent economic crisis, and employment rates for those aged 55 have increased in
many OECD countries. Nonetheless, cross-country differences in the employment rates of
older workers remain large, indicating underutilised labour potential (see Statistical Annex,
Table B). Contrasting with favourable developments for older workers, youth unemployment
and underemployment increased sharply during the crisis. Long-standing structural
obstacles prevent many young people in both OECD and emerging economies from making
a successful transition from school to work: better use of the productive potential of younger
generations can strengthen growth and reduce poverty.
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Across all age-groups, educational attainment and skills have a large impact on the
likelihood of being employed. Employment rates are low for people with less than upper
secondary education, but with large variations across countries (Figure 3.2, Panel A).

Figure 3.2. Some groups are significantly under-represented in employment,
selected OECD countries
Employment-to-population ratio (in percentage)
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Note: Data refer to persons aged 25 to 64 in Panel A; data refer to persons aged 15 to 64 in Panels B, C and D.
Source: Panel A: OECD (2014), Education at a Glance 2014: OECD Indicators, OECD Publishing, Paris, DOI: http://dx.doi.org/10.1787/eag-2014-en.
Panel B: EU-SILC 2012, except: Australia: Survey of Disability and Carers 2012, Australian Bureau of Statistics, 4430.0 - Disability, Ageing and
Carers; Australia: Summary of Findings, 2012; Canada: Canadian Survey on Disability, 2012, Statistics Canada, Table 115-0005 - Labour force
status for adults with and without disabilities, by sex and age group, Canada provinces and territories; Norway: LFS 2012 Q2, www.ssb.no/
en/arbeid-og-lonn/statistikker/akutu; United Kingdom: LFS 2012, 2007; United States: Survey of Income and Program Participation, SIPP
2008 Panel, wave 13, September 2012 to December 2012, www.census.gov/programs-surveys/sipp/data/2008-panel.html. Panel G: OECD
(2014), OECD Family Database, OECD, Paris, www.oecd.org/social/family/database.htm. Panel D: OECD (2014), International Migration
Outlook 2014, OECD Publishing, Paris, DOI: http://dx.doi.org/10.1787/migr_outlook-2014-en.

StatLink iz http://dx.doi.org/10.1787/888933239780

Employment rates for people who report a disability are significantly lower than for
the non-disabled. For the 16 OECD countries depicted in Figure 3.2, Panel B, their
employment rates were 12 to 44 percentage points below those of people not reporting a

114 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015


http://dx.doi.org/10.1787/eag-2014-en
http://www.ssb.no/en/arbeid-og-lonn/statistikker/akutu
http://www.ssb.no/en/arbeid-og-lonn/statistikker/akutu
http://www.census.gov/programs-surveys/sipp/data/2008-panel.html
http://www.oecd.org/social/family/database.htm
http://dx.doi.org/10.1787/migr_outlook-2014-en
http://dx.doi.org/10.1787/888933239780

3. ACTIVATION POLICIES FOR MORE INCLUSIVE LABOUR MARKETS

disability. Their employment rates vary from 54% in Germany to a low of 27% in Hungary.
Recent OECD reviews on mental health and work have shown that workers with even
moderate mental health problems have far higher non-employment rates than people
without mental health problems. If they drop out of the labour market, people with mental
ill-health often rely on out-of-work benefits for prolonged periods of time, which is
associated with further worsening of health conditions and deterioration of skills (see also
Section 4 of this chapter).

Across the OECD, women’s participation in the labour force has increased in recent
decades, helping to narrow the employment gender gap. Nevertheless, compared with
men, women are less likely to work full-time in paid employment, more likely to be
employed in lower-paid occupations, and less likely to progress in their careers. As
Figure 3.2 shows, employment gaps may be especially large for certain groups of women.
In many OECD countries, lone mothers have much lower employment rates than partnered
mothers, but in some countries the opposite is true, possibly related to less-generous
benefits or more-successful activation measures (Figure 3.2, Panel C). The employment
rates of foreign-born women are higher than those of native-born women in Hungary, Italy,
Luxembourg, Portugal, and the Slovak Republic, but in most countries they are lower (see
Figure 3.2, Panel D).

Although the groups in Figure 3.2 are defined in terms of one personal characteristic
associated with labour market disadvantage, it should be borne in mind that there is often
considerable overlap: many individuals not in employment face multiple barriers to
participating in the labour market.

Beyond increasing labour force participation for underrepresented groups at a point in
time, policy makers are concerned about the sustainability of employment and the quality
of the jobs people hold, including how it evolves over their working lives (see Chapter 4 of
the OECD Employment Outlook). While activation policies have traditionally concentrated on
transitions from unemployment or inactivity to employment, there is a case for extending
this role to support for stable working careers and minimisation of the risk of job loss. The
PES traditionally provides labour market information services and vacancy notification
services for employed registered jobseekers, and further in-work support measures are
discussed in Section 3.

Which are the main target groups?

PES strategies often focus on the recipients of income-replacement benefits, to whom
it is possible to apply the principle of mutual obligation, while groups not entitled to
benefits (e.g. due to contribution conditions or means tests) are entitled to basic services
but not necessarily more expensive programmes. In the 1980s and 1990s, policy reforms
were largely focused on recipients of unemployment benefits. In some countries the
traditional model, where the labour exchange held lists of local vacant jobs and sent
unemployed people to apply for them, was no longer operating effectively, and reforms
introduced a new emphasis on independent job search. In other cases, ALMPs had already
been expanded and diversified in response to higher unemployment, but reforms put less
emphasis on the volume of places created and more on the obligations for the long-term
unemployed to participate in specific programmes. Activating reforms from 1986 onwards
in the United Kingdom, in the 1990s in Denmark and the Netherlands, and from the mid-
1990s in Australia and the early 2000s in New Zealand and in Germany, led to reduced
unemployment and increased employment in subsequent years.
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Activation strategies, implemented by employment and related services, are not
targeted on the groups identified in the previous section based on survey information
(cf. Figure 3.2). The operational concept of disability is different from the self-reported
disability status that is identified in survey statistics. Low-educated youth are sometimes
an operational target group: the referral of adults to remedial education or foundation
training programmes is typically based on a PES assessment of the individual’s current
capabilities rather than certified educational attainment, although Sweden’s Adult
Education Initiative (see Box 3.7 below) mainly targeted the unemployed without three
years of upper secondary schooling. The PES does not usually target foreign-born or
migrant status, but Denmark has an obligatory integration programme for recent migrants
receiving social benefits (Jorgensen, 2014), and Norway treats unemployed youths,
immigrants and long-term unemployed as target groups irrespective of benefit status.
Where labour market programme expenditure is relatively low, there may be only some
active measures linked to specific benefits and some services addressing special needs,
perhaps with limited geographical coverage.

The Netherlands in the 1970s and many other OECD countries subsequently have
experienced sharp rises in the caseloads of (potentially) inactive benefits, such as early
retirement, disability, lone-parent and other non-categorised social assistance benefits.
The rise of inactive-benefit caseloads often was driven by a number of “push” and “pull”
factors. Push factors included the relative laxity of medical and eligibility tests for disability
and health-related benefits and the strictness of activation regimes for the unemployed.
Pull factors included the relative generosity of early retirement, invalidity, disability and
lone-parent benefits and exemptions from job-search obligations for recipients of these
benefits, and some groups on regular unemployment benefits. Particularly from the
early 2000s, these exemptions were partly reversed for employable working-age recipients,
in order to bring them back into the labour force. Such reforms are also a response to the
challenge of aging population and reducing poverty and social exclusion whilst containing
the costs of social protection systems.

For older workers, increases in employment rates have often corresponded closely to
restrictions on benefits, such as the abolition of early retirement benefits, the reduction or
removal of extensions to unemployment insurance benefits, and the abolition of
exemptions to job-search and related requirements. In many countries, there is still some
remaining scope for such policies, encouraged by evidence of the impact of implemented
reforms in a number of OECD countries (see e.g. OECD, 2006; 2013a, Chapter 3). For lone
parents, the employment situation is often shaped by their treatment within the benefit
system. Until recently, in Australia, Ireland, New Zealand and the United Kingdom, lone-
parent employment rates were depressed by benefit systems that provided income support
for prolonged periods with very few work conditions. However, over the past decade these
countries have decreased the age of the youngest child at which parents are entitled to
income support without being available for work or training. Lone parents with older
children are now treated as regular recipients of unemployment benefits, or have similar
work-search requirements. In the United States in the mid- and late 1990s, the decline in
the adult caseload on lone-parent benefits from about three million to one million
coincided with a sharp increase in the incidence of both full-time work and average hourly
wages among single mothers (Hardy et al., 2015). This outcome illustrates the potential for
activation measures to improve both public finances and job quality, although the very
strong labour market during this period also played a role in improving labour market

116 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015



3. ACTIVATION POLICIES FOR MORE INCLUSIVE LABOUR MARKETS

outcomes for single mothers. However, as experience from the United Kingdom shows,
progression into higher-quality jobs may not always be incentivised, as lone parents often
remain in part-time, low-wage jobs (OECD, 2014a).1° For disability benefits, the application
or re-application of job-search and related requirements is more complex. Reforms have
included revised or new assessment procedures for disability and health-related benefits,
specialised employment services and programmes, and ongoing support or permanent
wage subsidies for disabled people in employment.

A wide range of measures may to some extent bring inactive individuals claiming no
benefits such as inactive spouses, youths at home who are NEETSs, and self-financed early
retirees into the active workforce. These include new benefit entitlements (e.g. assistance
benefits for youths living with their parents); attractive service offers (e.g. free education,
health care, or employment services); individualised taxation (or individualised benefit
entitlements) which tends to bring both members of a couple into employment; and the
matching of different public datasets to identify individuals (e.g. NEETSs) for a targeted offer
of services. Such measures are already offered by employment and related services in some
countries (see, e.g. Boxes 3.5, 3.6 and 3.10), although those involving broad tax or health
policy lie outside the usual remit of the PES.

Patterns of spending on labour market programmes

As shown in Figure 3.3, public expenditure on ALMPs varies a lot across OECD
countries. All the highest-spending countries are European.!! Denmark, Sweden, Germany,
the Netherlands and the United Kingdom, followed by France, Belgium and Austria, stand
out with relatively high levels of expenditure on the PES and Administration function.
Expenditure on this function is lower in Norway and Switzerland, countries with well-
developed activation strategies but also low unemployment rates (about 3% in Norway and
4% in Switzerland), as well as Ireland and Spain, countries that have a high level of
registered unemployment but have not traditionally intervened intensively in the
unemployment spell. Among non-European countries, Australia reports the highest level
of expenditure on this function, which accords with the impression that its quasi-market
arrangements implement intensive interventions in the unemployment spell. In Figure 3.3,
often about half of the expenditure on PES and administration is not separately identified
as expenditure on placement and related services. This may concern benefit administration,
as well as central services administering ALMPs and buildings, maintenance, IT systems,
and regular employment counselling when these contribute to both benefit administration
and placement objectives.

Expenditure on other ALMPs is at least partly driven by high caseloads, as in Ireland and
Spain. The exceptional level of expenditure in Denmark reflects the importance of “flex-jobs”
for the partially disabled and “job training”, which are both forms of subsidised employment.
High expenditure on ALMPs is not just about activation and the reduction of unemployment
rates — some countries achieve this with lower expenditure - but also, when combined with
high levels of benefits, is intended to promote greater income equality, by improving the
employability and skills of workers near the bottom of earnings distribution.

2. Motivation: Making the most of existing employment opportunities

Unemployment and related benefits protect workers against the loss of income from
work, thus enabling them to smooth consumption as they engage in job search. However,
benefits can also create disincentives for employed workers to retain their jobs and reduce
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Figure 3.3. Expenditure on active labour market programmes in OECD countries, 2012
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Note: Data refer to fiscal years 2012/13 for Australia, Canada, Japan, New Zealand and the United States. Data refer to 2010 for the
United Kingdom and to 2011 for Ireland, Israel, Luxembourg, Poland and Spain.
Source: OECD/EC Labour Market Programme Database, Labour market programmes: Expenditure and participants (database), http://dx.doi.org/
10.1787/data-00312-en.
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the motivation of those receiving benefits to take up existing earnings opportunities.
Unemployment benefit eligibility criteria are meant to counteract disincentive effects. In
particular, the lesser availability of benefits on a passive basis tends to reduce
unemployment benefit inflows, while the requirements for remaining eligible for
unemployment benefits - notably mandatory participation in PES activities and ALMPs —
tend to increase outflows. Moreover, where eligibility criteria are effectively implemented,
unemployment benefits act as a positive incentive for participation in the labour market
and in assisted job search. Employment rates in a system with generous benefits can be
higher than they would be with only limited or no benefits, and this system can have a
positive impact on public finances, since the cost of providing universal public services to
labour market non-participants is substantial, and only employed people pay taxes and
social insurance contributions. At the same time, disadvantaged and long-term
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unemployed people are often demotivated by factors such as the experience of repeated
failure to find a job, a sentiment of loss of control, and rules and bureaucratic barriers that
apparently block off some options. Intensive case management often starts by
understanding the individual’s situation, aspirations and barriers, and creating an action
plan with steps that the client sees as feasible, perhaps bringing in additional services:
counsellors tell success stories where this approach restored motivation and achieved a
return to work even after years of unemployment.

Eligibility criteria include waiting periods during which jobseekers do not receive
benefits, the definition of availability for work, active job search, and suitable work, and
financial sanctions for non-compliance with these requirements. Activation strategies for
recipients of inactive benefits often involve making a particular target group subject to these
criteria, or in some cases require participation in work-preparation measures without the
requirement to be immediately available for work or accept referrals to suitable jobs.

In the International Labour Organisation (ILO) definition of unemployment, a person
is considered unemployed if they are without paid work, currently available for work, and
seeking work.'? National administrative definitions of these criteria may be significantly
different from the concepts used in labour force surveys (LFS). Box 3.2 provides an overview
for the availability-for-work criterion. The remainder of this section discusses, in turn, PES
registration procedures, job-search requirements and their monitoring, and sanctions for
non-compliance with these rules.

Box 3.2. What does it mean to be available for work?

The administrative definition of availability for work frequently refers to the delay before
starting work (i.e. the jobseeker’s earliest possible start date), and in some cases refers to
contactability (i.e. requirements to respond to communications from the PES). Most countries
require jobseekers to be available to start work immediately, but a number of countries allow
for some delay. For example, jobseekers are allowed three working days before starting in the
Slovak Republic, and 30 days in Hungary. Such availability rules are important for PES
counsellors when referring jobseekers to vacant jobs which employers wish to fill
immediately. Jobseekers are at risk of a benefit sanction if they are not available, although
countries may have exceptions to these rules under certain circumstances such as health
problems or caring responsibilities. Similar to availability for work, contactability rules may be
useful for the PES, as they implicitly also serve as a work-test. The majority of countries do not
have explicit rules regarding contactability or time to respond to communications from the
PES, but a number of countries state that requirements may be individually agreed between
PES counsellors and jobseekers and are included in individual action plans.

Source: Langenbucher, K. (2015), “How Demanding are Eligibility Criteria for Unemployment Benefits? Quantitative

Indicators for OECD and EU Countries”, OECD Social, Employment and Migration Working Papers, No. 166, OECD
Publishing, Paris, www.oecd.org/els/listofsocialemploymentandmigrationworkingpapers.htm.

Activation from the first day of unemployment

OECD countries follow different practices as regards the sequencing of registration for
benefits and placement. A majority of OECD countries state that both occur
simultaneously or are part of the same procedure. Finland, France, Hungary, Israel, Japan,
Korea, Luxembourg, Norway, Poland, Portugal, and Turkey require registration for
placement before unemployment benefits can be paid. By contrast, in Belgium, Canada,
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Chile, the Czech Republic, the Netherlands and New Zealand, benefit entitlement starts
before registration for placement (see Annex 3.A1).

The majority of countries require claimants to apply in person for benefits and
placement services. A number of countries have for many years allowed different
application routes including phone, fax, or post, and an increasing number of countries are
also offering email- or web-based application procedures (see also Section 5). While
processing of benefit applications without the benefit claimant being present in person
may be less resource-intensive for the PES, availability for work can usually only be
established through personal attendance. Such initial eligibility checks may deter
individuals who can expect to be immediately referred to a job, or do not wish to actively
search for work. Most countries with separate application routes require jobseekers to visit
the PES in person after a period of three days, ranging up to one to three months. A number
of countries may not enforce a maximum delay, or may not require personal attendance at
the PES for certain jobseekers (see Annex 3.A1).

Benefit entitlement usually begins on the day of benefit application. A number of
countries, including Ireland, Luxembourg, Netherlands, Slovak Republic, Slovenia, Spain,
Sweden, and Turkey, also offer retrospective payment from the day of lay-off from the
previous job. Around half of countries then apply a waiting period of three days up to a
fortnight from the date of entitlement (see Annex 3.A1).

How demanding are the eligibility criteria?

In most OECD countries, the benefit systems have rules defining the suitability of job
offers, requirements to report on the outcomes of independent job-search efforts, the
obligation to participate in ALMPs and sanctions for non-compliance with these rules.
Such rules help to ensure that new entrants to unemployment who are relatively
employable choose a new job themselves, and a meta-evaluation by Kluve (2010) found
that programmes described as “Services and Sanctions” are particularly effective in
yielding positive employment effects.

How demanding are job-search and availability requirements?

Jobseekers will usually have a preference for particular occupations, localities, and
wage levels. As these preferences may impact on the likelihood of finding employment,
unemployment benefit legislation in the majority of OECD countries defines criteria for
what constitutes a “suitable job”. Langenbucher (2015) presents the suitable-work criteria
in the OECD countries in three categories: i) required occupational mobility; ii) required
geographic mobility; and iii) other valid reasons for refusing job offers.

In order to keep an active stance at all times, it may also be advisable to require
continued availability for work during participation in ALMPs, since the take-up of market-
sector jobs should have priority over participation in publicly-subsidised employment
programmes. ALMPs by definition must involve at least substantive part-time
participation, but many are not completely full-time activities, and then it may be
appropriate to require continuing job search and verification during ALMP participation.
Whereas a clear majority of countries requires continued availability for work during ALMP
participation for most or all of their programmes, only Australia, Denmark, Estonia,
Germany, the Netherlands, New Zealand, Sweden, Switzerland, and the United Kingdom
require active job search during participation (see Annex 3.A1l).

120 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015



3. ACTIVATION POLICIES FOR MORE INCLUSIVE LABOUR MARKETS

How are the independent job-search efforts of jobseekers monitored?

While self-motivated jobseekers will often look for jobs effectively, other unemployed
may require job-search assistance (see Section 3) and regular monitoring of their
independent job-search efforts to ensure that they search actively for work. A clear
majority of countries have explicit regulations for job-search reporting and monitoring and
many countries require reporting at least on a quarterly basis, with reporting being as often
as fortnightly or weekly in Australia, Portugal, and the United Kingdom (see Annex 3.A1).
By contrast, Chile, the Czech Republic, Greece, Hungary, Israel, Italy, Poland, Spain,13 and
Turkey do not check jobseekers’ independent job-search efforts. In addition to the
frequency of reporting, countries may have adopted specific rules on how benefit
recipients need to document their independent job-search efforts. The documentation
requirements make the jobseekers’ efforts verifiable, and based upon feedback about the
outcomes of job applications the PES may offer advice to improve job-search techniques.
Several studies have shown job-search monitoring can have a considerable impact on
re-employment rates (see e.g. Borland and Tseng, 2007; Klepinger et al., 2002; and McVicar,
2008), although Van den Berg and Van der Klaauw (2006) find that for relatively well-
qualified jobseekers, monitoring may merely cause an inefficient shift from informal to
formal job-search methods. Nevertheless, and perhaps especially for individuals with poor
prospects, monitoring may lead to an increase in the exit rate to work.

In some countries, checks of independent job-search efforts only occur during
intensive interviews. In other countries with high frequency of checks such as the
United Kingdom, the interventions may involve a tick-box check of reported search efforts
and a quick orientation towards possible job vacancies (OECD, 2014a). Few countries have a
general requirement for all jobseekers to report a minimum number of job-search actions
during the monitoring checks. In Estonia, Finland, Portugal, Sweden, and Switzerland such
requirements may be included in an individual action plan or set by a placement officer on
the basis of client characteristics and the local labour market. Only Australia, Iceland,
Japan, Netherlands, Belgium, and the United States require that beneficiaries report a
minimum number of job-search actions per month, ranging from at least one per month in
Iceland up to 20 actions per month in Australia and the United States. While the potential
benefit of such requirements is clear, there is a risk that too-rigid requirements, with high
minimum frequency of job applications required, may generate employer complaints
about too many solicitations. Some countries recognise the validity of other types of job-
search actions, which eases this problem. The United Kingdom has taken a different
approach. While not necessarily specifying the number of job-search actions, the
individual action plan resembles an employment contract and details work preparation
and job-search activities covering the same amount of time as agreed hours for prospective
work (OECD, 2014a). In Canada, under the recent “Connecting Canadians with Available
Jobs” initiative, benefit claimants are categorised as a “long-tenured worker”, “occasional
claimant” or “frequent claimant”, with claimants in the last category required to include in
their search any work that they are qualified to perform with a wage from 70% of their
previous wage, subject to the minimum wage, from week seven of their claim (Service
Canada, 2012). However, here follow-up interviews to review individual compliance are
conducted by the national benefit administration rather than provincial employment
services, and remain fairly infrequent.'4
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What sanctions apply for non-compliance?

In most countries, legislation for unemployment benefits includes the possibility of
sanctions —1i.e. a reduction or interruption of benefit payments for a fixed term, or a
termination of unemployment benefits with the remaining benefit entitlement being lost -
when claimants do not comply with eligibility criteria.!> A number of recent studies of the
impact of warnings about a possible sanction or the imposition of sanctions on
unemployment insurance or social assistance recipients show that sanctions can
substantially shorten benefit claim durations and increase employment take-up by the
sanctioned individuals (e.g. Abbring et al., 2005; Boockmann et al., 2014b; Lalive et al., 2005;
and Van den Berg et al., 2004). There are, however, also studies suggesting that the positive
impact on exit rates and employment may come at the cost of lower quality of post-
unemployment outcomes with respect to job duration and earnings (Arni et al., 2013) and
occupational level and a higher incidence of part-time jobs (Van den Berg and Vikstrém,
2014). Some studies also explore the wider consequences of sanctions and provide evidence
that there may be adverse consequences for child welfare, family welfare, and health
outcomes (see e.g. Griggs and Evans, 2010 for an overview). When sanctions are imposed for
assistance benefits, some countries therefore have safeguards in the system to prevent
families with children or other vulnerable claimants falling below a certain subsistence level.

The strictness of sanctions differs considerably across countries and types of offence.
A comparison of the strictness of sanctions for different situations, including sanctions for
voluntarily quitting the last job, sanctions for refused job offers and sanctions for refusal or
failure to participate in ALMPs and PES interventions can be found in Langenbucher (2015).
Some countries do not impose sanctions for a first offence, but instead issue a warning
only with sanctions applying to subsequent offences. In some situations, such as
voluntarily quitting a job, a large number of OECD countries impose an extended waiting
period before benefits can start, or in some cases complete disqualification from the
benefit. In countries with unlimited duration of benefit entitlements, a termination of
entitlement may not be possible, but in the United Kingdom a loss of benefit for up three
years may apply for repeat offences (OECD, 2014a).

3. Employability: Employment services and programmes enhancing
the employability of jobseekers

The PES may schedule its delivery of interventions in the unemployment spell
approximately as follows:

e Jobseekers participate in a first intensive interview at or close to the time of their initial
registration (OECD, 2007, Chapter 5). Such interviews are used to deliver information
about jobseeker obligations, define an individual action plan, and obtain detailed
information on jobseeker characteristics, history and aspirations to improve advice and
matching of jobseekers to vacancies.

® Most new jobseekers are assumed to be relatively employable, and initially need access
to good labour market information services: in a number of countries, the PES job
vacancy website has a high market share. Jobseekers participate in more or less frequent
additional counselling interviews, where job search is reviewed and related assistance is
offered. There is some expectation that additional requirements will apply if skilled and
employable jobseekers do not fairly quickly find work by their own efforts.
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e For jobseekers with employability barriers identified at the start of the unemployment
spell, early referral to training, work experience or special support for health problems or
disabilities is available.

e If the unemployment spell passes a certain duration threshold, the individual action plan is
updated. At different points, jobseekers may be required to expand their field of job search,
may be directly referred to job vacancies, and may be referred to longer-term training or job-
creation measures, and a subsidy may be offered to employers who hire them.

However, in many countries the PES formally schedules its interventions along the lines
above only to a limited extent. Areas managed differently by a number of countries include:

e In countries with a well-resourced PES and where benefit payments are linked to former
earnings, counsellors have detailed knowledge of specific sectors and aim to match all
jobseekers rapidly and accurately to the best available vacancies, thereby improving the
general functioning of the labour market.

e The use of a particular type of intervention at a particular time is largely discretionary,
often determined by an individual case manager.

e In countries where benefit entitlements are limited, interventions are not necessarily
intensified with the duration of the unemployment spell.

e ALMPs, particularly training programmes, can be separately managed and operate their
own referral processes and target group criteria.

This section first discusses how profiling procedures can assist the PES with an
efficient allocation of scarce resources, then describes the mainstream services available to
jobseekers, and finally a range of more-targeted services to enhance employability.

Who to help? Allocating scarce resources

The interventions that activate disadvantaged groups are primarily those that activate
the hard-to-place and long-term unemployed. At the same time, many individuals with
specific identifiers of disadvantage, such as lone parenthood, find work without intensive
assistance. The PES needs to concentrate its scarce resources on jobseekers who have
become long-term unemployed, or ideally on those most at risk of becoming long-term
unemployed. Many types of information can contribute to the assessment of this risk.
Box 3.3 reviews experiences with profiling tools that are used to allocate jobseekers to

Box 3.3. Profiling tools

Jobseeker profiling procedures allocate jobseekers across a small number of categories, in
order to manage scarce resources and deliver services that are appropriate for the needs of
each group. Procedures are often based in part on regressions of claimants’ probability of
becoming long-term unemployed on their characteristics. Often profiling is implemented at
the start of the unemployment spell, and identifies some claimants for additional support
while claimants at low risk may, for example, initially only sign a jobseeker commitment and
attend group sessions. Profiling procedures and information may also provide a framework
for caseworkers to create an individual action plan (IAP) and personalise assistance for new
clients at an early stage. Some examples of national procedures are:

® In Australia, the Job Seeker Classification Instrument (JSCI) is scored for 18 factors with
the maximum points ranging from one or two for variables such as access to transport,
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Box 3.3. Profiling tools (cont.)

and up to 14 or 16 for the broad areas of age/gender and income support history. Over
half the possible points are allocated based on administrative records and routine
information such as the jobseeker’s home address and phone contactability. Other
points are allocated based on a questionnaire addressed to all jobseekers when they first
register for payment. When disability/medical conditions and psychological,
behavioural and domestic issues are reported, specialist assessments are undertaken to
supplement the jobseeker answers. Based on their JSCI score, jobseekers are allocated to
one of four Streams with different intervention regimes and schedules of payments to
providers for their services and outcomes. If private providers note evidence that scores
are too low, they may readminister the JSCI questionnaire and enter revised points in the
shared IT system. Importantly, this procedure generates a national database of JSCI
scores which, together with administrative records and further data, is use to control for
characteristics of the caseload when rating the performance of individual providers in
terms of their impacts on clients’ employment outcomes, and estimating the impact of
different active labour market programmes (ALMPs).

e In Austria, without using a formal profiling procedure, the PES applies a three-zone
concept, with an info-zone just for information, a service zone for registration and basic
services, and a counselling zone where clients who are still unemployed after three
months receive intensive case-management services. The customer flow is routed based
first on the individual customer’s request and verification of placement opportunities
with an “instant matching” (Reality Check) which achieves “rough profiling”. A more
precise action plan is developed with a decision on zone classification and the intensity of
service by the placement agent. Client groups deemed to need more support, such as
young persons or persons with a lack of qualification, can be directly transferred to the
counselling zone.

e In Denmark, unemployment insurance and social assistance recipients are assessed
according to the same principles, and a “match model” distinguishes broadly between
unemployed individuals ready to take on a job, people able to take part in active
employment measures and those temporarily on passive measures. These forward-
looking criteria are primarily assessed by caseworkers, who use duration on assistance
as a “benchmark” but not the decisive consideration. Most other countries have separate
procedures for temporary exemptions from job-search requirements.

e In Germany, clients are segmented into six different profiles using a software-guided
assessment of their “distance to the labour market”. Each profile is in principle linked to
a specific service strategy to be followed by the caseworker, although qualitative
research has found that direct links between profiling results and goals set in the action
plans are rather weak.

Other examples of profiling procedures are the US Worker Profiling and Reemployment
Services (WPRS) introduced in 1993, Ireland’s profiling of clients with the introduction of its
unified employment service Intreo in 2012, and the Dutch “work explorer” profiling tool filled
in electronically by the jobseeker, introduced around 2013 (see Box 3.14). Information
technology has probably facilitated the use of some form of profiling, but approaches remain
very varied. The need for formal categorisation of clients is greatest where the PES caseload is
particularly varied, where the PES systematically refers clients on to distinct services or private
service providers, or where — as in the United States and more recently in Ireland — counselling
resources are limited and access needs to be rationed in some way. For clients who regularly
see an individual case manager, formal allocation to categories may add little value.
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Box 3.3. Profiling tools (cont.)

Unemployment duration captures the impact of disadvantage factors that are difficult to
document or to incorporate directly in a statistical profiling model. Most countries bring in
different, often more-intensive, services as the duration of unemployment increases, and
some countries rely mainly on this scheduling approach. It should be kept in mind that
targeting on unemployment duration has specific incentive effects, e.g. employment
services have a perverse incentive to delay placements, if the outcome payments or
performance points awarded increase with unemployment duration.

Source: AMS (2011), “Employability Profiling System - The Danish Experience”, Presentation at an European
Commission PES to PES Dialogue Meeting on Profiling Systems for Effective Labour Market Integration; Konle-Seidl, R.
(2012), “Monitoring and Follow-up of IAPs and their Outcomes in Selected EU Countries”, Presentation at
European Commission PES to PES Dialogue Meeting on Activation and Integration: Working with Individual Action
Plans; Rudolph, H. and R. Konle-Seidl (2005), “Profiling for Better Services”, Report on the European Profiling

Seminar, Nuremberg; 12-14 January; OECD (2012), Activating Jobseekers: How Australia Does It, OECD Publishing,
Paris, http://dx.doi.org/10.1787/9789264185920-en.

more- or less-intensive service streams, often based on the risk of becoming long-term
unemployed. Repeat unemployment, which is equally problematic in some countries, is to
some extent treated as equivalent to long-term unemployment, depending on detailed
rules about whether the count of unemployment duration resumes or is set to zero after a
short period in employment.

Support through mainstream tools and services

Counselling is usually one of the main services delivered by the PES and jobseekers may
be able to receive such counselling on a voluntary basis or they may be mandated to attend
meetings. Although counselling is usually targeted at people out of work and on benefits, the
PES in some OECD countries also offer counselling or more-detailed career advice to all
jobseekers, including people who are in work but are considering a change of job.

Job-search assistance through intensive counselling interviews

Following initial registration interviews, intensive counselling interviews later in the
unemployment spell are often used to detect opportunities to increase or update
jobseekers’ skills, review CVs, provide advice on job-search strategies or interview
techniques, refer jobseekers to open vacancies, discuss referrals to ALMP programmes and
update and modify individual action plans. This sub-section shows that while scheduling
mandatory interviews may already generate positive employment impacts through a
threat effect, such services are particularly effective if they are of high quality.

The intensity and frequency of meetings with counsellors varies considerably across
countries and may vary depending on the customer group (OECD, 2007, Chapter 5). While a
high frequency of interviews may be desirable, it is often constrained by staff caseloads
- the ratio of clients to employment counselling staff. As for initial eligibility reviews,
counselling services may be more effective through the threat effect (i.e. causing flows off
benefit prior to the actual interview) than through the actual delivery of the service
(Graversen and van Ours, 2008; and Héagglund, 2011). A recent study for the United States
shows that claimants who exited benefit before a scheduled job-search assistance
programme had improved job prospects in the longer run compared with those who
participated (Cebi et al., 2013).1® On the other hand, in Denmark much of the impact on
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employment arises from vacancy referrals received during the interviews, with also some
evidence for longer-run effects associated with more effective job search throughout the
unemployment spell (Van den Berg et al., 2012). In Finland, in 2014 a policy change sharply
increased the rate of vacancy filling by direct referrals. Following the principle that the
jobseekers referred should be those who best meet employer needs, the increase in job
offers particularly concerned the short-term unemployed, ALMP participants and job
changers, with many offers of vacancies to jobseekers in a different municipality or
registered for a different occupation. This helped employers to fill their vacancies rapidly,
and shortened the duration of unemployment spells for young people, but not for those
aged over 50, perhaps because this group already has good knowledge of the jobs available
(Raisdnen and Jarvela, 2014).

Where employment service counsellors have interviews with jobseekers the quality
and individualisation of the content is key. Low-intensity counselling interventions may
have no impact on movements into employment, as evidence from the Netherlands
suggests (Van den Berg and Van der Klaauw, 2006). By contrast, in an experiment in
Denmark, early and frequent meetings with unemployed workers increased employment
over the next two years by up to five weeks (Pedersen et al., 2012). Positive impacts on exits
to employment have also been found for France, suggesting in particular that intensive
counselling can improve the quality of job matches, thereby reducing unemployment
recurrence (Crépon et al., 2005). A recent trial from Nevada in the United States shows that
already a first meeting of jobseekers with counsellors expedited reemployment and helped
participants to get relatively higher paying jobs: although some of the impact occurred
prior to the first meeting and is described as a “threat” effect, the greater part of impact
arose subsequent to the meeting and is described as a “reemployment services effect”.
Among the services offered were a review of skills and experience and advice on how to sell
those in the labour market, the development of an individual work-search plan, provision
of information on local labour market conditions and referrals to employers with job
openings matching the jobseekers’ skills and experience (Michaelides, 2013). In addition to
individual job-search assistance, some countries require participation in job-search
training courses. In Austria, a mandatory job-search training programme was estimated to
reduce the remaining duration of the unemployment spell by about one third, for those
who participated in the first 240 days of their unemployment spell (Weber and Hofer, 2004).

Positive employment impacts may be achieved through a reduction of client-staff
ratios, resulting in more personalised services. In a recent German experiment, 14 local PES
offices hired additional caseworkers to lower the staff/client ratios to an average of 1:70
(from the usual 1:80 to 1:250) to improve the quality of placement services. Evaluations of
the experiment showed that with lower caseloads PES offices could intensify counselling,
monitoring and sanction efforts as well as contacts with local firms, resulting in shorter
benefit durations in the participating PES offices. The costs of hiring additional
caseworkers were offset by decreased benefit expenditure after a period of about ten
months (Hainmueller et al., 2011; and Hofmann et al., 2012). While there is a large body of
research studying the impact of job-search assistance and counselling programmes on
employment outcomes,’ there is also a growing body of more recent evidence addressing
the question which counselling strategies are the most successful (see Box 3.4).

With potentially large movements off benefits to be made through the provision of
individualised counselling services, a number of countries have contracted out some of their
counselling services to profit and non-profit contractors, with the aim of especially helping
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Box 3.4. Which are the most successful counselling strategies?

Competent and motivated employment counsellors are the centrepiece of the public
employment service’s (PES) role in activating jobseekers and facilitating transitions to
employment. Counsellors need a broad range of competencies combining “hard” skills
(e.g. performing administrative tasks and using IT systems) with “soft” skills such as job
broking, counselling and social work to improve outcomes for the unemployed. A number of
recent studies therefore focussed on which counselling strategies and caseworker
characteristics are associated with positive impacts on employment. In Switzerland,
periodic evaluations are required under the 1996 unemployment insurance legislation:
Aeberhardt (2014) summarises a number of recent studies focusing on jobseeker
expectations, search resources and methods, and measures aimed at enhancing them and
the management of counselling services.

Work-first strategies

A number of European studies have shown that so-called “work-first” strategies, where
caseworkers concentrate on supporting and guiding clients in their search for work and
rapid job placement rather than placement into training measures, improve employment
outcomes (Boockmann et al., 2014a; Egger and Lenz, 2006; Frolich et al., 2007; Lagerstrom,
2011). However, targeted training within a “mixed” strategy is often effective (see Box 3.7)
and there is a case for some increase in the use of training in a recession (see Box 3.1). One
study for Denmark estimated that when a series of meetings were held, the later meetings
(typically after six or more months of unemployment) had a greater proportional impact
on the rate of exit to employment (Van den Berg et al., 2012).

Caseworker characteristics and attitudes

A Swiss study found that a similar social background between caseworkers and
jobseekers — as measured by nationality, gender, educational level and a similar age - can
have positive impacts on employment and job stability, possibly through channels such as
motivation, trust or more effective communication strategies. Similarity in only one or two
personal characteristics did not lead to detectable effects on employment (Behncke et al,,
2010a). This may imply the need for a diverse PES workforce, to facilitate the allocation of
jobseekers to caseworkers with a similar social background. Another Swiss study found
that good staff/client ratios and the recruitment of motivated and highly trained personnel
were factors that reduce the average duration of unemployment spells and the percentage
of jobseekers entering long-term unemployment (Egger and Lenz, 2006). Caseworker
attitudes toward their clients may also play an important role. Several studies from
Switzerland and Germany found that caseworkers who apply tough rather than softer,
more co-operative attitudes towards their clients may be more successful (Behncke et al.,
2010b; Frolich et al., 2007; and Boockmann et al., 20144a; the latter find positive impacts for
flows off benefit but not for flows into employment).

Employer contacts

Egger and Lenz (2006) identify contacts with employers by all job counsellors as a major
success factor and Frélich et al. (2007) find a positive impacts on employment rates in PES
offices where the staff have good relationships with employers and, in particular, know
employer needs, rapidly react to vacancies and make targeted use of direct referrals after
a careful pre-selection of candidates. The authors also find a clear positive correlation
between jobseeker outcomes and PES office co-operation with private placement agencies,
which may be complementary to direct employer contacts.
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Box 3.4. Which are the most successful counselling strategies? (cont.)
Case management to tackle exclusion

Multi-disciplinary team-working is a recommended response to social exclusion, when
individuals and families need assistance in several areas of life. Health specialists,
psychologists, social insurance case-workers and other professionals may similarly
co-ordinate their responses to individual sickness absence. Watt (1998) lists good practices
in employment counselling and guidance with a focus on networking between local actors
and outreach to different unemployed client groups. As the full co-ordination or
integration of diverse interventions is difficult and potentially costly, these approaches
have sometimes been experimental, and often dependent on project funding, but in a
number of countries national programmes have also partly integrated the delivery of
employment and social services (Taylor, 2009). In Norway, the new national service NAV
(see Box 3.12) in 2007 introduced the Qualification Programme, which offers selected hard-
to-employ people (on social assistance, and at risk of permanent exclusion) a standardised
payment which is not means-tested, typically increasing their net income by about 50%, in
return for full engagement in an individualised qualification and activation plan.
Markussen and Roed (2014) suggest that this programme associates activation with
generosity to a unique extent. They estimate that it raises the employment rate of its
participants by about 18 percentage points. The jobs are often part-time or poorly paid, but
if the employment impacts are maintained for five years or more this programme’s
benefits are likely to exceed its costs.

more disadvantaged jobseekers who are at the risk of becoming long-term unemployed. Two
recent studies for France and Germany, however, show that such private provision may not
result in more favourable outcomes than public provision through the PES (Behaghel et al,,
2014; Krug and Stephan, 2013), while another recent study for the United States shows that
job-placement firms tend to fulfil their obligations by means of temporary-help jobs, which
leads to significantly lower labour market integration (Autor and Houseman, 2010). While the
results should not be used to imply a preference of public over private provision, they
highlight a need for designing contracts that incentivise the desired behaviour by providers
and the importance of managing providers’ performance (see Box 3.11).

Career advice and employment retention and advancement (ERA)

As discussed in the introduction, interventions to activate disadvantaged groups are in
practice mainly interventions targeted on the hard-to-place unemployed: it is not usually
possible to target people with disadvantage indicators where the requirement to be available
for work is absent. At the same time, to ensure that its interventions are inclusive and seen
to be so, the PES should where possible target non-unemployed groups and adapt service
strategies to their needs. This section discusses the scope for employment services targeted
on people who are already employed, and that aim to promote in-work progression.

In some countries, career advice services are part of the main PES organisation, and in
others publicly-funded career advice is separate from the main PES organisation, often
acting as a gateway to publicly funded vocational training with the registered unemployed
being able to apply for training courses. Participants in longer-term training are often
moved onto a training allowance and no longer treated as registered unemployed. Career
advice for youths is often broadly targeted on school attenders, but referrals may also be
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received from counsellors who are working with unemployed and NEET youth. Adult
participation in career advice services is usually voluntary, mainly helping workers who
are already fairly well motivated, employable and able to complete further vocational
qualifications if necessary (Box 3.5).

Box 3.5. Career advice

Career and vocational guidance services for adults promote progression and
advancement in work. However, public funding for these services is often not solely or not
primarily the responsibility of the main PES organisation.

In some European countries, specialist career guidance staff work in local PES offices.
In 2005, a survey of European countries found that, within the PES, only Finland and
Switzerland have specially trained vocational guidance staff who are all graduate
psychologists; in Finland, about 10% of front-line staff were psychologists. Distinct career
guidance services were also located within the PES in Belgium (Wallonia), Estonia,
Germany, Lithuania, Luxembourg, Poland, the Slovak Republic and Slovenia. Currently,
Denmark reports a vocational guidance counsellor role; the Federal Employment Agency in
Germany is the most important institution for vocational guidance; and Information and
Career Planning Centres are located within Voivodeship Labour Offices in Poland. In
France, although there is not a specialist vocational guidance counsellor role, the PES
frequently refers clients who aim to change occupation or advance within their enterprise
(not only those seeking work) to a skills assessment (bilan de compétence) with a specialist
consultant, who provides suggestions for career development.

However, it is also common for adult career and vocational guidance services to be
mainly associated with adult training services, and then they may be managed by other
ministries than the labour ministry. In England, for example, guidance for adults is
provided under the Department for Business, Industry and Skills: the National Careers
Service website invites visitors to first undertake a Skills Health Check by completing a
range of online questions to generate a report, and then talk with an adviser.

There are significant tensions between career guidance and other objectives of PES work:
career guidance addresses longer-term goals linked to lifelong learning and sustained
employability, whereas employment advisers often aim to get unemployed individuals into
employment (and therefore off benefit) as quickly as possible. For Germany, where career
guidance has a relatively large role, an observer nevertheless remarked that the principle of
social insurance is to minimise the risk of claims and the extent of claims, and it is not easy
for career guidance to find its place within this “insurance logic”. The PES has “gatekeeping”
and policing functions in relation to public resources, and career advice identifying a change
of career that involves training could be problematic for the unemployed person and the PES,
because as a rule the short-term unemployed are not allowed retain unemployment benefits
during participation in longer-term vocational training.

In some countries, the PES allows the short-term unemployed to take-up a range of short-
term training opportunities while retaining unemployment benefits or an equivalent
training allowance. If the PES takes decisions in relation to longer-term training, they are
generally discretionary. Often allowances are granted by a national or local training agency
with a limited budget open to people in work as well as the unemployed, and the applicant’s
capacity to benefit is a key consideration.
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Box 3.5. Career advice (cont.)

Reflecting these tensions, participation in guidance services is usually voluntary, with a
risk that the rates of participation by disadvantaged groups will be low. Measures that
might counter this tendency include enhancing the offer of lower-level training courses
and adult apprenticeships, enhancing the offer of in-work progression services targeted on
recently-unemployed and low-income workers, and increasing the focus on job stability in
the PES placement process. Such measures need to be tested for effectiveness, as
discussed in Box 3.6.

Source: http://euroguidance.eu/guidance-systems/; Sultana, R. and G. Watts (2006), “Career Guidance in Public
Employment Services Across Europe”, International Journal for Educational and Vocational Guidance, Vol. 6, pp. 29-46.

In the context of welfare-to-work reforms some experiments have implemented
Employment Retention and Advancement (ERA) services targeted directly on ex-welfare
and low-income groups in work. These experiments offered a broader range of services,
often including some career advice. Most of the initiatives that were targeted on employed
people no longer receiving any benefits did not have an impact, largely due to difficulties
in maintaining contact with these clients. However, employment services targeted on
people in work but still entitled to a partial benefit payment, employment services
delivered before entry to work but encouraging jobseekers to apply for stable jobs, and
employment services with voluntary participation but in association with financial work
initiatives, all had a positive impact in at least one experiment.

These findings, summarised in Box 3.6, suggest that a variety of factors can motivate
increased participation in employment services, which then can increase the total
earnings of a target group by up to 10% for some years afterwards, perhaps with a
significant lag before the net impact appears.'® The successful designs, with participation
in employment services linked in some way to a benefit payment or a financial incentive,
were variations on conventional strategies more than radically new strategies. This
suggests that the job-stability focus could usefully be increased within conventional
employment services, not only in special or outreach services.

Box 3.6. Employment retention and advancement services

Activation measures and public employment services can improve employment
outcomes by matching jobseekers to the most appropriate job vacancies, with a preference
for stable jobs, enforcing benefit sanctions when jobseekers leave a job voluntarily and
promoting rapid return to work when clients reregister as unemployed. Some initiatives
have also delivered in-work services to improve retention and encourage advancement to
a better job, or participation in education and training.

In the United States, from 2000 to 2003, innovative Employment Retention and
Advancement (ERA) programmes were evaluated, with participant outcomes tracked for
three to four years following random assignment. For low-income single parents, 9 of
12 programmes evaluated did not appear to be effective. This was often related to
difficulties in maintaining contact with clients when they were no longer claiming
benefits. Of the three successful programmes, one offered an in-work benefit to those
working 30 hours per week or more, and another was mandatory for people who were
already working but also receiving some welfare payments. A third programme, which
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Box 3.6. Employment retention and advancement services (cont.)

delivered employment assistance mainly through community-based organisations with
voluntary participation, increased total earnings by about 10% over the four-year follow-up
period. It shortened unemployment spells, increased the length of employment spells, and
promoted entry into jobs with unemployment insurance coverage, although it had little
impact on other measures of job quality. However, improvements in employment
retention in the successful programmes were associated with rapid placement back into
work following job loss, more than reductions in the rate of job loss.

From 2003 to 2007, the United Kingdom implemented an experimental ERA programme
which combined job coaching and advisory services with financial incentives for sustained
full-time work and for the completion of training or education.

@ For lone parents, the financial incentive did not in any year increase average months
worked, but it encouraged some lone parents who were initially working part-time to
move to full-time work, which qualified them for the incentive payment. The positive
impact on hours to some extent continued after termination of the incentive payments.
However, there was a positive impact on total earnings only in the first year, and usually
no impact on hourly wages or job-quality indicators. The programme increased
participation in training by those with lower educational qualifications, but the
additional training did not necessarily result in short-term economic advancement.

® For the long-term unemployed, ERA caseworkers provided a range of retention and
advancement assistance, and encouraged clients to take into account the likely
longevity of employment and prospects for advancement in their job search. After the
first year, the programme increased employment rates by about 10% (2-2.5 percentage
points on the control group rates of about 20-25%). The early positive impacts resulted
from higher job-entry rates, but from the fourth year, when the financial incentive had
stopped, there was also a positive impact on job-retention rates. For this programme,
unusually, increases in earnings exceeded the programme operating costs and the cost
of in-work benefit payments.

In the more-successful experimental programmes, employment services, both voluntary
and mandatory, often had positive effects that were maintained or still increasing after
three years. This was also a key finding from Canada’s Self-Sufficiency Project Plus, which
offered employment services with a time-limited in-work benefit.

With the introduction of Universal Credit (UC), over a million UK workers will be subject
to “in-work conditionality”, an obligation to seek higher-paid work. A randomised control
trial in 2015 and 2016, with over 10 000 participants and about 5 000 in the control group,
will evaluate a range of in-work progression strategies.

Source: Dorsett, R. (2013), “The Effect of Temporary In-Work Support on Employment Retention: Evidence from
a Field Experiment”, NIESR Discussion Paper, No. 411; Greenberg, D., J. Walter and G. Knight (2013), “A Cost-
Benefit Analysis of the Random Assignment UK Employment Retention and Advancement Demonstration”,
Applied Economics, Vol. 45, No. 31, pp. 4335-4354; Hendra, R. et al. (2010), “How Effective Are Different
Approaches Aiming to Increase Employment Retention and Advancement? Final Impacts for Twelve Models”,
MDRC; Hendra, R. et al. (2011), “Employment Retention and Advancement (ERA) Demonstration: Delivery,
Take-Up and Outcomes of In-Work Training Support for Lone Parents”, DWP Research Report, No. 726; Hendra, R.
et al. (2011), “Breaking the Low-Pay, No-Pay Cycle: Final Evidence from the UK Employment Retention and
Advancement (ERA) Demonstration”, DWP Research Report, No 765; McVey, E. (2015), “House of Commons
Written Answers and Statements, 22nd January”.
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Targeted programmes and services

A range of services, including ALMPs that help jobseekers acquire relevant skills, gain
work experience and work motivation may be needed to address specific employment
barriers and promote more stable employment trajectories. Training programmes are
discussed in this sub-section, while employment incentives and direct job creation
programmes are covered in Section 4.

The employment rates of workers with below upper secondary education are much
lower than those with tertiary education (see Figure 3.2). While this partly reflects their
withdrawal from the labour market, workers with less than upper secondary education
usually also have higher unemployment rates than workers with upper secondary or
tertiary education (see Statistical Annex Table G). Training programmes may improve the
skills of those with lower educational attainment, and reverse human capital depreciation
that results from longer unemployment spells.

Early evaluations of training programmes often found a negative impact or only a
small positive impact on net employment outcomes in the short run. Negative short-term
impacts reflect so-called “lock-in” effects; participants and training providers often expect
courses to be completed, and participants in any case have less free time for job search, so
job-entry rates tend to fall whilst on the programme. Some countries, however, retain job-
search requirements during participation in non-vocational courses (Annex 3.A1). In the
United Kingdom, fees for training providers consist of an 80% service component and a
20% result-based component, with the latter being paid only if the jobseeker finds
employment whilst on training or thereafter (OECD, 2014a): this arrangement might reduce
the lock-in effect, although it mainly rewards the final employment impact.

As reported in the meta-evaluation by Card et al. (2010), in the medium term beyond
two years after entry to training programmes, their impact is often estimated to be quite
strongly positive. Most estimates use non-experimental methods, and the accuracy of
impact estimates is not guaranteed. Good outcomes are reported for some job-search
oriented shorter programmes, but also for vocational training targeted on sectors in
demand, longer vocational training, and training in workplaces. At the same time, there
are signs that significant investment in general and classroom training pays off further
into the long term, perhaps after ten years (see Box 3.7).

Box 3.7. Training programmes: What works for whom?

Training vs. employment-focused programmes. An analysis of the findings from a large number
of US (and one Canadian) Welfare to Work experiments conducted in the 1980s and 1990s,
with tracking of participant and control group outcomes for three or more years, concluded
that employment-focused programmes (which prioritised job-search assistance and
training, and sometimes work experience) that also allowed some welfare recipients to
enroll in short-term education or training (“mixed” programmes) had the most consistent
impact. “Education-focused mixed-activity” programmes, which stressed education
activities for the most-disadvantaged groups, tended to have the smallest effects for these
groups (Michalopoulos, 2004). Further tracking of the outcomes for one of the successful
“mixed” programmes has suggested that, from about the fifth year onwards, the impact
became relatively positive for those who participated in the education or training elements,
although this estimate remains subject to possible selection effects (Hotz et al., 2006).
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Box 3.7. Training programmes: What works for whom? (cont.)

Specific skills us. general training. Studies often find that the impact of training on employment
and earnings is relatively large for specific skills training (e.g. O’Connell, 2002, in Ireland). Low-
income disadvantaged workers who participated in training for sectors with relatively high
earnings and strong labour demand had earnings nearly 30% higher than non-participants
between 13 and 24 months after random assignment (Maguire et al., 2009, in the United States).
Along the same lines, for displaced workers, an academic year of community-college training
was associated with a long-term earnings gain of about 10% in the case of quantitative and
technically-oriented vocational courses but about 3%-5% for other courses (Jacobson et al., 2005).
However, Korpi et al. (2003), using life history data from Great Britain, the Netherlands and
Sweden found that vocational training for young people reduced precariousness during the
transition from school to work, but was not associated with better outcomes than general
education in later years, and possibly had a less-favourable impact for those who became
unemployed. Stenberg and Westerlund (2014) found evidence of a relatively long-term impact
from Sweden’s Adult Education Initiative (AEI), which allowed 25-55 year-olds on
unemployment benefits to attend a year of full-time schooling at the upper secondary level, and
for some years in the late 1990s was Sweden’s largest labour market programme. Among
individuals who received unemployment benefits in 1997, the AEI participants at first had lower
annual earnings than matched participants in labour market training (LMT), but subsequently
the earnings gap closed. For women who had not completed secondary education, by 2010 AEI
participation was associated with earnings about 10% higher. The authors suggest that general
training enhances the ability to adapt to changes in the demand for skills.

Long-term follow-up. Hollenbeck and Huang (2006) estimated the impact for 11 different
workforce development programmes in Washington State and concluded that only one of
them generated a net saving for public authorities in the first 2% years. But after
completion of training, most programmes increased the earnings of participants by about
20% and eight of them generated a net saving for public authorities in the long run.
Heinrich, Mueser and Troske (2008) estimate, for US Workforce Investment Act (WIA)
training, that the earnings of adult participants catch up with those of non-participants
within ten quarters and they go on to register marginal benefits from training that may
exceed USD 400 in earnings per quarter. Estimated earnings gains were larger for women,
but were relatively small for dislocated workers (those who were in a long-term stable job
before becoming unemployed). German studies identify that, after a negative (lock-in)
effect on employment rates during the training period and slightly beyond, specific skills
training increases employment rates by about 10 percentage points (Fitzenberger and
Volter, 2007; Fitzenberger and Spekesser, 2009). Lechner, Miquel and Wunsch (2011)
estimate, for 1992-93 entrants to several training programmes in West Germany, that a
positive impact on employment rates of 10 to 20 percentage points emerges, and this
impact declines only slightly within an 8-year observation period. Retraining (2-3 year
courses for adults), despite a long lock-in period, has the largest positive impact by the
eighth year, but short-term training (which can consist primarily of assessment, profiling
and job-search training) also has a large impact and, since it is much cheaper, is more cost-
effective. “Practice firm” training tends to be effective for those unemployed for more than
six months. In remarkable contrast, Wunsch and Lechner (2008) estimate, for 2002-
03 entrants to seven types of training in West Germany, that all programmes fail to
improve their participants’ chances of finding regular employment within 2.5 years, with
no evidence that positive employment effects could be expected for later periods. They
conclude that the impact of training programmes was genuinely lower in the 2000s than it
was in the 1990s, due to a change in the quality of programmes, the participants, the assignment
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Box 3.7. Training programmes: What works for whom? (cont.)

process or certain characteristics of the labour market. Rinne, Schneider and Uhlendorff (2011)
report that medium-term programmes have a positive impact on employment probabilities and
earnings for almost all skill and age sub-groups. Biewen et al. (2014) find a positive impact of
training for people who have been unemployed for some time, and for women.

Estimation biases. Recent studies of the US Workforce Investment Act (WIA), as well as most
European studies, use non-experimental data, comparing outcomes for participants with
outcomes for matched non-participants, but there is a well-known risk of bias in the impact
estimates, associated with selection into participation. Heinrich, Mueser and Troske (2008)
carefully consider possible selection effects, and judge that selection on stable individual
characteristics is not generating spurious positive estimates of impact, but some estimated
differences are undoubtedly due to selection effects, and incentives related to unemployment
insurance (UI) benefits may be temporarily depressing employment rates for part of the
comparison group used. OECD (2012a) notes that in Australia a significant proportion of
benefit recipients are temporarily exempt from job-search requirements due to short-term
illness and other factors, and suggests that the comparison group of non-participants used for
estimating net impacts is more likely to be in this situation. Lechner and Wiehler (2011)
document that many studies internationally have estimated more positive impacts for women
than for men, but they also present evidence for Austria that controlling for pregnancy and
parental leave status (which has rarely been done in other studies) is very important for
reducing selection bias, and brings the impact estimates for younger women close to those for
men. Lechner and Wunsch (2013), using an unusually rich data set, find that a wide range of
control variables, which are not often available for this type of study, affect impact estimates.
Biewen et al. (2014) also explore several alternative definitions of the comparison group, and
Stephan (2008) reports specifically that when the comparison group for labour market
programme participants consists of people who not have yet participated in a programme (an
increasingly popular approach), impact estimates are much more positive than they are when
the comparison group is restricted to people who did not participate in a programme at any
time during a 3% year follow-up period. She also warns that estimated positive impacts for
short-term training within firms may partly reflect the selection of participants by firms.

The variable nature of training expenditure. The Training category in the OECD/EC Labour Market
Programme Database can include longer-term job-search training, work experience with some
training elements, classroom training, training within firms, and pre-apprenticeship
programmes and special support for young apprentices. Programmes involve widely varying
durations of participation. The content includes basic education (foundation, remedial,
literacy/numeracy training), skills training with or without certification, and in a few cases
training for a professional qualification. Participation in training is often mainly voluntary, but
in some cases it is partly or primarily obligatory. In some countries, candidates receive training
vouchers and can then choose their training provider, but with some guidance for the users
and some regulation of the training market. Local employers may or may not be closely
involved in the management of training organisations. All these factors could influence the
quality of training courses and their effectiveness. A further complication is that evaluations
typically assess the impact of training in terms of transitions from unemployment to
employment, but it may be more cost-effective to target much of the training on already-
employed disadvantaged workers, so as to link it more closely with the work environment. In
Denmark, the central recommendation of a recent expert committee is to cut funding for
general counselling and skills enhancement programmes, while introducing new incentives
for training in a company, and increasing mentoring and bridge-building measures that
support people into and during training and work (Ekspertgruppen, 2014).
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4. Opportunities: Expanding available and accessible earnings opportunities

The previous sections focused on supply-side factors, which are important to bring
more people into the active workforce and into employment. However, this is only part of the
story. What happens to unemployed workers and other population groups with labour
market barriers not only depends on their motivation to look for work and the qualifications
and skills they possess, it also depends on the demand that exists for those skills and
qualifications. Employment opportunities for unemployed workers, in particular, depend to
a considerable extent on the health of the economy. Even though the PES can only to a
limited extent influence short-term macroeconomic conditions, it has a crucial role in
ensuring that users of its services have access to a wide range of employment opportunities
regardless of the state of the business cycle, and in promoting the effective functioning of the
labour market, especially the parts of it where jobseeker behaviour is influenced by benefits.
The central function of the PES is to act as a job broker matching jobseekers and employers.'?
Different ALMPs, including programmes to finance business start-ups, targeted wage
subsidies and direct job creation programmes, also aim at directly increasing job
opportunities for the unemployed. For certain groups, activation policies need to be
combined with childcare, adaptation of the workplace, or health measures to expand the set
of available employment opportunities. The remainder of this section focuses first on the
job-brokerage function of employment services, then discusses labour market programmes
which are aimed at the demand-side for labour and concludes with further policies to
address employment barriers facing specific groups in the labour market.

The job-brokerage function of employment services

Job brokerage is the process of matching jobseekers with employers who are seeking
to fill vacancies. The matching process is efficient if individuals move relatively quickly
into jobs which maximise their wage and their productive contribution, thus making an
economy overall more productive. Information is crucial if labour market matching is to
work efficiently. Jobseekers need to be well-informed about available jobs and job
requirements, and employers need information about jobseeker skills and willingness to
take the jobs they can offer; otherwise inefficient job matching may cause (prolonged)
unemployment and poor matches. Although the central function of the PES is to match
jobseekers and employers, it operates in an environment where many vacancies are filled
through other recruitment channels. It aims to strengthen its role as a job broker by
offering vacancy databases and other more specialised services to employers.

PES vacancy databases: the best reference for matching labour supply and demand?

Gaining the trust of employers is a precondition for the PES to function as a competent
job broker. However, this is not easy because employers often have negative perceptions of
the PES. Employers may perceive jobseekers referred by the PES as less motivated and
trustworthy than other jobseekers and suspect that the PES hides important information
in attempting to reintegrate an individual (Larsen and Vesan, 2012). Job-search reporting
requirements could exaggerate this problem, as they increase the risk that hard-to-place
clients apply for good PES job vacancies, which in turn may reduce the willingness of
employers to notify vacancies. Some countries require employers to notify their vacancies
to the PES, but enforcement is limited. The PES in many countries takes a different
approach these days, by running vacancy databases which are open to the wider public and
promoted as an alternative to vacancy databases run by the private sector. Increasingly, the
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databases are not only used to advertise vacancies, but also jobseekers are able to upload
their CVs to the databases to market themselves to employers.

In a number of OECD countries, the PES online vacancy databases have established strong
positions and now are the single most used vacancy platforms, as measured by the proportion
of all vacancies in the economy being notified to the PES database. For example, in Sweden the
ratio of vacancies notified to the PES database to total new hires in the labour market was 44%
in 2013, and in Germany around 50% of all vacancies are reported to the PES
(Arbetsformedlingen, 2014; and Bundesagentur fiir Arbeit, 2015).2° Jobseekers in Europe also
have the option of seeking jobs through the EURES network (https://ec.europa.eu/eures/page/
index), which combines vacancy information from the PES of all EU member states, Norway;,
Iceland, Liechtenstein and Switzerland. A comparison of the number of EURES vacancies
registered per country shows that PES vacancy databases are less well established in a number
of European countries. The relative strength of the PES in acting as a job broker is also reflected
in the proportion of unemployed who contact the PES as part of their job-search methods and
the proportion of recent job matches (including both transitions from out of work into work
and job-to-job transitions) realised through the PES (see Box 3.8).

Box 3.8. How important is the role of the PES as a job broker

Public employment services across Europe are structured quite differently in their institutional set-up
(see Box 3.12), but a primary aim of all is matching jobseekers with employers posting vacancies. The
relative importance of the PES as a job broker and hence its “market share” is of relevance to policy makers,
especially in the context of unemployment levels still exceeding their pre-recession values. International
comparisons of market shares in job broking are difficult to conduct as there are no standardised concepts
for defining, collecting and processing information. Some indicators are, however, available from the
European Union Labour Force Survey (EU-LFS). The EU-LFS queries respondents who have started their current
job within the last twelve months on the involvement of the PES at any moment in finding their present
job. Furthermore, individuals currently seeking a new job — whether currently unemployed or looking to
change jobs — are asked about the job-search methods they apply, including a question on whether they
contacted the PES to find work.

The market share of the PES in recently realised job matches seems low. In the 21 countries for which
data are available, on average only 9% of individuals who have recently started their new job indicate an
involvement of the PES (see Figure 3.4, Panel A). The PES involvement exceeds 15% in Slovenia,
Luxembourg, Sweden, Hungary, and Finland, while it is less than 5% in Estonia, Greece, Switzerland, Italy,
and Spain. The low proportion of PES involvement may partly be explained by the fact that individuals
moving from out of work into employment, as well as those changing jobs, are included. Employed people
seeking new jobs are much less likely to approach the PES as part of their job search than the unemployed
(see Annex 3.A2). Nevertheless, the marked differences across countries can be taken as a rough indicator
of the varying importance of the PES as a job broker across Europe.

A different picture is seen when considering the proportion of unemployed who contacted the PES during
the last four weeks to find work. Almost two in three of the unemployed used this job-search method (see
Figure 3.4, Panel B). Contact with the PES could involve initial registration with the PES, enquiring about job
vacancies, direct referrals to vacancies through the PES, or consulting the PES website to find a job. Again, the
variation between countries is large. Whereas more than three in four of the unemployed in Sweden,
Germany, the Slovak Republic, Austria, Slovenia and Luxembourg contacted the PES, only around a third of
the unemployed did so in Spain and Italy. Some of the variation may reflect differences in PES registration
requirements, regular monitoring of job-search efforts through the PES and unemployment benefit
duration. But some variation may also reflect differences in the inclination of the unemployed to proactively
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Box 3.8. How important is the role of the PES as a job broker (cont.)

Figure 3.4. PES involvement in job broking

A. Involvement of the PES at any moment

in finding the present job B. Contacted PES office to find work
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Note: Unweighted averages. In Panel A, France and Norway are excluded due to high incidence of non-response in data (more than
30%); data for Germany and Norway have 18% and 7% missing values, respectively, and data refer to 2010 for Portugal.
Source: OECD calculations based on European Union Labour Force Survey.
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contact the PES for its offer of services such as counselling, local labour market information or further
details about vacancies.

While contact with the PES to find a job is a widely used job-search method, it ranks as the most
important method among the unemployed only in Belgium, Germany, Norway, the Slovak Republic and
Sweden. In other countries, searching for vacancy advertisements in print or online media or contacting
friends, relatives, trade unions, etc., are the most popular job-search methods. Other important job-search
methods among the unemployed include applying directly to employers, placing or responding to job
advertisements, and contacting private employment agencies. A comparison between unemployed
individuals searching for jobs and employed people looking for jobs shows that the relative importance of
the various job-search methods differs, with searching for vacancies in print or online media and
contacting friends etc. being the most important search methods for employed jobseekers in all countries.
Other job-search methods are relatively less important for employed jobseekers and are usually used by
less than half of employed jobseekers (see Annex 3.A2). Information on job-search methods is also
available from the Japanese Labour Force Survey. However, respondents are asked to identify their “primary”
job-search method only. On average over 2003-13, 57% cited use of placement services provided by the PES
as their primary job-search method (OECD, 2015a).

What services to offer to employers?

PES business models for organising their employer outreach services generally follow
two different concepts. In Finland, France, Poland, Sweden, Hungary and Spain, PES
counsellors may provide assistance both to jobseekers and employers and there is no
specialisation of staff between jobseekers’ services and employers’ services (EC, 2013).
A risk of this model is that counsellors’ attention is drawn away from employers to
jobseekers, who often require more time-consuming services. Evidence from Switzerland,
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however, suggests that contacts with employers by all counsellors have been a major
success factor in reducing unemployment duration (see Box 3.4). In other countries,
including Austria, Belgium, Estonia, Germany, Japan, Netherlands, Portugal, Slovenia and
the United Kingdom, the PES has dedicated employer relationship staff (Duell et al., 2010;
and EC, 2013). Regardless of the chosen business model, the tasks of PES staff dealing with
employers include vacancy intake and registration, informing employers about available
ALMPs (e.g. pre-employment training, wage subsidies, additional support to integrate
disabled jobseekers), pre-selecting jobseekers for interviews with employers, offering legal
advice (e.g. advice on contracts) and organising information sessions or job fairs where
jobseekers and employers can meet.

Instead of only passively registering vacancies, PES staff may actively solicit employers
for new job offers or even apply reverse-marketing techniques, similarly to providers of
contracted out employment services (OECD, 2012b; and OECD, 2014a). Reverse marketing
refers to a situation where an individual jobseeker is actively marketed to a targeted
employer who has not created a formal vacancy, but may be willing to hire under the right
conditions. In Australia, contracted employment service providers use this technique for
hard-to-place jobseekers who are job ready or close to job readiness. An evaluation found
that reverse marketing is more likely to be used by high-performing providers (DEEWR,
2010). Jobseekers who are reverse marketed are more likely to be referred to a job and more
likely to achieve a job placement, even though this type of referral has a slightly lower rate
of conversion of referrals to placements. Although reverse marketing can be an effective
tool, the “cold calling” of employers without a specific reverse marketing strategy or for a
particular job may dilute the value of this type of intervention, and it is in principle not
funded by the purchaser of employment services.

Small- and medium-sized enterprises (SMEs) usually lack human resource
departments. The British PES therefore runs a Small Business Recruitment Service to serve
the needs of small businesses with fewer than 50 employees, which encompasses a
specialist employer helpline, advice on the local labour market, additional support in
advertising vacancies (e.g. wording and design), and post-recruitment support (OECD, 2014a).
Outreach to SMEs could also be achieved through collaboration with small business
federations, chambers of commerce or trade associations. Another option is to hold job fairs
on PES premises, where jobseekers can meet prospective employers. In Japan, such offers are
targeted in particular at jobseekers who experience difficulties in finding a job
independently and need more support (Duell et al., 2010). Recruitment meetings in Swedish
local PES offices function like “speed dating” events for employers and jobseekers
- essentially three to four minute interviews to facilitate the matching process.

For larger employers, the PES may use account managers who specialise in their
specific recruitment needs and assist them with ongoing recruitment needs and in large-
scale recruitment exercises (e.g. when a retail chain opens up a new outlet). Austria and
the United Kingdom have dedicated account managers at the regional or national level,
and the French PES has formal agreements with large company networks and industry
sectors concerning recruitment support (EC, 2012). More generally, monitoring labour
demand with respect to skill requirements of job vacancies is essential for the PES to
ensure efficient matching of jobseekers to prospective employers. In most OECD countries,
there are national systems and tools in place for assessing and anticipating skills needs.
The PES is one of a number of stakeholders - including ministries, education and training
institutions, employer organisations, and unions — which may be involved in their
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development. The results of skills assessment and anticipation exercises are important to
provide the PES with information on projecting employment trends of different
occupations. In addition, the PES in a number of countries - including Austria, Belgium
(both Flanders and Wallonia), Estonia, Japan and Turkey - uses the information for the
purposes of policy planning and ALMP design, especially pre-employment and on-the-job

training programmes.?!

Beyond job broking: Targeted programmes and services

While job broking is crucial for matching jobseekers and employers, some groups of
jobseekers may need additional support to ensure that job opportunities are available to
them. This may include programmes such as finance for business start-ups, targeted wage
subsidies and direct job creation programmes, which aim at directly increasing job
opportunities for the unemployed. For certain groups, activation policies need to be
combined with childcare, adaptation of the workplace, or health measures to expand the
set of available employment opportunities.

Increasing opportunities through employment incentives and direct job creation

The OECD/EC database distinguishes between employment incentives, supported
employment and direct job creation measures based primarily on size of the subsidy, its
duration and whether it compensates for reduced work capacity, and the nature of the
job.??2 Many studies have concluded that hiring subsidies paid to the employer — which is
the most common type of employment incentive?? - have a relatively strong positive
impact on future employment outcomes for their participants.?* However, caveats apply to
this positive assessment:

e Selection effects are likely to account for the positive outcomes for individual
participants. In this case, outcomes for those who actually participate in an employment
subsidy programme - i.e. those who were hired with a subsidy - are relatively positive,
but the availability of the hiring subsidy to a population of potential participants (some
but not all of whom are actually hired with the subsidy) has no impact on average
outcomes for this population.?

e The netimpact of an employment subsidy is reduced by deadweight effects (when hiring
with a wage subsidy would have occurred without the wage subsidy), substitution effects
(when hirings with a wage subsidy reduce unsubsidised hirings by the same employer)
and displacement effects (when employers who do not use the subsidy reduce
employment, as they lose business to firms that avail of the subsidy).

Permanent in-work benefits that are phased out in line with earnings, and therefore
are paid mainly to people in part-time work, are part of the tax-benefit schedule, which is
not analysed here.?® As set out in Box 3.9, the impact of employment incentives is complex,
since they not only promote individual jobseeker entry to employment, but also affect
employer behaviour and thus, the labour market for other jobseekers.

Employment opportunities for all: Support for specific groups

This section provides examples of additional services for parents, youth, older workers
and those with mental health problems. It may again be noted that policies outside the
remit of employment and related services — such as employment protection or tax
legislation - should also contribute to reducing labour market barriers and increasing
earning opportunities, for these and other groups.

OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015 139



3. ACTIVATION POLICIES FOR MORE INCLUSIVE LABOUR MARKETS

Box 3.9. Employment incentives and job creation:
What works for whom (and why)?

The following short descriptions illustrate the variety of ways that these measures
influence labour market outcomes:

® An incentive programme with weak targeting, where participating employers can
choose candidates and make successive placements in the same work position, may
achieve few hirings from disadvantaged groups, and displace stable jobs in competing
enterprises. A large-scale subsidy programme targeted on the long-term unemployed is
likely to actually increase unemployment, because employers reduce hires of the short-
term unemployed and many unemployed do not receive a job offer until they have
become long-term unemployed.

® Active management, for example monitoring employers who regularly use incentives to
ensure that the employment has value as work experience and/or some participants are
retained beyond the subsidy period, helps to limit potential negative effects. Recruitment
incentives can be an effective tool for caseworkers to promote trial hires of jobseekers with
significant employability barriers, which in some cases lead to permanent employment.

e Employment incentives and direct job creation measures have a relatively positive
impact for some disadvantaged groups, such as low-education single parents and
migrants with poor language skills, probably because these groups benefit from work
experience and/or contact with employers.

@ In countries with a high minimum wage or rigid labour markets, internship schemes
with wage-cost subsidies may be necessary to provide youths initial work experience,
especially in areas related to their education and training.

e It is not necessarily practical to incorporate training elements into work-experience
schemes - often the participation is scattered across many small projects at different
locations, for example. However, some employers agree to host short pre-employment
training sessions, which are effective because they reduce recruitment costs and allow
candidates and employers to meet.

e Incentive payments to unemployed individuals who take up work, which may be
restricted to full-time work, have a significant positive impact, but the impact fades
rapidly when the subsidy stops. Several studies suggest that long-term impacts are
significantly better when financial incentives are combined with employment service
assistance with job finding, job retention and access to training.

® Compulsory referrals of the long-term unemployed to direct job creation measures are
often more feasible than compulsory referrals to a training or employment incentive
programme, and they have a threat effect, increasing rates of job finding in the months
before participation starts. The scheduling of participation in job-creation measures
several months ahead, with intensive counselling to promote market work and
alternative programmes such as training, helps to maximise the threat effect and
minimise programme costs. This argues for the use of job-creation measures as one
element in a mixed programme strategy.

Given the importance of various types of impact and selection into programmes, it is not
surprising that findings of statistical impact and process evaluations remain uncertain.

A key barrier to employment for lone parents and partnered parents with young
children is suitable, accessible and affordable childcare. In more than a third of
OECD countries, lone parents with low incomes spend a greater proportion of their family
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budget on childcare than those earning average wages. The picture improves once children
are in school, but in some OECD countries incentives to increase earnings remain weak
also when children are in primary or secondary school, partly because support targeted at
low-income families is withdrawn as earnings increase (OECD, 2011). The PES role is to help
their parental clientele to access and make the best use of the existing services.

For NEET youth, a key challenge is to ensure that they are connected with employment
and related services. One way to achieve this goal is illustrated by the EU Youth Guarantee,
a recent EU-wide initiative to tackle youth unemployment by ensuring that all young
people receive a good quality job offer, continued education, an apprenticeship or a
traineeship with four months of leaving formal education or becoming unemployed (EC,
2014d). For many young people, PES interventions may not need to differ from those for
prime-age adults. For the least-employable young people, training programmes taught
outside traditional schools, combined with regular exposure to work experience, could
open up new opportunities. Good practices are based on second-chance education
opportunities delivering a mix of adult mentoring, work experience and remedial
education (OECD, 2010a).

PES interventions for older workers need not differ from those for other jobseekers,
with requirements to actively seek work being backed up by access to adequate
counselling, career advice and re-employment incentives. The PES can encourage
employers to hire and retain older workers. For example, in Norway, specialised units,
called Working Life Centres, serve firms with an inclusive workplace agreement?’ to
facilitate the exchange of information and sharing of effective practices (OECD, 2013b).
Older workers, but also parents or those with health problems, often require more flexible
workplace practices (e.g. part-time work, flexible start and finishing times, teleworking,
etc.) in order to remain in employment or take up new employment opportunities. There
may be a “business case” for offering more flexible workplace measures as these can
contribute to the quality of the enterprise workforce by reducing employee turnover and
absenteeism and increase retention rates (OECD, 2011). However, there is some risk that
these measures mainly benefit employees with skills that are sought after.

Across the OECD, mental ill-health has become the main driver of new disability benefit
claims and mental ill-health is also prevalent among unemployment benefit recipients and
beneficiaries of other types of income-replacement benefits (OECD, 2010b; OECD, 2012b). To
improve the labour market inclusion of people who suffer from mental ill-health, one of the
most important issues is to keep existing employment opportunities open or enable a fast
transition to new employment opportunities. Although most people with mild-to-moderate
mental disorders are in work, their employment rates are about 10-15 percentage points
lower than for people with no mental disorder, and their unemployment rates are twice as
high (OECD, 2012b).28 The causality runs in both directions: people with mental ill-health are
at a higher risk of job loss and inactivity, while unemployment and (involuntary) non-
employment themselves worsen people’s mental health. The first step for the PES is
therefore to identify mental health problems as a barrier to employment and subsequently
provide adequate employment services (see Box 3.10).
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Box 3.10. Identifying jobseekers with mental health problems
and providing adequate employment services

Employment and related services should play a major role in ensuring that people on
benefits with a mental health condition return to work fast and durably, as the longer people
are away from their job and from work in general, the less likely they are ever to return
(OECD, 2010b). Adequate tools to identify jobseekers’ mental health problems and the
resulting labour market barriers are key to ensuring early intervention. The profiling
procedures currently in place across the OECD do not systematically identify mental ill-
health (OECD, 2015b). In a good-practice example from the public employment service (PES)
of Flanders in Belgium, caseworkers screen jobseekers systematically for reintegration
barriers, including mental health issues, albeit not necessarily at the start of the claim. They
can request a referral to a PES in-house psychologist or an external centre specialised in
multidisciplinary screening (OECD, 2013c). Caseworkers have training to identify mental ill-
health and guidelines for what to do when mental health problems surface, which may
include referral to specialised interventions such as cognitive behavioural therapy.

As some support measures for people with mental health problems go beyond the core
competencies of the PES, initiatives are being undertaken to integrate employment
services with mental health services. Arends et al. (2014) provide examples of innovative
policies in the health, employment and education sectors in ten OECD countries. For
example, in Austria, the PES and the Pensions Insurance Institute (responsible for
supporting disabled people) co-ordinate services through purchasing each other’s services
to better support their clients as part of the Health Road (Gesundheitsstraf3e) initiative. The
PES pays the Pensions Insurance Institute for a work-capacity assessment when unsure
whether a client has the ability to move into employment quickly. Similarly, the Pensions
Insurance Institute pays the PES to provide vocational rehabilitation services for their
clients who were assessed as having rehabilitation potential. In Sweden, DELTA is an
association which receives funds from the national employment service, the regional
health authority, the municipal social service and the national social insurance
administration to provide different rehabilitation services with the objective of early and
co-ordinated rehabilitation. According to several evaluations, the DELTA programme has
led to improvements in finding employment.

5. Institutions at the centre of successful activation strategies

While countries often define interventions in the unemployment spell and benefit
eligibility criteria at the national level, implementation at ground level depends on the
institutional framework. For this reason, activation strategies, in the sense of reforms that
have achieved good results historically and those which might achieve a good result in the
future, focus particularly on institutions and their management. OECD (2013a, Chapter 3)
documents the structure of the PES and contracted-out employment services and the
institutional incentives resulting from financing arrangements, the management of each
organisation, and the barriers to co-operation between institutions in seven OECD countries.
One lesson for policy drawn from this review is the importance of institutional reforms as a
critical component of activation strategies. Successful reforms included organisational
mergers or co-location of services that combine employment assistance with benefit
administration, partnership approaches between organisations and agencies to improve the
co-ordination of service delivery, and the alignment of institutional incentives through
sharing the cost of benefit payments and responsibility for active measures between

142 OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015



3. ACTIVATION POLICIES FOR MORE INCLUSIVE LABOUR MARKETS

national and sub-national actors. A second lesson from the reviews included the importance
of accurate and objective rating of the performance of local PES offices or that of private
providers to improve the effectiveness of employment services.

The remainder of this section adds to these findings by addressing a number of
challenges for institutional frameworks and effective management and continuous
improvement of institutions. The section first provides an overview of conditions which
can make the outsourcing of employment and related services effective. A second sub-
section addresses challenges and opportunities of decentralised management of
unemployment and related benefits. The third and fourth subsections discuss the
importance of actively managing the performance of public and private employment
services and how this can be supported through evaluation and continuous improvement
to ensure an effective and efficient spending of public resources. The final sub-section
considers how employment and related services increasingly provide digital services to
their customers and how this may change the PES in the future.

As noted in Sections 3 and 4, many in-work services such as employment-based
training, childcare, adaptation of the workplace, and health measures can promote
employability and expand the set of available employment opportunities, so it should not
be forgotten that these services — which are often institutionally independent from the
main PES organisation, although architectures vary - also need to be managed effectively.

Contracting out

In principle, a quasi-market for employment services, with providers paid on the basis of
the employment outcomes they achieve, will maximise employment outcomes in a cost-
effective way. In practice, it can be difficult to create incentives that achieve this outcome, and
the transactions costs of contracting out can be considerable. Based on experience in Australia,
Box 3.11 discusses lessons learned to date on what makes for good contracting out.

Box 3.11. Conditions for effective outsourcing

Australia’s model for the outsourcing of employment services to private providers appears
to be highly effective. The framework was introduced in 1998, many inefficient providers had
their contracts terminated in 2000, and the contracting model was significantly revised
in 2003, with further changes in 2009 and 2015. The long-term unemployed are engaged in
training and work-experience measures organised by their employment service provider, and
providers actively engage with local employers and refer clients to vacancies. In the 2000s, the
unemployment rate fell sharply at a time when also early retirement benefits for older male
workers and passive benefits for many older partners, single parents and partially disabled
workers were being phased out, and Australia’s employment rate increased to one of the
highest levels in the OECD. This contrasts with mixed experiences with outsourcing of the core
employment service and counselling functions in European countries. This box focuses on
identifying a number of features that are plausibly important for success in this area.

The desired outcomes need to be measured accurately. Gross client outcomes can be measured
to a fair approximation in terms of 6-month or longer off-benefit and employment
outcomes, and depending on the availability of accurate and comparable data, some weight
can be put on additional indicators. Australia does not track longer-term client outcomes
using administrative data, but in some other countries this would be possible and it would
be useful to do so.
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Box 3.11. Conditions for effective outsourcing (cont.)

Relative provider performance needs to be measured accurately. Estimation of the “benchmark”
level of outcomes that would be achieved on average by alternative providers, in the same
labour market with the same client group, is essential. Australia achieves this through the
system of Star Ratings, which is based on a regression of client outcomes on client
characteristics, local labour market data and provider identifiers. The accuracy of
Star Ratings is enhanced by the fact that about five providers on average compete within the
same local Employment Services Area (ESA), usually with relatively similar caseloads
characteristics, so that comparative gross outcomes within a given ESA reflect comparative
provider performance. This reduces the sensitivity of Star Ratings to any detailed modelling
issues, and helps to ensure that the ratings are seen as reasonable by providers themselves.

The market should be managed to ensure that the least-effective providers lose business. In Australia,
the first two contracts were for two or three years, and the second two contract periods were
for six years with a mid-term reallocation of business. There is an expectation, although not a
rule, that new contracts will be awarded to providers with a good performance record. Contract
decisions are taken at the ESA level, and thus primarily reflect management performance at a
fairly local (commuting-area) level. Large national employment service organisations normally
experience shifts in market share, rather than sudden death. Many other countries attempt to
“pay for results”, but this approach suffers from the fact that around two-thirds of
employment outcomes are “deadweight”. An underperforming provider can stay profitably in
business by reducing expenditure on services, and this problem is even worsened if payments
are more-highly leveraged on outcomes. The system of payment by results should leave even
underperforming providers with capacity for service delivery but then it cannot, by itself, play
the central role in terminating some of the contracts.

Because it is not practical to exactly pay for results, and around two-thirds of employment
outcomes are “deadweight”, but with wide variation across client groups, fee structures need
to be varied by client group. Client characteristics should be documented as accurately as
possible to support better client segmentation and better measurement of the relative
performance of providers with different caseloads. The allocation of clients to specific
providers should be tightly managed by the purchaser so as to minimise, if not eliminate, the
scope for providers to “cherry pick” clients with better prospects.

Employment services and activation strategies are a complex area of policy, where the
client group should not be defined too rigidly, there should not be an exclusive focus on
either the short term or the long term, certain types of provider behaviour can have
positive or negative externalities for the system as a whole, etc. In Australia, although
private providers compete, their detailed contracts are partly prescriptive; one component
in the payment to providers is a service fee that depends on completing interviews with
clients on a defined schedule, and one component is a type of subsidy for services that
address jobseeker barriers with a fairly detailed specification of eligible services, including
a rule that “cold calling” of employers who have not advertised a vacancy is not funded.
Providers in Australia complain that regulations and the associated auditing measures are
costly in terms of “red tape”, although efforts are made to minimise this.

Source: OECD (2012), Activating Jobseekers: How Australia Does It, OECD Publishing, Paris, http://dx.doi.org/10.1787/
9789264185920-en.

Decentralisation and other institutional incentives

In a number of OECD countries, unemployment insurance and other working-age
benefits are financed and managed at national level, but social assistance benefits are
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financed and managed by regional and/or municipal governments. Local politicians tend
to administer benefits strictly, but decentralisation can result in great variability of
employment policies and their outcomes, and areas with small populations have limited
resources for research and evaluation or for the development of complex IT systems. A few
OECD countries have national funding of unemployment insurance (UI) benefits and
regional government responsibility for the management of employment services. In this
case, the regional governments have no direct incentive to control eligibility for UI benefits,
but several other factors influence their management objectives (Box 3.12).

Box 3.12. Balanced vs. unbalanced decentralisation of employment services

In the United States, regular unemployment insurance (UI) benefits are both funded and
managed at the state level, although there are some elements of federal funding, and
federal constraints on the structure of state UI systems. However, in other OECD countries,
Ul benefits are managed and funded at the national level. By contrast, social assistance
benefits in many countries, including some European countries with comprehensive and
generous benefit systems, are funded by regional and/or municipal governments. In this
situation, commonly the national employment service mainly manages Ul beneficiaries
and local social welfare offices mainly manage social assistance beneficiaries. In countries
such as Norway, Sweden and Switzerland, where the central government does not share
the cost of social assistance benefit payments, local government management of social
assistance is usually strict and only a fairly small proportion of the unemployed are on
social assistance. Welfare reforms in 1996 in Canada and the United States, which reduced
the federal share in funding welfare payments at the margin from 50% to zero, favoured a
work-first approach to placement and falls in caseloads. In the early 2000s, the Netherlands
reduced the rate of central government subsidisation of social assistance benefits from 90% to
50% and then to zero, and this also promoted a work-first approach by municipal administrations.

A number of countries in this situation have sought to integrate the employment
services for UI and social assistance recipients. Germany, in the Hartz IV reform of 2005,
replaced its municipal social assistance benefit for persons judged to be employable (as
well as its former national unemployment assistance benefit) with a nationally-funded
unemployment assistance benefit, and a mixed national/local framework for the related
employment services. Norway in 2006, without changing the funding arrangements for
social assistance, created a national employment service, NAV, covering Ul beneficiaries,
rehabilitation benefit recipients and social assistance recipients.

Employment services offices that serve Ul recipients are managed by provinces in Canada
and by cantons in Switzerland. This facilitates the integration of employment services for
Ul recipients and social assistance recipients, but it means that Ul benefits are funded at
national level while employment services are managed at regional or local level. Belgium in
the 1980s and Italy and Spain in the 1990s also transferred responsibility for the management
of employment services to regional governments, mainly in response to pressures for political
decentralisation. In such cases, there is a risk that regional and local employment services may
decide not to participate in the enforcement of benefit conditionality, as happened in the
Walloon region of Belgium in the 1990s, and has tended to happen since the late 1990s as Italy
attempts to introduce benefit conditionality. However, in Switzerland, the cantons generally
implement benefit conditionality strictly, with skilled employment counsellors aiming to
achieve rapid and stable returns to work. Here, one factor that promotes national co-ordination
is the framework of national legislation introduced in 1996, with a national IT and data
reporting system which has supported comparative benchmarking of local employment office
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Box 3.12. Balanced vs. unbalanced decentralisation of employment services (cont.)

performance. Also, unless Ul recipients are placed rapidly into jobs, some of them will claim
social assistance benefits, which are funded by the canton (or in some cases, municipalities). In
Denmark, since 2009, employment services offices are also managed by municipalities, but
here a large element of national management remains as the national authorities define key
procedures (such as the referral of jobseekers to an ALMP after six months of unemployment)
and use a funding formula that gives municipal offices incentives for particular processes and
outcomes. In Canada and Spain, national funding is less prescriptive, and the regionally-
managed employment service offer is voluntary for Ul recipients.

In countries where assistance benefits for the unemployed are national, the problems of
integrating employment services across levels of government do not arise. However, with
national funding there may be weaker political support for the strict implementation of
benefit conditionality — Ireland and the Slovak Republic are examples of countries with large
assistance benefit caseloads and, until recently, few obligations for beneficiaries to participate
in employment services. And when the management of a national employment service aims
to implement activation measures, it may still find this difficult due to management
autonomy or inertia at local levels of the organisation, or a lack of interest at the local level in
achieving benefit savings for the national budget.

Source: Duell, N., S. Singh and P. Tergeist (2009), “Activation Policies in Norway”, OECD Social, Employment and
Migration Working Papers, No. 78; Duell, N. and P. Tergeist (2010), “Activation Policies in Switzerland”, OECD
Social, Employment and Migration Working Papers, No. 112; Grubb, D, S. Singh and P. Tergeist (2009), “Activation
Policies in Ireland”, OECD Social, Employment and Migration Working Papers, No. 75; OECD (1997), The Public
Employment Service: Belgium; OECD (2012), OECD Economic Surveys: Slovak Republic; Sacchi, S. and P. Vesan (2011),

“Interpreting Employment Policy Change in Italy since the 1990s: Nature and Dynamics”, Collegio Carlo Alberti
Working Paper, No. 228.

Performance management, evaluation and continuous improvement
Performance management of (public) employment services

Ideally, performance indicators will be available for inputs and final outcomes, and
show the relationships between them. This is necessary to give policy makers and senior
managers insight into the relative performance of different parts of the organisation and
what appears to be working. While most European countries measure inputs and outputs at
the local level (EC, 2013), a comparison of the relative performance of local PES offices
requires detailed information on jobseeker characteristics and local labour markets. Few
countries achieve this in their performance measurement systems with the notable
exceptions of Australia, Germany and Switzerland. In Germany, local offices are clustered
according to their labour market conditions and local office performance is then
benchmarked within those clusters (Blien et al., 2010). Australia and Switzerland use a rich
set of jobseeker characteristics and survey information on local labour market performance
to compare local office performance on a regression-adjusted basis (OECD, 2013, Chapter 3).

Evaluation, continuous improvement and learning

Across the OECD, PES and ALMPs represent a substantial expenditure for government
budgets, with active expenditure ranging from 0.01% to 2.1% of GDP in 2012. Evaluation is
crucial to ensure effective and efficient spending of public resources. Evaluations 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. Instead of creating
large-scale programmes which may not correspond to labour market needs, it is also
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advisable to test new programmes locally and evaluate them, before implementing them
on a larger scale. More generally, evaluations allow for a continuous improvement of
policies and programmes or the termination of unsuccessful ones, and thereby
demonstrate accountability and justify government expenditure on PES and ALMPs.
Documentation is important for a cost-benefit analysis, since this involves decisions about
which benefits and costs to take into account, and the projection or estimation of benefit
and cost components that are not precisely recorded (see Box 3.13). Whereas quantitative
or impact evaluations help to answer the question of whether programmes should be
continued or expanded, qualitative evaluations help to answer the question of how
programmes can be improved.

Box 3.13. Gonducting a full cost-benefit analysis

Random-assignment evaluation studies have often found that ALMPs have small or even
negative impacts, or positive impacts only for certain groups, and there is a risk that
relatively negative findings discourage rather than encourage efforts to improve
effectiveness. However, some studies identify positive and fairly large impacts. An
increasing number of studies report findings from longer-term follow-up of participant
outcomes, often using administrative data for five or more years, and these seem to quite
often identify positive impacts from job-search and training programmes.

The usual approach to cost-benefit analysis, pioneered in American studies, lists
benefits and costs incurred by participants and by government. The main benefit of a
programme is its impact on participants’ future earnings and the main cost is government
expenditure on programme implementation and administration.

In the calculation of participants’ earnings, employer pension and social insurance
contributions are added to gross earnings and the direct costs of working, such as child care and
commuting costs borne by the employee are subtracted. Income taxes, payroll taxes, indirect
taxes, reduced benefit payments, incentive payments or reimbursements of work expenses are
all treated as transfers, with a positive or negative financial benefit to the participant being
matched by a positive or negative financial cost for government finances so that there is no
impact on reported net benefits for society as a whole.

Within this framework, the time profile of programme impact beyond the end of the period
for which outcomes were recorded is difficult to take into account. In some cases, the estimated
impact is zero or declining towards the end of a five-year follow-up period. However, there are
also cases where the impact increases in the last two or three years, and then a large proportion
of the total impact of a programme might arise after more than five years, but projections are
largely guesswork. Another risk is that there is a systematic tendency for both public and
private sector project appraisers to be overly optimistic (e.g. the decision for the wider roll-out
of a programme is based on the findings of a well-resourced pilot, which cannot be mirrored on
a larger scale due to budgetary constraints or unanticipated negative side-effects).

It also has to be kept in mind that many potential costs and benefits are typically not taken
into account because they are hard to quantify or cannot simply be inferred from market prices:

@ The calculation of net benefits for society does not include the disutility of work, except for
identifiable costs such as commuting costs. This contrasts with economic theory for a labour
market in equilibrium, in which the social value of additional work at the margin is zero,
because additional output of value to other members of society is offset by the loss of leisure
of value to the worker.
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Box 3.13. Gonducting a full cost-benefit analysis (cont.)

@ Studies often find, perhaps contrary to the principle of the disutility of work, that
unemployment has a negative impact on life satisfaction and employment has a positive
impact on health, suggesting that involuntary unemployment has a high net cost. Some
benefits of improved health are accounted for in wage outcomes of employment programme
participants, but other benefits, such as a reduction in private or public healthcare
expenditure and intangible benefits from improved physical and mental wellbeing, are not.

e Indirect effects may be important, including negative externalities (e.g.increased
employment for the target group of a programme may reduce employment for other groups)
and positive social interaction effects (e.g. higher employment among programme
participants has a positive spill-over effect on the likelihood of peers finding work) or positive
impacts on family and community stability.

® Programme participants may have positive or negative effects on individual welfare during
participation in them. For example, participant surveys may report satisfaction with services
that appear to have no impact on employment outcomes. Alternatively, there may be a
negative impact on life satisfaction for people who do not find work as a result of an
intervention that encourages job search.

Fujiwara (2010) discusses the incorporation in cost-benefit analysis of several types of

“wider social impact” considerations, including work costs and leisure time, externalities

and multiplier effects, and health and crime impacts.

Source: Fujiwara, D. (2010), “The Department for Work and Pensions Social Cost-Benefit Analysis Framework:
Methodologies for Estimating and Incorporating the Wider Social and Economic Impacts of Work in Cost-Benefit
Analysis of Employment Programmes”, DWP Working Paper, No. 86; Greenberg, D., ]. Walter and G. Knight (2013),
“A Cost-Benefit Analysis of the Random Assignment UK Employment Retention and Advancement
Demonstration”, Applied Economics, Vol. 45, No. 31, pp. 4335-4354; Hendra, R. et al. (2011b), “Breaking the Low-Pay,
No-Pay Cycle: Final Evidence from the UK Employment Retention and Advancement (ERA) Demonstration”, DWP
Research Report, No. 765; Her Majesty’s Treasury (2011), “The Green Book: Appraisal and Evaluation in Central
Government”, www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent.

The public employment service goes digital

Technology is changing the way people interact with each other and the world around
them. People expect to be able to access services online at a time which suits them with the
expectation that online services offer additional benefits and are easier to use than non-
digital equivalents. Government services - including employment and related services -
are no exception and investments in user-friendly digital services should aim to increase
service availability and accessibility. In addition to responding to user needs, technology
also transforms the way the PES operates, helping to increase performance whilst keeping
costs down. New technologies will have a huge impact on PES business models in many
OECD countries, reorganising the PES around digital customer journeys, which may require
fewer personal interactions. IT systems will continuously improve, allowing routine tasks
to be automated. This will allow the PES to concentrate on front-line services helping
people into and remaining in employment. This may allow shifting additional resources
towards the most disadvantaged clients, although it may also allow a reduction in
expenditure on the PES.

A far-reaching example is the recent transition to e-services by the Dutch PES, which
now provides the majority of its services through e-channels and halved the number of its
staff (see Box 3.14). This example raises a number of important questions: i) Are PES clients
willing to use digital services and do they have the necessary capabilities?; ii) Which
services can be offered online, which ones will still have to be delivered face-to-face?; and
iii) Does digitisation help to get jobseekers rapidly back into sustainable jobs?
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Box 3.14. The Dutch PES transition to e-services

In the Netherlands in 2010, an ambitious policy to restore sound public finance via fiscal
consolidation was initiated in the context of an unemployment rate that was still below 5%. As
part of this initiative, the Dutch PES was instructed to rethink its entire service concept in
order to implement significant budgetary cuts, which implied halving the PES budget
between 2011 and 2015. The PES redesigned its service concept to provide a completely new
customer journey, with the aim of interacting with jobseekers only via digital services during
the first three months of unemployment. Personal face-to-face or telephone interviews take
place in the 4th, 7th and 10th month of unemployment, but only the 10% most disadvantaged
jobseekers are entitled to receive more intensive support through individual or group coaching
from month four onwards. Other jobseekers have access to e-coaching and other general e-
services. Customers who cannot use online services (not even with help) get services in local
offices. These changes were accompanied by halving the number of PES staff by 2015 and
reducing the number of local offices by almost two-thirds.

A range of new digital services assist Dutch PES staff in their work:

® Profiling procedure: The new profiling tool, called “work explorer” determines the probability
that a jobseeker will resume work within a year. Each jobseeker fills in the questionnaire
electronically before three months of unemployment. The outcome of the questionnaire
determines whether or not the jobseeker is entitled to intensive support, as well as the kind
of support that is necessary to increase the chances of finding a job.

® E-coaching: Following registration, jobseekers manage all their activities through an online
account and automatically receive action plans and matched vacancies, which they are
expected to respond to. All activities are monitored automatically and reminders and
direction are given as necessary. If there is no activity recorded in their online accounts or
required tasks not fulfilled (e.g. applying for a job vacancy), personal interviews are used to
follow-up with jobseekers.

® Technologies supporting counselling: PES staff can access clients’ online accounts to review
their job-search activities and CVs. A “CV quality card” helps staff to improve the quality of
a jobseeker’s CV and thus their chance of returning to work. The quality card is an
automated report using data-mining and compares CVs and job-search activities of other
jobseekers with similar characteristics. PES staff use this information during personal
counselling interviews to advise jobseekers on job search (e.g. occupations, geographical
area) and how to present their work experience in their CV.

@ Sanctions: Through the IT system PES staff can monitor the intensity of job-search activities
and, when job search is not intensive enough, staff can at first create automatic reminders.
Continued non-compliance may lead to sanctions. Sanctions are not automated and are
always reviewed by PES staff, who use a client’s digital history to gather evidence and to
support their sanction decision.

Source: European Commission (2014), “Blended Service Delivery for Jobseekers, Peer Review Host Country
Paper”, Brussels, Author: U.W.V. Werkbedrijf, http://ec.europa.eu/social/main.jsp?catld=964; and OECD (2014),
Mental Health and Work: Netherlands, OECD Publishing, Paris, http://dx.doi.org/10.1787/9789264223301-en.

What do digital services mean for PES clients?

Despite rapid adoption of digital technologies across the OECD over the past decade,
take-up uptake and ability to use digital services vary widely (OECD, 2013d).?° When
introducing online services, the PES is therefore confronted with the question to what
extent clients demand online services and to what extent they could potentially be pushed
in this direction. In the Netherlands, currently 95% of unemployment benefit recipients use
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online registration services and 85% use ongoing e-services such as managing their benefit
claim and automatic matching to vacancies (EC, 2014b). Online applications for
unemployment benefits are also possible in a number of other OECD countries including
Australia, Austria, Canada, Estonia, Finland, Hungary, Iceland, New Zealand, Norway,
Poland, Portugal, Slovenia, Spain, Turkey, the United Kingdom, and the United States. The
take-up of online benefit applications, however, varies across countries: In Spain merely
1-2% of claimants make use of this route, 30% of claimants choose the online route in
New Zealand, 58% in the United States and 88% in the United Kingdom. In Iceland and
Italy, all benefit claims are made online, but claimants have the opportunity to get
assistance with filing their claims (see Annex 3.A1). Some countries (e.g. Estonia, Spain,
Finland, Portugal, Slovenia and Poland) currently leave the choice of application route with
the customer (EC, 2014c). In contrast, the United Kingdom follows a strategy to push for a
higher proportion of online applications and the British PES tested different approaches to
help drive up the take-up of the online route.3°

Which services can be offered online?

Digitisation is much easier for some PES services than for others. Online benefit
application has been mentioned, and vacancy registration is nowadays usually only
possible online. However, services such as counselling, training or pre-selecting jobseekers
for interviews may be more complicated to digitise. Some examples for the Netherlands
are reported in Box 3.14. Increasingly, other PES across the OECD use digital channels for
more complex services or are in the process of testing or developing those. For instance,
the PES in the Flemish-speaking part of Belgium uses a mixture of online training modules
and live classroom training for some of its training programmes, while the Estonian PES
allows customers to contact it using Skype (EC, 2014c). In 2015, the Swedish PES plans to
launch an online version of its “speed dating” meetings between jobseekers and
employers, which are currently held at local PES premises (see above). This has the
potential to cut costs (travel costs, premises) for all parties involved and may be more
appealing to some client groups (EC, 2014a).

How to measure success of digital services?

A major concern with introducing new digital services is whether they support the
major function of the PES in getting jobseekers back into sustainable jobs as soon as possible
and reducing the cost of benefits for society. While still complex, the evaluation of client
satisfaction with new services may be the easier aspect. For example, the British Department
for Work and Pensions uses a range of tools to measure customer satisfaction (through an in-
house claimant survey), online service usage rates (through web-analytics tools) and digital
penetration (through national surveys and also the OECD’s PIAAC survey).3! The evaluation
of impacts on benefit durations and benefit costs may be more complex and involve the use
of pilots or trials. In the United Kingdom, fortnightly in-person job-search review meetings
are seen as an important tool in reducing average benefit durations, and past trials allowing
these meetings to be conducted via telephone resulted in prolonged benefit claims (OECD,
2014a).3? A recent pilot from Germany, allowing for more intensive face-to-face counselling,
resulted in positive impacts in terms of benefit off-flows and was associated with a net
saving for the public purse (Hainmueller et al., 2011).

Following the major transformation of the Dutch PES (see Box 3.14), in which
interaction with jobseekers during the first three months of unemployment is almost
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exclusively through online channels, the new e-services at first met with reduced
customer satisfaction, and the Dutch Ministry of Social Affairs and Employment from 2014
funded additional 150 PES staff for a nation-wide randomised control trial of increased
activation and eligibility review during the first three months of unemployment (Grimberg
and Seppenwoolde, 2014; EC, 2014b).

Conclusions

Historically, modern activation policies were developed as a response to high levels of
benefit dependency, requiring active job search and participation in employment services
that foster reintegration into employment. Activation policies are generally implemented
by the broadly-defined public employment service (PES), and targeted on the unemployed.
The rising policy priority placed on labour market inclusion suggests that activation
policies should play a broader role in the labour market and a number of policy features of
this nature are documented in this chapter. For example, availability-for-work
requirements are sometimes extended to groups formerly on other benefits, and
employment services also help employed workers and other groups not on a benefit. This
chapter has also explored examples of individualised interventions for groups that have
specific needs, or are not unemployed, and interventions that give particular attention to
objectives such as stability and progression in employment. An even broader concept of
labour market activation would include health, education and training services as well as
tax policies that help to increase participation in the labour market and effective matching.
That extension is left for future work, but this chapter’s analysis already identifies several
key challenges that need to be addressed as the ambition for activation policies rises,
including issues of resource adequacy, the tailoring of services to a more heterogeneous
client pool and the increased complexity of co-ordinating a broader array of services for
that expanded pool of clients.

The PES is resourced to cover a full range of services and target groups in only a few
countries. It is noticeable that in Ireland and the United States, two countries with relatively
low PES funding, jobseeker profiling has to be used largely in order to ration the delivery of
partly-personalised services to a sub-group of clients that is considered most in need.
Among non-European countries, Australia intervenes relatively intensively in the
unemployment spell, but this is only possible because funding of the PES is high for a non-
European country. In many countries, funding significantly constrains expenditure on
outreach services, and a major expansion of the PES role without adequate resources could
dilute its focus on traditional objectives, such as a rapid return to work by the registered
unemployed.

Services are targeted on particular client groups in several ways. The service offer is
often linked to benefit entitlement. Where groups are ineligible for benefit this can
sharpen work incentives, but it can also prevent effective delivery of services to those who
most need assistance. The PES can profile jobseekers to adapt its service offer. Individual
active labour market programmes (ALMPs) apply their own selection criteria, and some
often address particular barriers such as language proficiency. Targeting mechanisms need
to identify groups that are able to enter the labour market and able to benefit from
particular services. Impact evaluation is important to ensure that resources are used
effectively. Where clients are handled by both national and local organisations, for some
target groups services need to be co-ordination with appropriate institutional incentives,
but other groups may suffer from gaps in provision that need to be filled.
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An effective activation strategy must incorporate and keep in balance different
elements. This chapter highlights the key functional requirements of a successful strategy
within a new framework consisting of three pillars - motivation, employability,
opportunities — and, as the keystone, the institutional setup required to co-ordinate delivery
of a complex array of services. A number of tools need to be mobilised towards this end.
Eligibility criteria should in principle ensure that recipients of unemployment benefits are
available for work, e.g. are contactable and ready to accept suitable jobs. Jobseeker
counselling, combining elements of eligibility and job-search review, action planning with
matching and referral of jobseekers to vacancies, is central in promoting returns to work
through a range of channels. Jobseeker matching and referral must be services for
employers, as much as for jobseekers. Many tools and techniques such as PES information
systems, e-service delivery, the statistical profiling of jobseekers, or the targeting and
scheduling of referrals to labour market programmes, are important. Jobseeker aspirations
and barriers to employment vary, and often the PES should be offering a range of assistance
measures, while also insisting that inactivity is not an option. Performance measurement
and evaluation play an essential role in system management, but an overall activation
strategy should also take into account inputs and outcomes that are not so easily measured.
For example, the limited statistical evidence available is consistent with the idea that
employment services and training can enhance job stability and earnings considerable years
ahead, but such measures are not available as an operational tool. Activation, like education,
is among other things a social investment.

Notes

1. The public employment service (PES) here refers in principle to all institutions delivering
employment services and the administration of other labour market programmes. Often there is
one main institution with broad responsibilities, but the concept encompasses separate or partly
separate services, e.g. for unemployment benefit administration; for target groups such as partly
disabled jobseekers, lone parents, and recipients of municipal social assistance; or for career and
training advice.

2. Although the strategic aim is to raise the overall employment rate, formal PES targets would
typically be narrower than this, e.g. operational variables such as total placements and the share
of disadvantaged groups within them.

3. The framework builds on an earlier framework first presented in Immervoll and Scarpetta (2012)
and adds institutions as the foundation to this framework.

4. A Google search easily identifies statements that employers want “motivated” candidates, and
that commercial employment agencies aim to provide them.

5. This chapter does not address detailed benefit-system issues, except for the work-related
eligibility conditions.

6. For example, in this chapter unemployment benefits include social assistance benefits in cases
where these are conditional on availability for work: at the national level, the recipients would in
some countries more than others be described as unemployed.

7. This chapter does not aim to discuss services that enhance employability by addressing specific
barriers, e.g. childcare or health condition management, focusing instead on themes common to
different groups.

8. In the United States, there is no particular targeting of labour market training on unemployment
insurance recipients. The 1998 Workforce Investment Act in the United States targets, for
intensive services, groups that are economically disadvantaged, dislocated, or have specific hard-
to-serve characteristics or barriers to employment, with priority for benefit recipients and low-
income groups in areas where funds are limited (www.doleta.gov/usworkforce/wia/Runningtext.cfm).
In Japan in 2010, unemployment benefit recipients were expected to report monthly, but staff
resources allowed general jobseekers to have a longer counselling session occasionally on a
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voluntary basis, with more-intensive action-plan procedures involving regular contact for up to
three months available for some particular target groups (Duell et al., 2010).

9. The “employment line” in Nordic labour market policy involves paying unemployment benefits for,
in principle, only relatively brief periods, while offering places in programmes that pay a low wage
or a training allowance. In Norway, from 2010 to 2012, about 50% of the registered unemployed
were on unemployment insurance benefits and slightly less than 10% on social assistance as their
main source of income, but about 27% were on none of the main public benefits: at the same time,
about half the participants in ALMPs were not previously benefit recipients but do receive
programme allowances (Furuberg, 2014, and advice from national authorities). Participation in the
Qualification Programme also significantly increases cash benefits (see Box 3.4).

10. In the United Kingdom, parents with a youngest child under 13 years can restrict their available
working hours to normal school hours. Furthermore, as lone parents become eligible for Working
Tax Credit, which is an in-work means-tested benefit to top up the earnings of people on low
incomes, once they work 16 hours, they have a reduced incentive to look for full-time work. In
Japan, financial incentives are strong and a relatively high proportion of single mothers work full-
time, but their net incomes are still relatively low (Duell et al., 2010).

11. It should be kept in mind that LMP expenditure data are subject to comparability problems, and
even when these have been resolved to the extent possible, the content of expenditure within a
particular database category is variable. For example, ALMP expenditure is high in European
countries due partly to the systematic inclusion of training allowances or unemployment benefits
paid to programme participants in the statistics; in non-European countries, similar payments are
not necessarily available for participants, or they may not so often be identified and reported.

12. LFS concepts implemented in most OECD or EU countries use a recent past week (i.e. a fixed week
each month or the week preceding the survey week) as the reference period for an assessment of
“without work” status. In some cases, the reference period for assessment of “currently available”
status is the reference week used for “without work”, but in EU countries it is a two-week (forward-
looking) period after that reference week. The reference period for “seeking work” status is the
previous four weeks (including the survey reference week).

13. Since July 2012, recipients of unemployment benefits in Spain must prove to the PES that they are
actively looking for employment. However, there is no legislation about the frequency of reporting:
the PES in the autonomous regions must set up these conditions (Langenbucher, 2015).

14. Canada’s unemployed are being more frequently informed of their search obligations through a
requirement to attend collective Claimant Information sessions, but in 2013/14 there were still
only about 10 000 individual follow-up reviews of job search for more than a million new claims
annually (advice from national authorities).

15. Sanctions in principle extend past the time when the infraction occurred. In other cases, e.g.if a
jobseeker is not available for work due to travel, eligibility may be suspended temporarily or
permanently, but this is not a sanction.

16. For the Washington Alternative Work Search experiment, Cebi etal. (2013) find that
unemployment insurance claimants who participated in a job-search assistance programme had
longer benefit spells and received more benefits during the year of the experiment and were less
likely to return to their former employer than comparable non-participants. This is likely to reflect
selection effects, because only 18% of the claimants assigned to job-search assistance participated
in it and participants will have been a sub-group with relatively low employability. The authors
however argue that the job-search assistance programme may have had a lock-in effect, similar to
training programmes.

17. Although job-search assistance programmes are often estimated to have a large positive impact,
especially relative to their low cost, experimental implementations may divert scarce resources such
as PES job vacancies away from the control group, resulting in overstatement of the impact. Crépon
et al. (2013), using data from a clustered randomisation strategy, estimate a negative impact on some
control groups and attribute this to displacement effects in local labour markets, but there was not
a positive impact on the treatment group, and the negative impact might well be due to other factors.
UK studies report little evidence that activation measures targeted on one group have a
displacement effect for other client groups at the same local employment office (White and Riley,
2002; Hasluck et al., 2003; Adam et al., 2008). Also, some studies identify positive impacts in
situations where all the clients at some local offices are treated, with non-treated local offices as the
control group (e.g. McVicar, 2010; Hainmueller, 2010; Hofmann et al., 2012). But clearly, research in
this field should keep close track of possible externality effects, either within the local office
administration and experimental implementation processes, or in the external labour market.
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18. A lag of two or more years between employment service delivery and its apparent impact may
arise because employment services lead to entry to longer-term training by a limited proportion of
the participants. In the short term, a lock-in effect for those who enter training might
approximately cancel out a positive impact for those who do not enter training.

19. Job brokerage is easier during an economic expansion, when there are relatively more vacancies per
unemployed job seeker. But it is also possible during recessions, since a considerable number of job
vacancies continue to be opened by employers even when business conditions are generally bad.

20. Other countries claim even higher market shares of up to 60%. Such statistics are, however,
difficult to compare due to different national concepts of collecting and processing information
(Fuller et al., 2011; Manoudi et al., 2014).

21. The information in this sub-section is based on a questionnaire sent by the OECD to member
countries during the course of 2014 to identify effective strategies among countries for improving
skills governance and turning qualitative and quantitative information on skills needs into relevant
action for policy. The questionnaire was developed in co-operation with the European Centre for the
Development of Vocational Training (CEDEFOP), the European Training Foundation (ETF) and the
International Labour Organisation (ILO). The questionnaire was distributed to governments (Ministry
of Labour and Ministry of Education) as well as to social partners (employer organisations and trade
union confederations). The OECD received replies from 27 OECD countries. OECD (2015c) describes
the survey and the survey results in much greater detail.

22. Employment incentives cover usually no more than 50% of total labour costs, for regular labour
market jobs, and for a limited time, although the jobs themselves may be permanent. Measures
that cover a limited proportion of total labour costs, but for an indefinite period and to compensate
for reduced capacity to work, in a regular working environment (i.e. not an enterprise established
specifically for the employment of people with disabilities), are classified as supported
employment. Direct job creation measures are temporary, additional to normal labour demand,
and usually the jobs are of community benefit or socially useful and the subsidy covers more than
50% of the labour cost (Eurostat, 2013).

23. The employment incentives category also includes incentive payments to the recently-hired
individual (though not continuing part-payment of unemployment benefits, or permanent in-
work benefits).

24. In his meta-analysis of 137 evaluations from 19 countries, Kluve (2010) find that private sector
incentive schemes (along with a category of “services and sanctions”) are significantly more likely
to have a reported positive impact on individual employment probability (and less likely to have a
reported negative impact) than training, direct employment and youth programmes.

25. This is emphasised by OECD (2005). Schiinemann et al. (2013) report, for a wage subsidy targeted at
long-term unemployed workers in Germany that using matching techniques, with treated
individuals defined as those who actually received a wage subsidy, the treatment increased rates
of unsubsidised employment by more than 20 percentage points in the two years after the subsidy
had ended. At the same, they estimate that across the whole group that became eligible for the
subsidy (including those who were not hired), the subsidy had no significant impact on exit rates
to unsubsidised employment or job stability.

26. Permanent payments are often lacking in active character, and only those that compensate for
partial (or complete, but potentially temporary) loss of work capacity are counted as active
programmes in the OECD/EC Labour Market Programme Database (Eurostat, 2013). However,
permanent in-work benefits that are phased out in line with earnings can have a large impact on
the labour market: see Immervoll and Pearson (2009) and the discussion of UK tax credits and
Universal Credit in OECD (2014a).

27. The Norwegian inclusive workplace agreements date back to 2001 and are a central framework for
tripartite co-operation between the government and employer and employee organisations. The
aim of the agreements is to prevent and reduce absence due to illness; to help bring employees
back to work; to improve the working environment; and to prevent exit from working life. About
60% of employees work in firms with an inclusive workplace agreement (OECD, 2013b).

28. The employment gap between those with a severe mental disorder and those without mental health
issues is 25-30 percentage points and jobless rates for people with severe disorders are, in many
countries, four or five times higher than for those with no mental health issues (OECD, 2012b).

29. Results from the OECD’s Survey of Adult Skills (OECD, 2013d) show that across participating
countries 9.3% of adults have no computer experience and 4.9% of adults failed the information
and communications technology (ICT) core test, which assesses basic ICT skills. Proficiency in
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problem solving in technology-rich environments varies widely across socio-economic groups and
is driven by individual characteristics such as age, gender, education and socio-economic
background (as measured through parental education).

30. In 2012 and 2013, the British PES tested a number of methods to encourage claimants to claim online
instead of via telephone. The methods included i) call-centre staff re-directing and persuading
callers to claim online; ii) prolonged waiting times for telephony-based applications; iii) a promise to
prioritise online claims when processing benefit claims; and iv) removing the option to make a
telephony based claims for claimants with internet access (DWP, 2013a and 2013b).

31. Based on interviews with officials at the British Department for Work and Pensions.

32. In 2005, the British PES ran a number of randomised control trials to test different approaches to
the fortnightly job-search review meetings. The control group continued to be subject to
fortnightly review meetings. The treatment groups had i) an excusal for review meetings for a
certain period with a random call into the PES; ii) fortnightly review meetings via telephone with a
random call into the PES; iii) fortnightly, but shortened in-person review meetings; or
iv) fortnightly review meetings in groups. The excusal for signing and telephone signing resulted
an increased benefit duration. Middlemas (2006) therefore notes that it is the frequency of
interventions rather than the quality of the intervention which has an effect on maintaining off-
flows from benefit. The negative effect of telephone signing suggests that the intervention does
need to be in person to be fully effective.
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ANNEX 3.A1

Unemployment benefit registration procedures,
job-search requirements and participation
in active labour market programmes (ALMPs)

Table 3.A1.1. Unemployment benefit registration procedures and application routes

Benefit entitlement starts
before (B), simultaneously
with (S) or after (A)
registration for placement;
R = benefit pay retroactive
back to date of loss of work

Length of waiting period
(for which benefit is not
payable at the start
of unemployment), if any

Possible application routes,
P (in person), T (telephone), Proportion of claimants using
F (Fax), W (post), E (email), online channels

0 (online interface)

Delay until first contact
with placement services

Australia

Austria
Belgium

Canada

Chile
Czech Republic

Denmark
Estonia
Finland

France
Germany
Greece
Hungary
Iceland
Ireland
Israel
Italy

Japan
Korea
Luxembourg
Netherlands

New Zealand

Norway
Poland

S

B

B, R (only for the first

3 days of unemployment)
S

S

A

D

»w > N W > ;>

AR
B,R

14 days

7 days
5 days

7 days

6 days

3 days
5 days
8 days

7 days
7 days

0-14 days

3 days

PW,T,0

TEWO0 About 5%
P2 X

o,w 98%

P X

P X
PW,0

PO

W, 0°¢

P X

P X

PO About 20%
0 100%¢
P X
PEW X

0 100%d
P X

P X

P X

P, 0 95%
PT,0 30%

P, W, 0

P,0

Usually 2 days
(max. 14 days)

Max. 10 days

No enforced maximum
delay

In-person visits are not
required for all claimants

1 month

With 1 to 3 months?
30 days

In-person visits are not
required for all claimants

X
X
15 days

X
60 days

No enforced maximum
delay

X

1-4 weeks

2 weeks

No enforced maximum
delay

No enforced maximum
delay

Within 3 months

Max. 7 days
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Table 3.A1.1. Unemployment benefit registration procedures and application routes (cont.)

Benefit entitlement starts
before (B), simultaneously
with (S) or after (A)
registration for placement;
R = benefit pay retroactive

Length of waiting period
(for which benefit is not
payable at the start
of unemployment), if any

Possible application routes,

P (in person), T (telephone), Proportion of claimants using

F (Fax), W (post), E (email),
0 (online interface)

online channels

Delay until first contact
with placement services

back to date of loss of work

Portugal A - PO . Usually 3 days®

Slovak Republic S,R - P X X

Slovenia SR - P W, 0 . Usually within 14 days

Spain SR - PT,WO0 1-2% All PES registration must
be made in person

Sweden S,R 7 days P.T,0 . 5 working days

Switzerland SorA 5 days? P W X X

Turkey A R - P, 0 26% No need to visit PES
in person

United Kingdom S 7 days PT,WO0 88% Usually within 3 days
(max. 1 month)

United States BorS 7 days (most states) PT,W, of 58% No maximum delay

in federal law

Note: .. Not available; x not applicable; — absolute zero.

a)
b)

9

d)

)

9)

h)

In Belgium, applications for benefit must be made in person; PES registration is possible in person, by telephone or online.

In Denmark, claimants under 30 years of age will have the first personal visit to the PES within one month. Claimants over 30 years
of age will have the first personal visit within 3 months. However, the first personal visit in the unemployment insurance fund will be
within three weeks. The meeting ensures that the claimant has a valid CV, which has to be approved by the unemployment fund. The
unemployment fund also informs claimants of their rights and duties (availability for work and active job search).

PES applications can be made in person or online in Finland.

In Iceland and Italy, all benefit applications are made online. In Iceland applicants can receive assistance at the office of the
Directorate of Labour along with the access to computers. In Italy, claimants may receive assistance with filing their claims in local
centres run by unions and employee organisations.

In Portugal, following an online application, the validation process has to be completed in person within three working days. If the
jobseekers has at least 12 years of schooling and an adjusted market profile with a low risk of becoming long-term unemployed, the
validation does not require a face-to-face meeting.

The Swedish PES also offers the option of PES registrations in unmanned PES offices via video link.

In Switzerland, no waiting period applies to unemployment benefit claimants with an insured income less than CHF 36 001 per year
and to insured persons whose insured income is between CHF 36 001 and CHF 60 000 per year and who care for a child under the age
of 25. For persons who do not have a maintenance obligation towards children under 25 years, the waiting time may increase to 10 up
to 20 days, if the guaranteed insurance sum exceeds CHF 60 001.

In the United States, a small number of claimants (less than 1%) may also apply for unemployment benefits through their employer.

Source: Compendium of national replies to the OECD Secretariat questionnaire on “Eligibility criteria for unemployment benefits and
interventions in the unemployment spell”.

Table 3.A1.2. Job-search requirements and participation
in active labour market programmes (ALMPs)

Continued availability for work (A) and job-search
(JS) requirements during ALMP participation

Frequency at which the unemployed

have to report their job-search activities Number of actions to be reported

Australia Every two weeks 8 to 20 per month A, JS?

Austria Once a month Not specified A

Belgium Interview after 9/12 months of unemployment;  On average 5 per month Aand JS (only for short-term or part-time
earlier and more frequent interventions may programmes)
apply to younger jobseekers

Canada Every two weeks Not specified No

Chile Attendance once a month, but no reporting Not specified A
requirements

Czech Republic  Varying local practices Not specified A

Denmark Every three months Not specified A, Jsb

Estonia Once a month Variable requirement (depending on IAP) A JS

Finland Variable requirements Variable requirement (depending on IAP) A for some ALMPs
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Table 3.A1.2. Job-search requirements and participation
in active labour market programmes (ALMPs) (cont.)
Frequency at which the unemployed . Continued availability for work (A) and job-search
have ?0 repx(/m their job-search ;)cti\y/ities Number of actions to be reported JS) requirementsyduring ALEVI:’ partlicipation
France Once a month (from the fourth month Not specified A
of unemployment)

Germany Variable requirements Not specified A JS

Greece No requirements Not specified A for training programmes
Hungary No requirements Not specified No

Iceland Once a month At least 1 per month No

Ireland Variable requirements Not specified Aand JS only for part-time courses
Israel Attendance once a week, but no reporting Not specified No

requirements

Italy No requirements Not specified A

Japan Every four weeks 2 per month A

Korea Every four weeks Not specified No

Luxembourg Once a month Not specified A

Netherlands Every four weeks 4 per month A JS

New Zealand Variable requirements Not specified A JS

Norway Variable requirements Not specified A

Poland No requirements Not specified A

Portugal Twice a month Variable requirement (depending on IAP) No

Slovak Republic ~ Variable requirements Not specified A for most ALMPs
Slovenia Variable requirements Not specified A for most ALMPs

Spain Variable requirements Not specified No

Sweden Once a month Variable requirement (depending on IAP) A JS

Switzerland Once a month Variable requirement (depending on IAP) A, JS°¢

Turkey No requirements Not specified A

United Kingdom  Every two weeks Variable requirement (depending on IAP) A, Js?

United States Variable requirements 4 to 20 per month a for most ALMPs

a)

b)

d)

In Australia, there are some limited instances where jobseekers undertaking specified hours of certain approved activities are not
required to undertake additional job search (e.g. those in a short full-time course), but they must attend appointments with their
provider and accept suitable paid work that fits around their study commitments. Some groups (e.g. those with a partial capacity to
work who are meeting their requirements through paid work, study or a combination of the two) are not required to remain connected
to their employment services provider or accept any offers of suitable paid work.

If participation in or completion of a specific employability enhancement measure will most likely result in ordinary work, Danish
local job centres can decide that the unemployed person has to be available for that specific measure only.

In Switzerland, recipients of unemployment benefits cease to be available for recruitment for the duration of a course, if required by
the course. Exemptions to active job-search requirements may apply in some circumstances, e.g. for pregnant women, unemployed
in the six months preceding retirement age, unemployed with a suitable job starting next month, or for unemployed participating in
a motivation course to help them chose a training programme.

In the United Kingdom, availability for work and job-search requirements may be suspended when benefit recipients participate in
work-related activity (including training) of 16 or more hours per week. At any one time, these exceptions affect a small minority of
recipients.

Source: Langenbucher, K. (2015), “How Demanding Are Eligibility Criteria for Unemployment Benefits? Quantitative Indicators for OECD and
EU Countries”, OECD Social, Employment and Migration Working Papers, No. 166, OECD Publishing, Paris, www.oecd.org/els/
listofsocialemploymentandmigrationworkingpapers.htm.
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ANNEX 3.A2

Supplementary material on job-search methods

Table 3.A2.1. Methods used during previous four weeks to find work
Percentages, persons aged 25-64, 2012

A. Contacted B. Contacted E. Inserted or

) . . D. Ask F. Studi
public private C. Applied to ) sked answered S.Ud ed
friends, . advertisements
employment employment  employers . advertisements
relatives, trade . in newspapers

office to find agency to find directly in newspapers

unions, etc. ; or journals
work work or journals
Unemployed
Austria 78.7 18.7 77.9 771 53.1 88.5
Belgium 63.7 40.0 30.0 34.6 18.1 59.7
Czech Republic 67.0 17.5 63.1 93.4 31.3 61.5
Denmark 58.5 3.6 83.1 76.5 776 93.3
Estonia 54.7 10.2 32.1 67.1 33.7 74.8
Finland 62.6 17.6 442 38.1 43.0 89.6
France 60.5 26.1 54.1 55.7 49.3 78.4
Germany 79.7 13.0 22.2 39.3 56.0 57.6
Greece 66.7 8.4 89.8 93.6 422 79.7
Hungary 744 349 78.0 90.8 55.1 90.3
Ireland 495 33.8 75.6 88.8 30.5 92.5
Italy 345 19.9 66.5 82.4 332 68.6
Luxembourg 75.7 35.5 70.4 64.8 59.0 84.8
Netherlands 49.2 46.3 68.7 61.6 36.7 63.0
Norway 63.4 14.3 36.4 17.5 46.3 62.6
Poland 735 95 60.8 79.6 40.0 76.3
Portugal 49.0 42.8 73.8 79.9 52.7 734
Slovak Republic 78.9 10.4 39.3 779 34.0 68.9
Slovenia 78.3 28.5 83.8 91.9 76.0 87.6
Spain 34.2 329 80.7 89.9 41.8 713
Sweden 81.8 11.5 434 26.2 20.6 55.7
Switzerland 52.2 315 32.8 22.2 27.7 69.5
United Kingdom 57.9 24.2 44.0 435 57.3 80.8
European Union 62.8 23.1 58.7 64.9 441 751
Employed looking for work
Austria 25.0 13.8 67.9 721 419 87.6
Belgium 28.4 225 25.4 29.9 15.0 60.8
Czech Republic 15.3 13.0 48.8 66.5 24.8 60.8
Denmark 131 2.2 54.4 52.1 66.8 85.2
Estonia 5.9 11.2 25.9 59.5 34.8 76.5
Finland 141 6.3 41.2 27.9 4141 87.9
France 32.6 17.7 59.3 60.1 49.7 75.1
Germany 39.3 9.3 22.0 412 52.1 61.7
Greece 231 5.6 84.6 93.1 30.4 70.5
Hungary 29.3 21.2 59.2 85.1 44.2 88.6
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Table 3.A2.1. Methods used during previous four weeks to find work (cont.)
Percentages, persons aged 25-64, 2012

A. Contgcted B. Co'ntacted ' D Asked E. Inserted or F Studied
public private C. Applied to . answered .
friends, ; advertisements
employment employment  employers . advertisements .
) ) ) B relatives, trade . in newspapers
office to find agency to find directly . in newspapers )
unions, etc. : or journals
work work or journals
Employed looking for work
Ireland 21.6 426 73.1 722 322 914
Italy 14.6 16.1 55.2 67.4 24.1 60.5
Luxembourg 35.4 27.3 64.4 52.3 51.0 79.7
Netherlands 14.3 21.9 55.5 57.0 21.4 51.6
Norway 11.9 3.3 19.0 9.8 25.8 54.2
Poland 20.7 7.6 455 75.1 404 77.0
Portugal 21.7 33.2 64.1 76.8 50.0 69.2
Slovak Republic 425 5.8 35.8 776 30.2 72.6
Slovenia 12.2 20.1 65.1 82.5 67.1 84.5
Spain 15.6 28.2 735 83.5 43.8 68.6
Sweden 46.3 7.6 43.8 20.3 19.8 47.7
Switzerland 13.1 8.1 18.0 30.8 19.5 75.3
United Kingdom 13.6 17.5 29.7 31.4 45.2 74.8
European Union 22.2 15.7 49.2 57.6 37.9 72.2

Note: EU unweighted average for the countries shown. More job-search methods are reported in the survey, but only
the six most prominent methods are shown.
Source: OECD calculations based on European Union Labour Force Survey.
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Chapter 4

The quality of working lives:
Earnings mobility, labour market risk
and long-term inequality

This chapter analyses how earnings mobility — defined as moving up or down the
earnings ladder and in and out of work — affects labour market risk and long-term
inequality. To this end, it employs a simulation methodology to analyse workers’ careers
using short panel data for 24 OECD countries. On average, three quarters of inequality
in a given year is shown to be permanent in nature, while the remainder evens out over
the life cycle as a result of mobility. Mobility does not appear to be higher in countries
with more inequality. Chronic unemployment, weak cognitive skills, atypical work
arrangements and poor productivity in firms are major determinants of low long-term
earnings. Unemployment insurance plays a major role in securing worker careers by
mitigating income risks due to unemployment. Minimum wages reduce the risk of
extreme low pay, but their impact is muted in the long-term due to the equalising effect
of mobility and potential adverse employment effects.
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Key findings
People spend a considerable part of their time at work, but also work for a considerable
part of their lives. Therefore, it is important to measure not only the quality of employment
at one point in time, but also, and perhaps even more so, the quality of the entire working
life. This chapter proposes a dynamic framework for measuring and assessing the quality
of working lives by focusing on the employment and earnings trajectories of workers over
the long-term.

Going beyond a static assessment of the employment and earnings status of workers
allows to take account of the impact of earnings mobility, encompassing both movements
between employment and unemployment (employment mobility) and movements up and
down the earnings distribution (wage mobility). Earnings mobility matters from the
perspective of individual workers because it offers opportunities for career advancement,
but it can also be a source of earnings insecurity justifying policy intervention. Mobility
matters for society at large because it can smooth out earnings differences between workers
over time, possibly rendering earnings inequality at a point in time more socially acceptable.

Documenting and analysing the employment and earnings trajectories of workers in
the long term is far from obvious in practice due to data limitations. Data are needed that
allow individuals to be followed over a substantial part of their working lives.
Unfortunately, such data are only available for a limited set of countries and tend to be
difficult to compare internationally. In order to overcome these data limitations, this
chapter makes use of simulation techniques to generate individual earnings and
employment trajectories over the longer term. A validation exercise using social security
data for Italy shows that this approach captures the observed evolution of earnings and,
particularly, the degree of mobility rather well.

The first contribution of the chapter is to provide a statistical portrait of earnings mobility
and the distribution of long-term earnings - defined in terms of the cumulative sum of
monthly earnings over ten or twenty years after taking account of the evolution of hourly
wages, working time, unemployment and unemployment benefits — across 24 OECD countries
and socio-economic groups. The simulated work histories suggest that:

e Among the countries analysed, long-term earnings inequality among men is lowest in
Belgium, Switzerland and Slovak Republic and highest in Estonia, Greece and the
United States, while for women it is lowest in Denmark, Finland and Slovak Republic and
highest in Austria, Japan and the United States. The country ranking is broadly similar to
that of inequality at a point in time.

e On average across the countries analysed, mobility reduces inequality by about a
quarter over the working life. That is, approximately three quarters of inequality
within a year is permanent. Long-term inequality reflects structural differences in
earnings which are determined by the structure of labour demand and supply, and the
nature of policies and institutions.
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e The cross-country correlation between mobility and inequality at a point in time tends
to be weak and depends on the measure of inequality used. This means that mobility
and inequality do not have to go hand in hand and that policies and institutions can give
rise to different combinations of mobility and inequality.

e Life-time earnings differentials are largely determined in the first ten years of workers’
careers. Earnings mobility is more than 50% higher for young people than for prime-age and
older workers. Mobility is also higher for low-skilled workers. This is due to their higher risk
of becoming unemployed, rather than a high rate of wage mobility in employment.

e Mobility has remained largely stable in recent decades. This means that life-time
inequalities have tended to increase in tandem with inequalities within a given year.

The second contribution of the chapter is to shed light on the determinants of poor
careers. Focusing on the terciles of the distribution of long-term earnings among labour
force participants, the following patterns emerge:

e The risk of unemployment is highly concentrated and chronic unemployment is a key
determinant of low long-term earnings. On average across countries, workers in the
bottom tercile of long-term earnings spend, over a span of ten years, more than one year
in unemployment compared with just one month for those in the top tercile.

e Poor cognitive skills are major determinants of low long-term earnings. This reflects
their importance for the risk of unemployment, the risk of low pay and having a low
earnings potential more generally. If anything, taking a long-term perspective reinforces
the link between skills and earnings due to the equalising impact of mobility on
temporary earnings differences.

e Low long-term earnings are closely associated with part-time work. While in most
OECD countries the majority of people choose part-time work for personal reasons, in a
number of countries — such as Greece, Italy and Spain - involuntary part-time work for
economic reasons is widespread.

e Temporary work is associated with lower long-term earnings in most countries, but not
all. It is strongly linked with low long-term earnings in Greece, Italy, Slovak Republic and
Turkey, but not at all in Belgium, Germany, Switzerland and the United Kingdom. The
concentration of temporary work in the bottom of the distribution of long-term earnings
is likely to reflect a dual labour market where employment protection provisions diverge
strongly across contract types.

e Who you work for is also a key determinant of long-term outcomes since there is a
tendency for people with low long-term earnings to spend much of their careers in low-
wage firms. While this sorting of workers across firms may reflect matching efficiency, it
also reinforces existing labour market inequalities.

The third contribution of the chapter is to use the simulation methodology to assess the role
of unemployment insurance and minimum wages in promoting rewarding and secure careers.

e Unemployment benefits play a major role in mitigating income risks due to joblessness
in many OECD countries, but also reduce overall earnings inequality in the long-term.
A promising way of increasing labour market security further is to expand benefit
coverage, particularly in countries where both benefit coverage and generosity are
relatively low.

e The minimum wage plays a useful role in reducing the incidence of low long-term
earnings, but has a negligible impact on long-term inequality overall. This is due to the
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equalising role of mobility and the possible presence of adverse effects of the minimum
wage in raising the risk of unemployment.

Introduction?

People spend a considerable part of their time at work, but also work for a considerable
part of their lives. Therefore, it is important to measure not only the quality of employment
at one point in time, but also, and perhaps even more so, the quality of the entire working
life. This chapter proposes a framework for measuring and assessing the quality of working
lives by focusing on the employment and earnings trajectories of workers in the long-term.
The concept of the quality of working lives that is presented and applied in this chapter
captures elements of both job quality (earnings and labour market security) and job
quantity (unemployment and working time). This approach, therefore, offers a
comprehensive and dynamic framework for assessing labour market performance in terms
of both the quantity and the quality of jobs, complementing the static framework on job
quality that was proposed in OECD (2014, Chapter 3).

Taking a dynamic perspective on job quality by focusing on workers’ careers is
important for the assessment of both individual and overall societal well-being. For
individual well-being, this implies that seemingly similar jobs may be valued differently by
workers depending on the degree of labour market security they offer and the prospects
they provide for career progression. The classic example is that of a temporary job which
may, in some cases, act as a stepping stone to stable and rewarding work, but in other cases
represents a job of last resort which offers little prospect of moving into a good-quality job.?
For the assessment of societal well-being, taking a dynamic perspective also matters
because of the role of mobility in determining the depth and persistence of economic and
social inequalities (Friedman, 1962). Modern labour markets are characterised by high
levels of turnover between jobs, resulting in substantial fluctuations in labour earnings and
high flows in and out of unemployment. This means that, in general, inequality in terms of
life-time earnings will be smaller for a given cohort than inequality measured in any given
year. A dynamic perspective that accounts for the degree of persistence in worker careers
may thus have important implications for the assessment of policies and institutions.

Documenting and analysing the employment and earnings trajectories of workers is
far from obvious in practice due to data limitations. Longitudinal data are needed that
allow individuals to be followed over a substantial part of their working lives.
Unfortunately, such data are only available for a limited set of countries and are not fully
comparable. This chapter makes use of simulation techniques to generate individual
earnings and employment trajectories over the longer term, in an attempt to overcome
these data limitations. A validation exercise using social security data for Italy shows that
the simulations capture the actual evolution of earnings and, particularly, the degree of
earnings mobility, rather well. Full details on the approach and data sources used in the
chapter, and the robustness of the results that are reported can be found in a background
paper (Garnero, Hijzen and Martin, 2015).

The chapter is structured as follows. Section 1 provides a statistical portrait of the
incidence of low long-term earnings and long-term earnings inequality across countries
and socio-economic groups. It places particular emphasis on the role of earnings mobility
in reducing long-term inequality relative to the level of inequality at any point in time.
Section 2 sheds light on careers characterised by low long-term earnings. As such, it takes
account of the equalising effect of mobility, as in the previous section, but also of more
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structural factors that affect inequality in the long term, including worker competences,
atypical work arrangements and firm quality. It also provides some discussion of the role
of experience and job mobility in promoting better careers. Section 3 presents a number of
counterfactual simulations that shed light on how unemployment insurance and the
minimum wage affect labour market risk and long-term inequalities. Finally, the last
section draws out the main policy lessons of the chapter.

1. A statistical portrait of mobility and inequality across countries
and socio-economic groups

This section provides a statistical portrait of the quality of working lives based on the
concept of long-term earnings. For the present purposes, this is defined as the cumulative
sum of monthly earnings and any unemployment benefits over ten years (unless otherwise
stated).? Long-term earnings capture earnings while in-work (hourly wages and working
time) as well as the risk of unemployment and the mitigating effect of unemployment
insurance. It does not take account of the non-material aspects of working lives as
embodied in the quality of the work environment.”

The main value of taking a long-term perspective is that it takes account of earnings
mobility. Earnings mobility in this chapter is defined in terms of earnings changes that
result either from movements between employment and unemployment, after taking
account of unemployment benefits, (employment mobility) or from movements between
different segments of the earnings distribution among the employed (wage mobility).
Earnings mobility is defined in relative terms based on positional movements in the
distribution of earnings (“positional mobility”). No account is taken of earnings changes
that affect the overall level and distribution of earnings without changing the position of
individual persons in the distribution (“structural mobility”).® Positional mobility is a
doubled-edged sword for workers as it provides opportunities for moving up in the
distribution but also carries the risk of falling down. Earnings mobility also has a tendency
to even out earnings differences between individuals in the longer term. Thus, mobility,
defined in terms of fluctuations in relative earnings, has a tendency to increase risk, but
also to reduce long-term inequality and, hence, has important implications for the
assessment of both individual and societal well-being. The role of mobility for overall well-
being depends on the relative importance of risk and inequality aversion and, therefore, is
a priori ambiguous (Atkinson and Bourguignon, 1982).

Since mobility is particularly relevant for the distribution of earnings this will be the
main focus of the analysis. Of course, the level of life-time earnings is also a key
determinant of the quality of working lives. However, average earnings differences
between countries and socio-economic groups are not much affected by taking a life-time
perspective and have been documented in OECD (2014, Chapter 3).” Three different
measures of long-term earnings inequality will be considered: the incidence of low long-
term pay, defined as the incidence of workers receiving less than two-thirds of the median
hourly wage in the reference year; the Gini of long-term earnings among the continuously
employed; and the Gini of long-term earnings among those continuously active (see the
glossary in Box 4.1 for detailed definitions). The third of these measures also takes account
of unemployment benefits when unemployed. Consistent with the approach taken in
OECD (2014, Chapter 3), unemployment insurance is measured in effective terms taking
account of both the coverage and generosity of unemployment insurance and assistance.
But rather than making use of average measures of coverage and generosity at the country

OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015 171



4. THE QUALITY OF WORKING LIVES: EARNINGS MOBILITY, LABOUR MARKET RISK AND LONG-TERM INEQUALITY

Box 4.1. Glossary

Earnings concepts

Hourly wage: Monthly earnings divided by usual weekly working hours (times 12/52).

Monthly earnings: Gross annual earnings (i.e. before taxes and transfers) divided by the
number of months worked during the corresponding year. Gross annual earnings include
basic, overtime and performance pay, bonuses and social security contributions. Since
monthly earnings are measured at an annual frequency intra-annual movements in
earnings or in and out of work are ignored.

Replacement income when unemployed: The gross replacement rate times monthly earnings
in the last job before becoming unemployed if covered and zero otherwise. Coverage is
assigned randomly conditional on the individual’s predicted probability of being covered.
The probability of being covered is estimated country-by-country using a probit model and
is assumed to be a function of gender, education, potential experience and unemployment
duration. The gross replacement rate takes account of an individual’s last gross monthly
earnings before becoming unemployed and the time spent in unemployment.
Unemployment benefits include both unemployment insurance and unemployment
assistance benefits. Social assistance is not taken into account.

Inequality and mobility concepts

Labour market risk: The volatility of earnings over time as measured by the average of the
coefficient of variation of individual earnings over ten years.

Short-term (or annual) inequality: Earnings inequality across individuals within years
averaged over ten (or twenty) years.

Long-term inequality: Earnings inequality across individuals in terms of their average
earnings over ten (or twenty) years.

Mobility (Shorrocks index): Percentage reduction in average annual inequality as a result of
mobility (formally, one minus the ratio of long-term to short-term inequality, see
Shorrocks, 1978). Long-term inequality is less than short-term inequality because
temporary earnings fluctuations are smoothed out and do not contribute to inequality.
Shorrocks’ mobility index is zero if there is no mobility and one if there is full mobility. The
reduction in short-term inequality among continuously employed persons is referred to as
“wage mobility”, while the reduction in inequality due to movements between
employment and unemployment is referred to as “employment mobility”. The
combination of wage and employment mobility is referred to as “earnings mobility”.
Inequality indices

Gini coefficient: The extent to which earnings deviate from a perfectly equal distribution
(formally, it represents half the expected absolute difference in earnings between any two
randomly selected persons in the distribution). A Gini index of zero represents perfect equality
with earnings evenly shared across all workers, while an index of one represents perfect
inequality with all earnings concentrated in the hands of a single person. The Gini coefficient
of employed persons captures inequalities in both hourly wages and working time. It is also
referred to as “wage inequality”. The Gini coefficient of active persons captures earnings for
persons in work and replacement income when unemployed (see definition above). The
Gini coefficient of active persons is also referred to as “earnings inequality”. This measure
privileges the centre of the distribution.

Incidence of low pay: The incidence of persons earning less than two-thirds of the median
hourly wage in the base year among continuously employed persons. The base year is used
since the level and distribution of earnings is assumed to remain constant in the
simulations apart from any changes that result from the ageing of the sample. This
measure emphasises the bottom of the distribution.
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level, both are allowed to vary across individuals according to their specific characteristics
and the nature of the benefit system in the country [see Garnero, Hijzen and Martin (2015),
for full details].2 The analysis does not take account of labour force participation decisions;

nor does it consider the implications of worker outcomes for household income.® 1°

Measuring the distribution of individual earnings within countries in the long-term is far
from obvious in practice due to data limitations. Doing so requires data that allow individuals
to be followed over a substantial part of their working lives. The source of these data can be
administrative records [for an example, see Box 4.2 for Italy; and Garnero, Hijzen and Martin
(2015)] or cohort surveys that are specifically designed to follow individuals over long periods
of time (for an example, see Box 4.3 for the United States). Unfortunately, such data are only
available for a limited set of countries and tend to be difficult to compare internationally. While
in most OECD countries high-quality household or labour force panel datasets exist, these
typically do not allow individuals to be followed for more than a few years. This is because they
either have a rotating panel design or suffer from substantial attrition as it tends to be difficult
to keep subjects in panel surveys for extended periods of time.

Box 4.2. Measuring the distribution of long-term earnings and the role of mobility
using simulation techniques

The simulation methodology

The simulation of individual long-term earnings and employment trajectories proceeds in three steps
[full details are provided in Garnero, Hijzen and Martin (2015)]:

® Adjusting the data for structural mobility. The first step requires abstracting from changes in the average
level of earnings and its distribution over time which are the result of business-cycle effects or structural
change (including policy reforms). This is done in order to isolate positional mobility within a stable
distribution of earnings. In practice, structural mobility is removed by keeping the level of earnings and
its distribution across education groups constant with respect to the reference year. The reference year
used for the simulations is 2010. This is not ideal given the particular macroeconomic context in the
aftermath of the global financial crisis, but as discussed in Garnero, Hijzen and Martin (2015), changing
the reference year does not much change the results in general. To the extent possible, the analysis
abstracts from temporary changes in unemployment benefit systems in response to the crisis (e.g. the
extension of the maximum duration of unemployment benefits in the United States).

® Estimating the simulation parameters. This second step involves estimating a standard earnings equation
that allows for flexible earnings-experience profiles by sex and education. These profiles capture
between-group mobility. Since this component of mobility does not entail any uncertainty, it does not
contribute to risk but reduces long-term inequalities when expected earnings-experience profiles differ
across socio-economic groups. Using the residuals from the earnings regressions, within-group mobility
is modelled in terms of the transition probabilities across deciles of the residual earnings distribution, as
well as between employment and unemployment. These probabilities are estimated using a multinomial
logit model that controls for gender, potential experience and education, for each initial employment
state and earnings decile. Within-group mobility is largely unpredictable and, hence, matters both for
risk and long-term inequality. Three slightly different procedures are used. A baseline procedure
(referred to as OLS), a variation that controls for unobserved fixed effects in the earnings equation (FE)
and a second variation that controls for the employment state and earnings decile in the previous year
in the multinomial logit model (DYN). The latter is the preferred model used in the chapter because it
closely replicates actual earnings mobility in Italian social security data. The estimations are conducted
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Box 4.2. Measuring the distribution of long-term earnings and the role of mobility
using simulation techniques (cont.)

using data for the period 2004 to 2011. This means that the simulations reflect the average degree of
mobility as implied by the actual data during the period 2004-11.

e Simulating earnings and employment trajectories. Using the estimated parameters from the previous step,
employment and earnings trajectories are simulated for all active individuals aged 15 to 54 in the base
year. This involves constructing individual predictions for earnings and transition probabilities for
moving in and out of employment and across deciles of the residual earnings distribution. The exact
position of individuals within earnings deciles is determined by preserving as much as possible their
previous rank in the distribution (as opposed to random assignment).

This procedure can be implemented on a large number of country-specific datasets as it requires just two
or three observations per individual, depending on the specification used. The simulation methodology is
very flexible in the sense that it does not impose any assumptions on the structure of earnings mobility
across the distribution and over the life course. This is important as it is shown in Garnero, Hijzen and
Martin (2015) that earnings mobility is far from uniform in practice.

Validating the simulation approach using social security data for Italy

Data from Italy’s National Social Security Institute (Istituto Nazionale della Previdenza Sociale — INPS) was
used to carry out a validation exercise of the simulation technique used in the chapter. The data represent
arandom sample of individuals working in the private sector during the period 1985 to 2012 (corresponding
to 6-7% of the workforce). For the purposes of the validation exercise, the analysis focuses on individuals
who are continuously employed during the period 2003 to 2012. It does not take account of employment
mobility (movements between employment and unemployment) since the data do not include information
on unemployment. The validation exercise involves comparing the degree of earnings mobility in the
simulated data over the period 2003 to 2012 with the degree of mobility observed in the actual data during
the same period. It focuses on the degree of earnings mobility since this is the main challenge that one has
to overcome when modelling earnings trajectories over the life course (reproducing the mean and
distribution of earnings over time is by comparison a trivial exercise). To allow for consistent comparisons
between the actual and simulated data, the former are adjusted for changes in the level and education
structure of earnings since 2002, in the same way as in the simulated data.

Figure 4.1. Shorrocks’ mobility index in the actual and simulated data for Italy
Percentage reduction in earnings inequality when averaging individual earnings over time
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Source: OECD estimates based on Italian Istituto Nazionale della Previdenza Sociale data for 2003-12.
StatLink =i=m http://dx.doi.org/10.1787/888933239814
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Box 4.2. Measuring the distribution of long-term earnings and the role of mobility
using simulation techniques (cont.)

Figure 4.1 shows the Shorrocks mobility index which measures the percentage reduction in earnings
inequality, in terms of the Gini index, when individual earnings are averaged over time. Panel A shows that
mobility reduces earnings inequality by 7% over the ten years from 2003 to 2012 in the actual data. Panel B
shows that the effects of earnings mobility over ten years vary considerably across birth cohorts, with
mobility reducing within-cohort inequality by almost 30% among young cohorts born after 1980 but by only
around 5% for older cohorts born before 1960. In both cases, the simulated data based on the OLS model
overestimate mobility, while the model based on fixed-effects underestimates mobility. By contrast, the
model where transitions are estimated using a dynamic multinomial logit matches the actual degree of
mobility rather well. This is the case over time as well as across cohorts.

Overall, the comparison of earnings mobility in the simulated and the actual data shows that the procedure
adopted in this chapter is able to predict the main features of positional mobility over up to ten years
reasonably well. Since the dynamic specification performs best overall this will be the focus of the chapter,
while the results based on the other specifications are reported in Garnero, Hijzen and Martin (2015).

In order to overcome these data limitations, this chapter makes use of simulation
techniques to generate individual earnings and employment trajectories over the longer term,
building on previous work by Bowlus and Robin (2004, 2012) [see Box 4.2 and Garnero, Hijzen
and Martin (2015) for further details].!* The main advantages of simulation are that: i) it can be
conducted for a large number of OECD countries; ii) it abstracts from changes in
macroeconomic conditions; and iii) it provides a framework for assessing the impact of
changes in the institutional environment on labour market risk and long-term inequality. The
main disadvantage is that the simulations rely upon a number of assumptions about the way
careers unfold. In order to avoid imposing unrealistic or otherwise controversial assumptions,
the modelling approach adopted here is largely descriptive in nature and the core analysis
abstains from imposing any theory-driven restrictions on the behaviour of agents.'? Moreover,
it is shown using social security data for Italy that the statistical model of long-term earnings
captures the actual evolution of earnings, particularly the degree of earnings mobility, rather
well [see Box 4.2 and Garnero, Hijzen and Martin (2015)]. As both the value of adding an
additional year and the fit of the model decline as the time horizon is extended, the chapter
focuses on long-term earnings (defined over ten or twenty years), rather than earnings over
entire working careers as was the case in Bowlus and Robin (2004, 2012).

Mobility has an important equalising effect on inequality in the longer-term, but does
not have major implications for cross-country comparisons of inequality

Existing studies that have analysed long-term earnings inequality tend to suggest that
the bulk of earnings differences at a point in time is permanent, but that earnings mobility
also plays a significant role in smoothing out temporary fluctuations in earnings. Studies
using administrative records include Aaberge and Mogstad (2012) for Norway, Bjorklund
(1993) for Sweden, Bonke et al. (2015) for Germany, Kopczuk et al. (2010) for the
United States and Waaijers and Lever (2013) for the Netherlands. While these studies tend
to differ in their set-up and the concept of inequality used, they imply an equalising effect
of mobility in the range of 10-30% over the life course.

Cross-country comparisons of the degree of mobility have tended to focus on
comparisons between the United States and one or more European countries. Such studies

OECD EMPLOYMENT OUTLOOK 2015 © OECD 2015 175



4. THE QUALITY OF WORKING LIVES: EARNINGS MOBILITY, LABOUR MARKET RISK AND LONG-TERM INEQUALITY

typically have sought to understand to what extent higher short-term earnings inequality
in the United States is mitigated by higher earnings mobility or, put differently, to what
extent greater short-term inequality creates stronger incentives for mobility and/or greater
opportunities for career advancement. However, the expectation that mobility is
substantially higher in the United States than in Continental European countries has
received mixed empirical support at best. An early study by Burkhauser and Poupore (1997)
finds that mobility in the 1980s is higher in Western Germany than in the United States
contrary to expectations. Several other studies have either not found any consistent
patterns when comparing the United States and five European countries (OECD, 1997) or
found that mobility is similarly large in the United States, Scandinavian countries and
Germany (Aaberge et al., 2002; Aaberge and Mogstad, 2012). By contrast, Flinn (2002), Bayaz-
Ozturk et al. (2012) and Bowlus and Robin (2012) suggest that mobility is more equalising in
the United States than in Continental European countries. To an important extent, these
mixed findings reflect the sensitivity of the results to differences in the concepts of
mobility and inequality used, and the choice of whether to focus on labour earnings or
household incomes, as well as numerous comparability issues across datasets and
samples (Jantti and Jenkins, 2015).

The results shown in Figure 4.2 improve upon these earlier findings by providing a
comprehensive picture of long-term earnings inequality and the importance of earnings
mobility across 24 OECD countries based on a consistent methodology and comparable
data. Inequality is measured in terms of the incidence of workers with low hourly wages
(i.e. below two-thirds of the median) among continuously employed persons (Panel A), the
Gini among continuously employed persons (Panel B) and the Gini among continuously
active persons (Panels C and D). Panels A to C focus on simulations over ten year periods,
whereas Panel D provides results based on simulations over 20 years. In each panel, the
average annual value of each measure of inequality (short-term inequality) is shown along
with the corresponding inequality measure for long-term inequality and the degree of
mobility. The latter is defined as the percentage reduction in short-term inequality over
time as a result of mobility (Shorrocks’s mobility index). Analogous results using other
measures of inequality are reported in Garnero, Hijzen and Martin (2015). The analysis is
conducted separately for men and women. This is important for at least two reasons.
Women are more likely to be second earners in households, and hence, tend to make
different choices with regards to the nature of the paid work they do and working time.
This can have important implications for the assessment of measured inequality and how
it affects well-being. Moreover, women are more likely than men to move in and out of the
labour force over the course of their working life, while the present analysis assumes that
all persons are continuously active in the labour market. The results for the entire
workforce are reported in Annex 4.A1, Figure 4.A1.1.13 The main findings to emerge are:

e Long-term inequalities tend to be larger among women than among men. The difference in the
incidence of long-term low pay is particularly striking, with about one in twenty
continuously employed men earning less than two-thirds of the median hourly wage in
the reference year on average over ten years, compared with almost one in six women.

® The ranking of countries in terms of long-term inequality is broadly similar to that of short-term
inequality. While the ranking of countries differs somewhat across the three different
concepts of inequality used in Panels A to C, Denmark, the Slovak Republic and Switzerland
rank consistently among the third of countries with the lowest long-term inequality among
men, while Austria, Slovenia, Turkey, the United Kingdom and the United States
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Figure 4.2. Short-term inequality, long-term inequality and mobility across countries
Based on simulations over ten or twenty years?®
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B. Gini coefficient of employed persons (monthly earnings, index, ten years)
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Correlation coefficient short-term inequality-mobility: -0.37* % Correlation coefficient shor