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Executive summary

This Global Employment Trends report for 2013 is a special edition, warranted by the resur-
gence of the crisis in 2012. The year 2011 saw a tapering off of the recovery, followed by a dip
in both growth and employment in 2012. Unemployment increased by a further 4 million
over the course of 2012.

The report examines the crisis in labour markets of both advanced economies and devel-
oping economies. The epicentre of the crisis has been the advanced economies, accounting for
half of the total increase in unemployment of 28 million since the onset of the crisis. But the
pronounced double dip in the advanced economies has had significant spillovers into the labour
markets of developing economies as well. A quarter of the increase of 4 million in global un-
employment in 2012 has been in the advanced economies, while three quarters has been in
other regions, with marked effects in East Asia, South Asia and Sub-Saharan Africa.

The report estimates the quantitative and qualitative indicators of global and regional
labour markets and discusses the macroeconomic factors affecting the labour markets in order
to explore possible policy responses. In estimating labour market indicators, the report uses four
key analytical techniques: 1) an ILO hiring uncertainty index indicating persisting weak-
nesses; 2) an extension of ILO estimates of the working poor to a full income decomposition of
employment to give income classes and their correlation to investment, growth and generation
of quality jobs; 3) a breakdown of growth factors which differentiates between within-sector
productivity growth, cross-sector productivity growth, and labour inputs, all of which have
significant implications for growth patterns in advanced and developing economies; and 4) a
Beveridge curve which allows some distinction between cyclical and structural factors affecting
the labour market.

In examining the impact of macroeconomic developments on labour markets, the report
looks at negative feedback loops from households, firms, capital markets and public budgets
that have weakened labour markets. It finds that macro imbalances have been passed on to the
labour market to a significant degree. Weakened by faltering aggregate demand, the labour
market has been further hit by fiscal austerity programmes in a number of countries, which
often involved direct cutbacks in employment and wages, directly impacting labour markets.
Far from the anti-cyclical response to the initial crisis in 2009 and 2010, the policy reaction
has been pro-cyclical in many cases in 2011 and 2012, leading to the double dip reported here.

The final chapter of this special edition urges a policy rethink in order to achieve a more
sustained recovery in 2013 and beyond.
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Global labour markets are worsening again

In the fifth year after the outbreak of the global financial crisis, global growth has decelerated
and unemployment has started to increase again, leaving an accumulated total of some 197 mil-
lion people without a job in 2012. Moreover, some 39 million people have dropped out of the
labour market as job prospects proved unattainable, opening a 67 million global jobs gap since
2007. Despite a moderate pick-up in output growth expected for 2013-14, the unemployment
rate is set to increase again and the number of unemployed worldwide is projected to rise by
5.1 million in 2013, to more than 202 million in 2013 and by another 3 million in 2014. A
quarter of the increase of 4 million in global unemployment in 2012 has been in the advanced
economies, while three quarters has been in other regions, with marked effects in East Asia,
South Asia and Sub-Saharan Africa. Those regions that have managed to prevent a further
increase in unemployment often have experienced a worsening in job quality, as vulnerable
employment and the number of workers living below or very near the poverty line increased.

New recession conditions in Europe have heen spilling over globally

Lower economic activity and job growth even in countries that had initially escaped the second
wave of the crisis constitutes a spillover effect of the weak growth in advanced economies in
2012, in particular recession conditions in Europe. So far, the main transmission mechanism
of global spillovers has been through international trade, but regions such as Latin America
and the Caribbean have also suffered from increased volatility of international capital flows
that have forced them to quickly adjust their macroeconomic policy in order to dampen the
effects on exchange rates, thereby weakening their domestic economies.

Growth decelerated by 1.4 percentage points in East Asia, largely due to a notable slow-
down in China, where growth slowed to 7.8 per cent — the slowest rate of growth since 1999.
In South Asia, where growth in India slowed sharply to 4.9 per cent, the lowest rate of growth
in the country in a decade, the regional GDP growth rate decelerated by 1.6 percentage points.
The regions of Latin America and the Caribbean and the Middle East also saw a substantial
deceleration.

Policy incoherence has led to heightened uncertainty,
preventing stronger investment and faster job creation

Incoherence between monetary and fiscal policies adopted in different countries and a piece-
meal approach to financial sector and sovereign debt problems, in particular in the euro area,
have led to uncertainty weighing on the global outlook. Investment has not yet recovered to
pre-crisis levels in many countries. The indecision of policy-makers in several countries has led
to uncertainty about future conditions and reinforced corporate tendencies to increase cash
holdings or pay dividends rather than expand capacity and hire new workers.

The continuing nature of the crisis has worsened labour market
mismatches, intensifying downside labour market risks

The length and depth of the labour market crisis is worsening labour market mismatch, con-
tributing to extended spells of unemployment. As the crisis spreads through international
trade, occupations concentrated in exporting industries are particularly vulnerable and in
several countries their importance in total employment has declined by significant margins.
New jobs that become available often require competences that the unemployed do not pos-
sess. Such skill and occupational mismatches will make the labour market react more slowly
to any acceleration in activity over the medium run, unless supporting policies to re-skill and
activate current jobseckers are enhanced.



Job creation rates are particularly low, as typically happens after a financial crisis

The origins of the crisis in the financial sector weigh on job creation. Following banking crises
such as the current one, more jobs are destroyed and fewer jobs created as pre-crisis misallo-
cation and over-investment require time to be corrected. In advanced economies job destruc-
tion rates have increased again after a short-lived respite in 2010, indicating that further job
restructuring is likely before a stronger rebound can be expected in labour markets. Other
regions are also still experiencing higher-than-average job destruction rates.

The jobs crisis pushes more and more women and men out of the labour market

Labour force participation has fallen dramatically, in particular in advanced economies, masking
the true extent of the jobs crisis. The problem is particularly severe in the developed economies

point and is expected to recede further as long-term unemployment and a weak economic
outlook discourages people from staying in the labour market. As a consequence, the employ-
ment-to-population ratio has fallen sharply — in some cases 4 percentage points or more — and

ad
v
and the EU region where the labour force participation rate declined by close to one percentage ﬂ
—
A

has not yet recovered even in cases where the unemployment rate has started to decline.

Youth remain particularly affected by the crisis

Young people remain particularly stricken by the crisis. Currently, some 73.8 million young
people are unemployed globally and the slowdown in economic activity is likely to push
another half million into unemployment by 2014. The youth unemployment rate — which
had already increased to 12.6 per cent in 2012 - is expected to increase to 12.9 per cent by
2017. The crisis has dramatically diminished the labour market prospects for young people, as
many experience long-term unemployment right from the start of their labour market entry,
a situation that was never observed during earlier cyclical downturns.

Currently, some 35 per cent of all young unemployed have been out of a job for six
months or longer in advanced economies, up from 28.5 per cent in 2007. As a consequence, an
increasing number of young people have become discouraged and have left the labour market.
Among European countries where this problem is particularly severe, some 12.7 per cent of all
young people are currently neither employed nor in education or training, a rate that is almost
two percentage points higher than prior to the crisis. Such long spells of unemployment and
discouragement early on in a person’s career also damage long-term prospects, as professional
and social skills erode and valuable on-the-job experience is not built up.

Weak labour markets hold back private consumption and economic growth

Income growth has come under pressure from rising unemployment, putting downward pres-
sure on real wages in many advanced economies, thereby lowering the support that private
consumption could give to economic activity. Sources of growth, therefore, need to be com-
plemented from other areas, in particular stronger growth in private investment but also gov-
ernment consumption, at least in countries where fiscal space is available.

Despite a recovery over the medium run, unemployment remains elevated

Opver the medium term, the global economy is expected by many commentators to recover,
but growth will not be strong enough to bring down unemployment quickly. Even with an
acceleration of growth, the global unemployment rate is expected to remain at 6 per cent up to
2017, not far from its peak level in 2009. At the same time, the global number of unemployed
is expected to rise further to some 210.6 million over the next five years.

I B Executive summary 11



Labour productivity growth has slowed sharply,
preventing further gains in living standards

Another finding of this report is that labour productivity growth has slowed sharply in 2012.
After an initial rebound following the 2009 recession, weak investment and a highly uncer-
tain global outlook have put a brake on further increases in productivity. Particularly worrying
in this respect is the trend of a slowdown in labour productivity growth observed in certain
regions such as Latin America and the Caribbean, suggesting that the gains in the quality of
employment observed in these regions over recent years might be difhicult to sustain.

Structural change has slowed down in emerging

ad and developing economies, damaging engines of growth
v

Structural change necessary for emerging and developing economies to improve their stand-
@ ards of living has also slowed during the crisis. In particular the tepid recovery in global

« investment prevents faster reallocation of resources towards more productive uses in devel-
oping economies. Prior to the crisis, many developing countries experienced rapid realloca-

A tion of workers from low- to higher productivity activities across broad economic sectors.
Such structural change is an important driver of labour market improvements. In the past,
it has helped reduce vulnerable employment and working poverty. Compared to earlier years,
however, structural change has lost momentum during the crisis, largely because jobs are
no longer moving out of agriculture as fast as before and agricultural productivity growth
remains low. Forecasts indicate that Asia and Sub-Saharan Africa are more likely to return
to their pre-crisis path of structural change than are Latin America and the Caribbean and
Central and South-Eastern Europe. The Middle East and North African economies are
expected to remain among the least dynamic economies in terms of sectoral re-allocation
of labour.

Further progress in reducing working poverty and vulnerable employment
requires higher productivity growth and faster structural change

Despite the slowdown in structural change, the rate of working poverty has continued to
decrease, but at a slower pace than before the crisis. Currently some 397 million workers are
living in extreme poverty; an additional 472 million workers cannot address their basic needs
on a regular basis. As those countries with particularly high rates of working poverty continue
to experience faster growth than the world average, the rate of working poverty is expected
to continue to decline. However, as they are also growing faster demographically, the abso-
lute number of working poor is expected to increase in some regions unless faster economic
growth returns.

Vulnerable employment — covering own-account and contributing family workers — is
expected to decline but at a slower rate. Informal employment — one specific form of vulner-
able employment — has started to increase again, especially in certain transition economies in
Eastern Europe and Central Asia.

A new consumer class is emerging, but is not yet large enough
to constitute an independent engine of growth

There are signs of an emerging consumer working class in developing countries, potentially
substituting for some of the consumption slowdown in advanced economies. On the back of
structural change and the movement of workers out of agriculture and into higher product-
ivity sectors, working poverty has declined and some countries have seen the emergence
of a working middle class, which has now surpassed 40 per cent of the developing world’s

12 Global Employment Trends 2013 | Recovering from a second jobs dip T



workforce. With the crisis, however, progress in poverty reduction has slowed and could
adversely affect growth of the emerging middle class. This will impact negatively on the cap-
acity for developing economies to play a stronger role in supporting global economic activity
and offer alternative engines of growth.

Policy makers need to take additional steps
to recover from the second jobs dip

The worsening of macroeconomic and labour market conditions in many countries and the
risk of the jobs crisis becoming entrenched calls for additional policy action. Some promising
areas for action include:

® Tackle uncertainty to increase investment and job creation. Particularly in developed
countries, policy-makers need to address policy uncertainty. This includes providing more
coherent and predictable policy plans; measures to increase disposable incomes to foster
stronger consumption; prompt implementation of financial reforms to restore the banking
sector to its proper function of supporting investment and providing credit, in particular
to SMEs, the key engines of job creation. It also requires credible exit strategies for those
countries particularly affected by the debt crisis, for instance by rescheduling sovereign debt
and easing financial burdens of private households.

® Coordinate stimulus for global demand and employment creation. Austerity meas-
ures and uncoordinated attempts to promote competitiveness in several European coun-
tries have increased the risk of a deflationary spiral of lower wages, weaker consumption
and faltering global demand. In light of the global jobs and consumption deficit, coun-
tries should adapt the pace of their fiscal consolidation to the underlying strength of the
economy and recognise that short-term stimulus may be needed to grow out of debt bur-
dens. Global policy-makers and coordination bodies such as the G20 and EU should make
stronger efforts to avoid beggar-thy-neighbour policies, which are occurring through wage
and social protection reductions in Europe as well as through trade and monetary meas-
ures in other countries. Policy actions need to be better coordinated globally in order to
rebalance growth and foster multipolar growth engines. The growing purchasing power
of the emerging middle class in many developing countries could help bring about such a
development.

® Address labour market mismatch and promote structural change. The bulk of the
unempoyment crisis is cyclical. However, policy-makers also need to tackle structural
problems that intensified with the crisis, such as skill and occupational mismatches. Weak
and unsteady recovery has worsened these problems in some countries and this is likely to
put a brake on future recovery in the labour market. Governments should step up their
efforts to support skill and retraining activities to address the gaps between demand and
supply of work skills and qualifications and to address long-term unemployment. Re-acti-
vation and job counselling measures should be enhanced. The global crisis has lowered
the pace of structural change in many developing regions, calling for policies to improve
productivity and facilitate workers” mobility across sectors. Where employment in agri-
culture is particularly significant, governments need to pursue measures to accelerate
productivity growth in that sector and diversify the work and investment opportunities
in rural areas.

® Increase efforts to promote youth employment - with a special focus on long-term
unemployment for youth. High and rising youth unemployment rates have spurred con-
cerns over a “lost generation” with long-term adverse consequences both for young people
themselves and the economy more broadly. To address these challenges, policy-makers
should promote youth employment. The ILO comprehensive guidance on how to do this is
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contained in the Call for Action on the Youth Employment Crisis agreed by governments,
workers and employers at the June, 2012 International Labour Conference. Besides pro-
employment macroeconomic policies and active labour market policies, three specific types
of interventions are considered particularly relevant: i) enhancing young people’s employ-
ability through measures such as better links between the world of education and training
and the world of work, including apprenticeships; improving young people’s access to infor-
mation on career opportunities, support for job search, and youth employment guarantee
schemes; ii) encouraging youth entrepreneurship; and iii) promoting labour standards and
rights of young people by ensuring that they receive equal treatment and are afforded rights
at work, including their right to organise and bargain collectively, and ensuring their ad-
equate social protection.
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1. Macroeconomic challenges
have worsened

The global economic slowdown intensifies in 2012 N

Heightened uncertainties contributed to a widespread slowdown in 2012 -

The global economic and jobs crisis has entered its fifth year, following a year of economic @
adversity and disappointing labour market trends. After a relatively encouraging first quarter, «
the crisis returned during the remainder of 2012, with weakening economic growth in nearly
every region of the world (see Figure 1). On an annualized basis, global economic growth is I«
estimated to have decelerated to 3.3 per cent in 2012, compared with 3.8 per cent in 2011 and
5.1 per cent in 2010. These adverse macroeconomic trends occurred alongside rising uncer-
tainties stemming from a number of factors, most importantly the prolonged and deepening
crisis in the Euro area and policy ambiguity related to fiscal tightening and the debt ceiling
debate in the United States (see also box 1, p. 18).
The largest growth deceleration occurred in the Central and South-Eastern Europe (non-
EU) and CIS region, with annual output growth falling to 3.5 per cent versus 5.5 per cent
in each of the two previous years (see Figure 1). The Developed Economies and European
Union region grew by only 1.2 per cent, versus 1.5 per cent in 2011 and 2.5 per cent in 2010.
Growth decelerated by 1.4 percentage points in East Asia, largely due to a notable slowdown
in China, where growth slowed to 7.8 per cent — the lowest rate of annual growth since 1999.
In South Asia, where growth in India slowed sharply to 4.9 per cent, the lowest annual rate
of growth in the country in a decade, the regional GDP growth rate decelerated by 1.6 per-
centage points. The regions of Latin America and the Caribbean and the Middle East also
saw a substantial deceleration.

Figure 1. Global and regional GDP growth estimates and projections, 2010-14 (annual % change)
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Source: IMF, World Economic Outlook, October 2012.
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However, in 2012 some regions resisted the slowdown in global growth. In the North
Africa region, output growth surged by more than 10 percentage points year-over-year, but
this was largely a rebound following wartime conditions in Libya during the previous year.
In South-East Asia and the Pacific, which has demonstrated remarkable economic resilience
throughout the past year, growth accelerated to 5.2 per cent, versus 4.6 per cent in 2011. Sub-
Saharan Africa, which notably has shown solid and relatively high growth in the past decade,
also performed well throughout 2012, with robust 5.3 per cent rate of growth, a slight uptick
over 2011.

Global unemployment started to rise again while
other indicators also suggest rising distress in labour markets

The acceleration of global growth is likely to be insufficient to prevent a deterioration in un-
employment, which has reacted with a lag to the sharp deceleration in growth over the pre-
vious 2 years (see Figure 2). Global unemployment rose to 197.3 million in 2012, an increase
of 4.2 million over the previous year and 28.4 million above the level in 2007, the year pre-
ceding the crisis. Moreover, given the slowdown in activity, the ILO’s baseline projection is a
further deterioration in 2013, with the global unemployment rate ticking up to 6 per cent and
a further increase in the number of unemployed around the world of 5.1 million. On the basis
of current macroeconomic forecasts, the global unemployment rate is projected to remain at
around 6 per cent until at least 2017.

Other key labour market indicators provide further evidence of rising distress in labour
markets around the world (see chapter 2). Labour force participation rates continued to decline
in many countries and long-term unemployment rates remained high or kept rising in devel-
oped economies, signalling widespread discouragement, growing labour market detachment
and increasing structural unemployment problems. This can have adverse long-term conse-
quences for workers in terms of diminished skills, growing skills mismatches, and reduced
employability, weighing on economies’ trend rates of output growth.

In developing countries, there is evidence that productive structural change — the shift
in employment out of lower productivity sectors into higher productivity ones — has slowed,
weakening a key driver of job quality growth that has been associated with poverty reduc-
tion, falling shares of vulnerable employment and growth in the developing world’s emerging
middle class (see chapter 4 for a detailed analysis of these trends).

Figure 2. Global unemployment trends and projections, 2002-17
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Rising uncertainty and depressed labour markets
feed on each other

Unresolved financial sector issues and recession-induced public debt problems in developed
economies continue to weigh on private consumption, investment and public expenditure,
thereby raising uncertainty. Credit conditions remain tight in many countries despite record
low central bank interest rates as banks continue to clean up their balance sheets and face chal-
lenges to comply with new regulatory provisions. Houscholds are not spending more as they
continue to deleverage in order to recover from loss of asset and wage income. Firms, facing
both less demand for their products and difficulties in access to financing, are holding back
new investment and prefer keeping liquid assets rather than committing to fixed capital out-
lays. Finally, public support to the banking sector and recession-induced widening of public
deficits have both led to a sudden acceleration in public debt, creating concerns about fiscal
sustainability and causing the costs of borrowing influenced by treasury yields to skyrocket in
certain countries, notably in Europe. Together, private sector deleveraging and public sector
fiscal woes have seriously deteriorated the outlook." A negative spiral is operating whereby
the deterioration in the real economy, the labour market and financial sector difficulties feed
on each other through heightened uncertainty, preventing a sustainable recovery from taking
hold (see Box 1).

The rise in uncertainty, originating mainly in developed countries, has weakened global
growth by weighing on both consumption and investment in different countries and regions
(see Figure 3). High and persistent unemployment has left wage earners with weak dispos-
able incomes. At the same time, global investment slowed alongside deleveraging in advanced
economies. As a consequence, in 2012 investment contributed only 0.7 percentage points
whereas private consumption added only 1.3 percentage points to global output growth (at
market prices), the lowest rates for both factors since the peak of the crisis in 2009. The
slowdown in investment and consumption was most notable in the Euro area, contributing
-1.0 and -0.6 percentage points respectively to economic growth, sending the region into
recession.

In the United States, where GDP growth was little changed in 2012 versus 2011 and
where productivity growth has held up relatively better in comparison with employment
growth, the contribution of investment to GDP growth increased to 1.0 percentage point,
compared with 0.8 percentage points in the previous year. In contrast, the contribution
from private consumption growth declined to 1.3 percentage points in 2012 compared with
1.8 percentage points in 2011. Notably, in the United States, slower growth in government
spending resulting from reduced fiscal stimulus measures and reduced government employ-
ment served as a drag on growth over the past 2 years. In China, where growth slowed sig-
nificantly in 2012, growth in investment contributed only 3.2 percentage points to overall
GDP growth over the past year versus 3.8 percentage points in the previous year, while the
contribution from consumption also declined moderately.In India,growth in investment con-
tributed 1.5 percentage points to overall GDP growth over the past year, down from 1.8 per-
centage points in 2011, while the contribution from consumption declined to 2.8 per cent
versus 3.2 per cent the previous year. In Brazil, the contribution of investment to overall
GDP growth turned negative, to —0.8 percentage points, compared with 1 percentage point
in 2011. The contribution from consumption slowed modestly.

! Deleveraging refers to the deliberate attempt by economic agents (private households, companies, governments) to
reduce their debt burden and repay outstanding financial liabilities.
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Box 1. How can uncertainty lead to increased unemployment?

The theoretical relationship between uncertainty and
macroeconomic performance is fairly well estab-
lished — namely that heightened uncertainty leads
to reduced investment and consumption, thereby
reducing economic growth. At the same time, given
the multitude of measures of uncertainty and a
number of different analytical approaches utilized in
the literature, the precise magnitude of the effects of
uncertainty on growth and labour markets is less well
understood.

To assess the impact of the recent increase in
uncertainty on global growth, the IMF’'s World Eco-
nomic Outlook, October 2012 (IMF, 2012b) estimates
the impacts of uncertainty during the global eco-
nomic crisis by focusing on measures of uncertainty
including volatility in stock returns, the degree of policy
uncertainty (indicated by keywords in the press), and
other indicators. The report finds that a one standard
deviation increase in uncertainty is associated with a
decline in output growth of between 0.4 and 1.25 per-
centage points. The authors find that increased uncer-
tainty has the biggest negative impact on investment
growth, followed by output and consumption growth.
The study finds a sharp increase in policy uncertainty
between 2006 and 2011 of about five standard devia-
tions, which may have reduced growth in advanced
economies by 2.5 percentage points.

How does this heightened level of uncertainty affect
labour markets? A recent study by researchers at
the Federal Reserve Bank of San Francisco (Leduc
and Liu, 2012) finds that increased uncertainty has
a direct, positive relationship with unemployment. In
addition to reduced private sector investment which
lowers demand for new workers, the main mechanism
through which uncertainty affects unemployment is
through reduced vacancies and job matching. As the
hiring of an employee represents a long-term commit-
ment and entails a cost to the firm, heightened uncer-
tainty reduces firms’ willingness to hire as it reduces
visibility into future demand for their goods or services.
As a result, firms post fewer vacancies, leading to
a decline in the job finding rate and an increase in

unemployment. This, in turn, has a negative impact on
household incomes, which reduces aggregate demand.

Using data on consumer and employer perceptions
regarding uncertainty, the authors find that height-
ened uncertainty has lifted the unemployment rate in
the United States by at least 1 percentage point since
early 2008, while lowering the inflation rate. This rep-
resents a disproportionately large shock in comparison
with previous recessions, which they posit may be due
to fewer monetary policy options in the current near-
zero nominal interest rate environment to address
the shortfall in aggregate demand due to uncertainty.
Similar results are found for the United Kingdom.

Figure B1.1 shows two different measures of
uncertainty and the unemployment rate of G7 coun-
tries. The ILO hiring uncertainty index is based on
estimates of implied volatility that result from survey
results on hiring intentions in G7 countries. The index
reflects changes in the assessment by employers
regarding the economic outlook when taking hiring
decisions (see Appendix 1, p. 27). The policy uncer-
tainty index of Baker et al. (2012) reflects uncertainty
about economic policies and includes information
on news coverage of policy-related uncertainty and
disagreement among forecasters. The two indices
are highly correlated with each other as well as with
the unemployment rate of G7 countries. Furthermore,
trends in uncertainty seem to precede changes in the
unemployment rate, at least at the onset of the cur-
rent crisis, suggesting that an uncertain environment
needs to prevail for a while before having a severe
impact on unemployment.

The policy implications are significant: if increased
uncertainty does indeed lead to a decline in aggre-
gate demand and a rise in the unemployment rate,
this would argue for easier fiscal and monetary policy
in countries in which this is likelyto help offset the
decline in output and employment. Better policy
coordination at the international level could provide a
further boost to growth and jobs, as this would help to
restore confidence, promoting consumption, invest-
ment and hiring.

Figure B1.1 Uncertainty and unemployment in the G7
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Figure 3. Aggregate demand contributions to real GDP growth
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Global uncertainties rose alongside recession conditions in Europe
in 2012, but other sources of uncertainty set to diminish

Entering 2013, the crisis in the Euro area constitutes the single biggest risk to global employ-
ment trends for the year ahead (IMF, 2012b; OECD, 2012; United Nations, 2012a). The
financial crisis in the Euro area, brought on by a combination of banking sector distress
and protracted financial and houschold deleveraging, coupled with high levels of sovereign
debt and unsustainably high government bond yields in some countries, has emerged as a
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disruptive and destabilizing force not only in the Euro area itself, but also for the global
economy as a whole.

GDP growth rates declined in the Euro area in 2012, with a notable slowdown in the
area’s largest economies, Germany and France, where growth rates fell to 0.9 per cent and
0.1 per cent, respectively, down sharply from 3.1 per cent in Germany and 1.7 per cent in
France in 2011. Furthermore, seven out of the Euro area’s 17 economies contracted in 2012:
Output in Greece plunged by 6 per cent, and declined by 3 per cent in Portugal, by 2.3 per
cent in Cyprus and Italy, by 2.2 per cent in Slovenia, by 1.5 per cent in Spain and by 0.5 per
cent in the Netherlands. Greece experienced the fifth consecutive year of falling output since
2008 and has contracted by around 20 per cent since 2007.

Despite emergency measures such as the European Financial Stability Facility (EFSF), the
European Stability Mechanism (ESM) as well as a number of extraordinary — implemented or
announced — monetary interventions by the European Central Bank, growth throughout the
Euro area has continued to deteriorate, with labour markets in several Euro area economies
in deep distress. Credit remains tight, with near zero growth in credit to houscholds and
credit to the private sector contracting over much of 2012 (see Figure 4). This has adversely
affected investment by the private sector and private consumption, which was already weak
due to deleveraging. In addition, small and medium-sized enterprises (SMEs) account for a
large share of private sector job creation in most countries and are typically highly reliant on
bank credit to maintain and expand operations (ILO, 2012d). This is a direct and important
channel through which tightening credit conditions can adversely affect job creation.

Given the lack of a fiscal union in the Euro area or the possibility to (partially) mutualize
public debt obligations,” options for promoting growth in the hardest-hit countries have been
limited. On the fiscal side, the main mechanism for dealing with the sovereign debt crisis in
these countries has thus far been austerity — deep cuts in public spending with the aim of sta-
bilizing government finances and reassuring bond markets. The primary policy instruments
have been public wage freezes and cuts in public employment and social security entitlements
(Annex 2 provides key policy developments in selected countries). A negative side-effect of
this course of action has been further deterioration in growth and labour market trends in
countries facing the greatest constraints in credit markets. This, in turn, has led to negative
spillover effects due to reduced business and consumer confidence in Euro area economies
with otherwise healthy balance sheets, such as Germany.

As a consequence, uncertainty surrounding the macroeconomic outlook grew signifi-
cantly in Europe in 2012, though the most pressing worries surrounding a break-up of the
Euro area and sovereign defaults have abated somewhat entering 2013. In the United States,

* See ILO (2012d) for a discussion on mutualized debt obligations such as Euro bonds.
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some of the uncertainty overhang was removed with the recent legislation to avoid the “fiscal
cliff”, and there have been notable improvements in previous sources of economic strain, such
as the housing market. Growth in many Asian economies and in Sub-Saharan Africa, while
slower than in the initial recovery period remains fairly robust and will provide some support
to global growth.

To restore confidence, the pressing challenge in Europe and elsewhere is to effectively
restart the engines of economic growth — most urgently in countries facing a prolonged con-
traction in economic activities. Also needed will be continued action on the part of policy-
makers to enact extraordinary fiscal and monetary measures to support growth, along with
strong international policy coordination.

Slowing trade and volatile investment flows spread
risks globally, in particular to developing regions

Rising global uncertainties, tight credit conditions for households and firms, public sector aus-
terity measures and the resulting slowdown in aggregate demand are also having an adverse
impact on trade and investment flows. This poses a growing challenge, particularly in those
developing countries that strongly rely on external demand to pull their economic growth. As
a consequence, after robust growth in exports and imports during the first three quarters of
2011, growth in global merchandise trade decelerated sharply beginning in Q4 2011, falling
further in Q1 2012 and turning negative in the second quarter of the year (see Figure 5).
The World Trade Organization forecasted in September that global merchandise trade would
grow by 2.5 per cent in 2012, down from the previous forecast of 3.7 per cent made in April.?

While all regions have experienced a significant downturn in merchandise trade growth,
Europe has seen the largest decline in both exports and imports, which contracted atan annual
rate of 7.5 per cent and 10.2 per cent respectively in Q2 2012. Merchandise exports also began
to contract in South and Central America, and growth in imports also slowed substantially.
The United States was a relative bright spot, as export growth slowed, but remained above
5 per cent in the second quarter, while in Asia, merchandise export growth was slow in both
QI and Q2 0f 2012, at around 4 per cent, and import growth also slowed sharply. While these
declines in trade have direct, adverse effects on workers in the import- and export-oriented

Figure 5. Quarterly world merchandise trade by region, year-on-year percentage change

1@

Exports Imports
40 World 40
35 ) 35
North America
30 and Mexico 30 4
25+ —_— South and 25 ——
=< Central America L~ e N
20 — 20
\_——\
15 4 Europe 15 4
% %
10 + Asia 10
5+ 5
; . : N
_5 -5
-10 ~10 4
~15 -15
‘ Ql Q2 Q3 Q4 ‘Ql Q2 | ‘ Ql Q2 Q3 Q4 | ‘Ql Q2 |
2011 2012 2011 2012

Source: World Trade Organization, Short-term merchandise trade statistics, extracted 3 October 2012.

> “Slow global growth to hit trade in 2012 and 2013, WTO says”. World Trade Organization Trade Statistics, 21 Sep-
tember 2012 http://www.wto.org/english/news_e/presl2_e/pr676_c.pdf.
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industries themselves, spillover effects to other industries connected with export industries
can also be substantial.

The overall slowdown in economic activity is an important contributing factor behind
the slowdown in trade flows. The very large magnitude of the drop in trade points, however, to
an additional, related factor: declining trade financing. Short term trade finance loans play a
key role in facilitating global trade operations, and thus tightening credit conditions, particu-
larly in Europe, are creating a more diflicult environment for businesses reliant on short term
credit to fund trade and other business operations.* Already towards the end of 2011, there
was a sharp reduction in new trade finance lending by many European banks. As European
banks account for more than a third of the overall global trade financing market, worsening
crisis conditions in Europe could have devastating consequences for trade, not only in Europe,
but also in Asia, Latin America and West Africa, among other regions (Feyen et al., 2012).

The challenges posed by slowing global trade are compounded by increased volatility of
international investment flows. Volatile capital flows amplify the risk of economic and finan-
cial instability, particularly in developing economies, as heightened risk aversion can lead to
a sudden withdrawal of international capital. At the same time, efforts to increase liquidity
in financial markets during periods of strain through exceptionally low interest rates and
additional, unconventional monetary easing measures can lead to speculative capital flows to
developing countries, potentially raising inflation and leading to asset price bubbles (Akyiiz,
2011). This also raises the risk of a reacceleration in food price inflation, with devastating con-
sequences for the poor (United Nations, 2012a). Developing economies reliant on assistance
may also be harmed by reduced development financing due to weaker economic conditions
in developed economies.

Protectionism and policy incoherence could
create further risks for the global economy

The risk of self-defeating protectionism

Rising economic stress has led to calls for protectionist policies at the national level and
increased use of trade barriers (WTO, 2012). Even though they might provide temporary
relief for some industries in turmoil, such measures are likely to reduce the aggregate, longer
term performance of the global economy, thereby harming the global labour market. While
there has not been a marked rise in trade protectionism over the past year, rhetoric sur-
rounding international trade policy reflects growing pressure on policy-makers to enact pro-
tectionist measures that could ultimately harm growth and prospects for recovery.

Measures taken to boost export competitiveness can also have unintended adverse con-
sequences. For instance, recent proposals for competitive wage cuts in crisis countries are
unlikely to yield the expected benefits. When wage cuts are pursued simultancously across
several countries, any gains in competitiveness will offset each other and the negative impact
of wage cuts on consumption could lead to a further global slowdown due to weak aggre-
gate demand (ILO, 2012j). Particularly in this period of slowing growth, there is a need for
renewed international policy coordination to prevent beggar-thy-neighbour policies related to

trade, exchange rates and wages (UNCTAD, 2012).

* The Economist, “Boxed in”, 8 September 2012. http://www.economist.com/node/21562221
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Incoherent fiscal and monetary policy, and limited international
coordination contributed to heightened uncertainty

In comparison with the crisis years of 2008 and 2009, the stance of monetary and fiscal pol-
icies in G20 countries has lost coherence, thereby increasing uncertainty and limiting policy
effectiveness to support the recovery (see Figure 6). Indeed, major central banks continue to
support the real economy with an accommodative stance of monetary policy, having lowered
interest rates to near their lower limit and expanding the monetary base through exceptional
interventions. At the same time, however, the substantial increase in public debt, especially
among advanced economies, has triggered un-coordinated policy action to restore fiscal sus-
tainability through austerity measures. Such policy incoherence prevents a stronger recovery
from taking hold. Such an approach is unsustainable in the long-term as public debt levels
continue to rise despite these austerity measures. Loose monetary policy in the absence of a
stronger reaction of the real economy has created concerns with regard to financial stability,
in particular in emerging economies (see chapter 3), thereby further increasing uncertainty
to the outlook.

One source of policy incoherence stems from the uncoordinated nature with which
fiscal austerity measures are currently being implemented. Since 2009, when at the height
of the financial crisis, governments opened their purses to support both the real economy
and the financial sector with additional funds, government spending as a share of GDP has
lost around 2.5 percentage points in advanced G20 countries and half a percentage point in
emerging G20 countries (see IMF, 2012a). The high and rising debt ratios resulting from
the recession-induced lower tax revenues and additional expenditure in support measures
have increased pressure on governments to return to more sustainable fiscal positions, at least
over the medium-run. Some countries that already had a weak fiscal position prior to the
crisis were forced to implement substantial austerity packages, cutting down spending and
finding new ways to raise government revenues. However, by implementing such austerity
measures without regard to the broader global economic outlook, the strategy proved self-
defeating as several major economies embarked on similar deflationary policies at the same
time, thereby reducing aggregate demand both at home and abroad (see IMF, 2012b). The fact
that monetary policy has already reached some limits in its capacity to support the economy
(“zero lower bound”, see Woodford, 2012) has further worsened the impact of such uncoor-
dinated fiscal austerity measures on the real economy.

Figure 6. Policy incoherence between fiscal and monetary policy
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Source: IMF, Fiscal Monitor, October 2012; Economist Intelligence Unit, November 2012; own calculations.
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Policy coherence cannot be restored by unilateral action on the fiscal side. Major econ-
omies and economic blocs need to provide further support to the real economy both on the
monetary and the fiscal side. On the monetary side, authorities have to make a credible com-
mitment that their support measures will continue to operate as long as the economy and
labour markets have not yet started to recover in a sustainable manner. This requires that
funds provided through exceptional liquidity measures reach the real economy in the form of
improved access to credit and a stabilized banking sector, a situation that still has not been
achieved in some crisis countries. On the fiscal side, policy coherence requires that countries
that have the possibility to support the economy continue to do so. Not all countries are cur-
rently in such a situation but those which have seen their public debt reach unsustainable
levels will need to be able to rely on support from external demand and the global economy.
More importantly, all countries need to strongly focus their fiscal policies towards supporting
job creation and employment growth, scrutinizing their adjustment measures against poten-
tial negative effects for labour markets.

Inflationary pressures remain subdued in most countries,
leaving space for accommodative monetary policies

Globally, inflationary pressures have declined over the past year, with growth in consumer
prices slowing to 1.9 per cent in 2012 in the advanced economies, versus 2.7 per cent in 2011
and from 7.2 to 6.1 per cent in emerging and developing economies over the same period. Oil
prices, which rose sharply in 2011, have remained below their 2011 peak throughout 2012
and are projected to change little in 2013.> Food prices accelerated broadly in 2012 without
reaching similar peaks as in 2007. Nevertheless, both oil and broader commodity prices
remain substantially higher than the trough that was reached during the global economic
crisis. This has been a boon to commodity exporters during the economic recovery — particu-
larly to the many countries in Sub-Saharan Africa and Latin America in which commodity
exports constitute more than half of total exports — and their growth rates remain robust.®
Yet, commodity exporters are also at risk in the event of a decline in prices going forward. In
addition to lower rates of economic growth, such a slowdown could adversely affect external
and fiscal balances in countries dependent upon commodities for export revenues.

Among the world’s large economies, only India registered an increase in inflation in
2012, where consumer prices rose by more than 10 per cent, versus less than 9 per cent in
2011. Overall, the number of countries around the world with decelerating inflation in 2012
exceeded the number of those with rising inflation by a nearly 2-to-1 margin. The combination
of decelerating inflation rates, growing economic and labour market slack, continued large-
scale fiscal adjustment in many advanced economies, and interest rates near zero throughout
much of the industrialized world provides an argument for increased fiscal support where fea-
sible together with maintenance of expansionary monetary policies (IMF, 2012b).

> IMF, World Economic Outlook, October 2012 and United States Energy Information Administration. http://www.eia.
gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=RBRTE&f=D

¢ IMF, World Economic Outlook, April 2012. Chapter 4: Commodity price swings and commodity exporters. htep://
www.imf.org/external/pubs/ft/weo/2012/01/pdf/c4.pdf
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The economic outlook remains cloudy

The macroeconomic outlook for 2013 entails significant
downside risks even as some risks have improved

The global economy is projected to show a modest rebound beginning in 2013, with output
growth edging up to 3.6 per cent versus 3.3 per cent in 2012 (IMF, 2012b). All regions are
expected to see moderately increased growth, except North Africa, where growth of 4.4 per
cent is projected, a reversion to a more typical rate following the post-conflict surge in 2012,
and Sub-Saharan Africa, where output is projected to remain at a healthy rate of 5.3 per cent.
Yet, whether or not the modest global recovery that is currently projected will emerge is highly
dependent on the ability of governments to put in place the necessary policy mix in order to
reverse negative trends that have become more entrenched over the past year. In particular,
this requires ending the negative feedback loop between the macro economy and labour mar-
kets, and restoring confidence by seriously tackling tail risks.

Even if the expected recovery is set to strengthen, global unemployment is likely to remain
elevated and even increase further over the short term. Partly, this is related to the inherent
lag with which labour market developments react to improvements in output growth. In add-
ition, the crisis origins in the financial sector have further weakened the effect of growth on
job creation (see also chapter 3 for a discussion of this point). Finally, overall growth simply
remains too weak for a stronger jobs recovery to take hold.

In this respect, key macroeconomic risks to the outlook for 2013 include a further dete-
rioration in the Euro area, where the baseline scenario of modest recovery is dependent upon
policy-makers to continue to establish credible policies to promote fiscal integration of Euro
area economies. The negotiations in the United States surrounding the country’s debt ceiling
and the expenditure side of the “fiscal cliff” represents an additional risk, as the baseline
assumes that policy-makers successfully reach agreement to avoid automatic reductions in
government expenditure and tax increases, particularly on the middle-class.

As highlighted above, further deterioration in global trade represents another risk to
the global economic recovery. Policy leadership and international coordination are needed
to avoid protectionism and reaccelerate global trade growth. In particular, policies to pro-
mote aggregate demand through the consumption and investment channels — by reducing
the uncertainty overhang and supporting employment generation — could alleviate some of
the main underlying forces hindering a more robust economic recovery, while also reducing
the risks associated with rising social unrest.

Longer term prospects also at risk

The scars left by the crisis are threatening longer term growth and development prospects.
Persistent weakness in the global economy, particularly in the advanced economies, is holding
back private sector hiring, leading to increased unemployment and larger numbers of long-
term unemployed. As related skills mismatches rise, potential growth rates are likely to fall
going forward. In addition, recession conditions in many European countries are reducing
government revenue, leading to larger budget deficits and growing debts, increasing the
burden of future interest payments and limiting available spending for public investment,
social programmes and automatic stabilizers.

The global economic crisis revealed the pitfalls of a global financial system too detached
from the needs of the real economy. So far, however, insufficient measures have been put in
place to address these issues. Several countries and regions have started to enact legislation in
this area but this remains partial and incomplete.
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Finally, a sustainable long-term recovery will require further and sustainable rebalancing
of global demand. In advanced economies in particular, this will require increased invest-
ment in productive capacity to reaccelerate productivity growth and employment generation.
Longer term growth prospects in developing economies will require continued productive
structural change, which can facilitate further growth in the emerging middle-class, increased
consumption, and a reduction in vulnerable employment and working poverty. As this report
shows, however, on both accounts sufficient improvement is not expected over the medium
run, putting at risk a more sustainable recovery of the global economy and the world of work.

These long-term problems can only be tackled by a coordinated approach with changes
in policies oriented towards labour market recovery. Chapter 5 of this report displays several
options for such policy reforms, including measures to tackle youth unemployment, active
labour market policies to address rising long-term unemployment and public investment
measures to improve policy coherence and reduce uncertainty.
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Appendix 1. The ILO hiring uncertainty index

The ILO has developed a new indicator which captures the assessment by employers of the
uncertainty of the labour market outlook when taking hiring decisions. The ILO hiring
uncertainty index is based on work by Black and Scholes (1973) regarding the pricing of
options and other financial derivatives. It is calculated for all G7 countries and makes use of
an economy-wide indicator of hiring intentions of the ManpowerGroup which is estimated
from a survey of employers. The indicator measures hiring intentions and is calculated as the
difference between the percentage of employers that expect an increase of employment in their
establishment for the next quarter and the percentage of employers that expect a decrease.”

Indicators on hiring intentions such as the one published by the ManpowerGroup con-
tain information on the expectations of both market trends and volatility. In order to extract
the element related to the private sector’s assessment of uncertainty and to construct the ILO
hiring uncertainty index, the hiring intentions are interpreted as an option price. In this inter-
pretation, hiring intentions reflect the value employers give to open a vacancy in order to hire
new personnel with an expected productivity level in the next quarter, taking the short-term
interest rate into account. In contrast to a financial derivative, however, there is no market for
vacancies (nor for the underlying hiring intentions). This requires some adjustment in inter-
preting the first-pass results from applying the Black—Scholes formula to the labour market.

The first step in estimating the ILO hiring uncertainty index consists in estimating the
implied volatility based on the formula provided by Black and Scholes (1973). For that, the
current productivity level is interpreted as the “stock price” of the underlying asset and cor-
responds to value added per worker. Expected productivity is the “strike price” at which the
option is executed and is derived by applying growth rates of potential output over potential
employment to productivity levels that are currently observed. In order to ensure consistency
between the values for the hiring indicator as price of the option and the values for labour
productivity as prices of the underlying asset, the hiring indicator first is rescaled so that the
minimum value in the time series becomes 0 and the maximum value 10,0002 In order to
exclude business-cycle related effects and to extract the part of the implied volatility series
that uniquely relates to labour market uncertainty, in a second step the implied volatility is
regressed on the hiring index. The residual from this regression is once more rescaled so that
the minimum value of the time series becomes 0 and the maximum value is set to 100. The
rescaled residual is the ILO hiring uncertainty index.

This ILO hiring uncertainty index reflects the assessment of employers about the vola-
tility of future labour market developments. If the market uncertainty perceived by employers
is high, there is a significant probability for hired workers to be much less productive than
expected. This is then indicated by a larger value for the hiring uncertainty index. If the eco-
nomic outlook is less uncertain and workers’ productivity is likely to be close to the expecta-
tion, the index will be lower.

7 See http://www.manpowergroup.com/press/meos_landing.cfm.

® Robustness tests show that short-term trends in the implied volatility time series are little sensitive to the rescaling
factor that is used for the hiring indicator. However, long-term trends seem to be more volatile.
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Appendix 2. Public sector, social security and labour market
measures in selected countries

Public Revenue Measures Labour Market

Public Expenditure Measures

Country
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Public wages

Public employment

Pensions, subsidies  Social security

contributions

Measures

Income taxes Minimum wages

Austria Wage freeze for Hiring freeze until  Stricter eligibility
2013 2014 conditions on pen-
sions and early
retirement
Belgium Reduction by Increase of early
5.5% between retirement age from
2008 and 2012 60 to 62 with a
career of 40 years,
with exceptions for
some professions
Bulgaria Increase of retire- Raise from BGN
ment age by 1 year 27010 BGN
290 (monthly
minimum wage
as % of average
wage decline
from 39.5% in
200810 33.7%
in 2011)
Cyprus Wage cut of 10% Reduction of Increase of 3% on
for new entrants; 5,000 over the gross pensionable
wage freeze for next 5 years earnings; temp-
2 years orary contribution
on gross earnings
of public/ private
sector employees
for 2 years
Czech Wage cut of Increase for high
Republic  10% (excluding income earners
teachers)
Estonia Wage cut of 10% Increase in
in public adminis- unemployment
tration and 3% in insurance tax up to
education in 2009- 4.2 per cent
2010; Wage freeze
in 2011-2012
France Wage cut of 10% Replacement Increase of retire- Increase of 0.2% of ~ Temporary
for starting wages  freezing scheme ment age from 60 2% social security increase of 3%
in 2000-2010 affecting 30,400  to 62 for selected contribution on on high-income
civil servants groups capital income households;
Increase of 5% in
corporate taxation
Greece Wage cut by 10% 1:10 hiring attri- Reduction of sup- New progressive Cut of 22%
for local political tion rule; employ-  plementary pen- taxation scheme (32% for those
staff; 15% in public ment reduction sions by 10%, to a with 9 brackets under age 25)
sector salaries; of 15% by 2011; level of 20% (before: 4) with a
abolition of 13th target by 2015 45% top rate (up
and 14th monthly ~ modified to from 40%) in 2010
salary 26% from 20%
reduction
Hungary  Wage freeze of Removal of 13th Increase by 1% Increase to 19% of
gross wage bill and monthly pension; corporate income
abolishment of restrictions to tax rate starting in
bonuses disability pen- 2010
sions; reduction in
housing, student,
pharmaceutical
subsidies




Country

Ireland

Italy

Latvia

Luxem-
bourg

Mexico

Poland

Portugal

Romania

Slovak
Republic

Slovenia

Spain

United
Kingdom

Public Expenditure Measures

Public wages

Wage cuts of 10%
to new entrants
and highest wages;
4.7% reduction on
average in 2010

Freeze until 2014;
incremental cuts to
central government
ministries between
2012-14

Real wage loss

of 2.5% in public
administration in
2010; further cuts
of between 3.5
and 10% in 2011;
suspension of
bonuses in 2012

Wage cut of 25% in
2010; abolition of
bonuses in 2011

Wage cut of 10% in
state wage bills

Wage cut of 15%

Wage cut of 5%
in 2010, frozen in
2011 and 2012

Freeze between
2012 to 2014

Public employment

Reduction of
24,750 staff over
2008 levels

Recruitment
freeze

Replacement of 1
staff for 7 leaving

Hiring freeze in
2012

Drop of 7.4% in
public employ-
ment since late
2009

— Target of
330,000 jobs cut
by 2014

Pensions, subsidies

Progressive tax-
relieved levy on
the gross pay of
pensionable public
servants

Increase in wom-
en’s retirement age
to 65; requirement
to work 41 years
before retirement

Cut by 10% of sub-
sidies to companies

Increase in retire-
ment age to 65
(men) and 63
(women) by 2030

Removal of child
benefits for high-
income families

Public Revenue Measures

Social security
contributions

Extension of tax
base

Increase by 2% as
of 2011

Increase in dis-
ability pension
contribution paid by
employers by 2 per-
centage points

Introduction of
the obligation to
pay 5.5% health
contribution when
income is higher
than €173

Non-monetary
benefits became
subject to social
security and health
contributions

Labour Market
Measures

Income taxes Minimum wages

Cut of €1 to
€7.65 but
reverted to
€8.65 in July
2011

Surtax of 3% on
individual income
above €300,000

Increase of income
taxes from 23 to
26% in 2010;
taxation of fringe
benefits in 2010

Temporary
increase from 28%
to 30%

Abolition of lower
tax rate for com-
panies with a tax-
able profit up to €
12,500

Temporary Freeze (2012)
increase in per-

sonal income tax

Increase of tax rate
for the wealthy

Sources: EC Stability and Convergence Programme, OECD Restoring Public Finances 2012, EC Tax reforms in EU Member States 2011.
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2. Global labour market trends
and prospects

Unemployment is on the rise again,
as job creation slows across most regions

ad
-—
The rise in estimated global unemployment by 4.2 million in 2012 is one of the largest
increases since the early 2000s, excluding the immediate crisis years (see Figure 7). Reaching @
197.3 million jobseekers in 2012, the number of unemployed is expected to rise further by «
about 5.1 million in 2013 and by 2.9 million in 2014 in the ILO’s baseline projection, which
assumes effective policy action in the United States to avoid a sharp reduction in fiscal expen- I«
ditures and successful resolution of the debt ceiling discussions and no intensification of the
Euro area sovereign debt and banking crisis.” At the same time, the global unemployment
rate is projected to edge higher and remain stuck at around 6 per cent until at least 2017. The
larger increase in global unemployment projected for 2013 as compared with 2012 is due to
projected increases in the Developed Economies and European Union region as well as South-
East Asia and the Pacific, South Asia and Latin America and the Caribbean. Some of this,
in turn, is due to population and labour force growth, while some is due to lags between eco-
nomic changes and changes in the labour market.

However, a downside scenario was also estimated, one that assumes an intensification
of the crisis in the Euro area. Global unemployment would severely worsen in this downside
scenario. Global output growth would fall to 2.2 per cent in 2013 and 3.2 per cent in 2014
(versus 3.3 per cent and 3.6 per cent, respectively, in the baseline scenario).'’ As a consequence,

Figure 7. Annual change in global unemployment and GDP growth, 1999-2017

30 — 6
= 25 -5
s
E 20+ -4
S [}
2 15 4 - 3%
) @
= o
£ 10 - L2 &
e =
T 54 L1 8
s g
< 4. - 0
2
5 51 L1
-10 -2
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Total Total unemployment ___ Annual real GDP __ Annual real GDP growth rates (%)
unemployment (Downside scenario) growth rates (%) (Downside scenario)

Note: The chart displays past trends and projections for annual changes in global unemployment. The chart also includes projections
for the annual change in global unemployment under the assumption of a further deterioration in world economic developments in 2013
and 2014 (see text and Annex 2 for more details).

Source: ILO, Trends Econometric Models, October 2012.

* The ILO’s baseline scenario is consistent with the central projection in the IMF’s World Economic Outlook, October
2012 (IMF, 2012b).

'® See Annex 1 for regional GDP growth rates assumed in the downside scenario.
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global unemployment would increase by an additional 3.5 million in 2013 (a total increase
of 8.7 million versus 2012) to 206 million, corresponding to a rate of 6.1 per cent, rising to
212.2 million in 2014, a rate of 6.2 per cent. The bulk of the increase in unemployment would
occur in the Developed Economies and European Union region, where the unemployment
rate would reach 9.2 per cent in 2013, and rise further to 9.5 per cent in 2014, versus 8.7
and 8.6 per cent, respectively, in the baseline. The downside scenario implies that failure to
enact effective policies to avoid a further intensification of the Euro area crisis would raise the
global unemployment rate to a level not seen since the depths of the crisis in 2009. The un-
employment rate in the Developed Economies and European Union region would far exceed
the peak rate reached in 2010. Importantly, this scenario only considers the effects of insuffi-
cient policy response in Europe. It does not include a potential double impact of insufficient
policies in both Europe and the United States. Such a development would undoubtedly bring
about an even larger surge in unemployment.

Youth unemployment rate rises to 12.6 per cent

The labour market situation remains particularly bleak for the world’s youth. The ILO esti-
mates global youth unemployment of 73.8 million in 2012, a rate of 12.6 per cent, versus
12.4 per cent in the previous year (see Annex 1, Tables A3 and A4). Global youth un-
employment has increased by 3.4 million since 2007. The rise in youth unemployment is
occurring alongside a withdrawal of young people from the labour market, with 22.9 mil-
lion fewer employed youth in 2012 than in 2007, despite growth in the global youth popu-
lation of more than 12 million. This resulted in a decline in the global youth labour force
participation rate of about 2 percentage points between 2007 and 2012. While part of this
decline is due to increased time spent in education — a favourable trend in many developing
countries with low historical attainment levels for secondary and tertiary education — the
decline in youth participation in the Developed Economies and European Union region
is more plausibly explained through discouragement and rising numbers of youth neither
in education, employment or training, the so-called NEET rate."" In effect, many youth in
a number of countries risk going from being unemployed or out of the labour market to
becoming unemployable.

A divergent unemployment picture in developed
and developing countries

There is a great deal of heterogeneity among the regions of the world with regard to trends in
unemployment, and there is also a general divide between developed and developing regions.
Unemployment rates remain far above historical levels in the Developed Economies and Euro-
pean Union region (8.6 per cent in 2012 versus an average of 6.9 per cent between 1998 and
2007), while in nearly every developing region, unemployment rates in 2012 were actually
below average in comparison with the decade preceding the crisis. In the Central and South-
Eastern Europe (non-EU) and CIS, South-East Asia and the Pacific, Latin America and the
Caribbean and North Africa regions, unemployment rates in 2012 stood more than 1 per-
centage point below the average over the decade from 1998 to 2007.

One reason for this divide is that by and large, developing economies have significantly
outperformed developed economies during the recovery period in terms of economic growth.
There is also evidence that stimulus packages enacted in developing countries to counter the

' See also see the Developed Economies and European Union section in chapter 3 for further discussion of trends in
NEET rates in this region.
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Figure 8. Changes in GDP growth and unemployment rates,
2011-12, selected economies
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impact of the crisis were targeted more towards addressing labour market weaknesses (see
ILO, 2012b). In contrast, in the Developed Economies and European Union region, reces-
sion conditions in Europe, and limited effectiveness of fiscal and monetary measures imple-
mented to mitigate the impact of the crisis on labour markets, has contributed to an increase
of 14.8 million unemployed since 2007. This amounts to more than half of the total global
increase in unemployment, despite the region accounting for less than 16 per cent of the
global workforce.

Another reason for the divide in unemployment trends between developed and devel-
oping economies is that in developing countries, which often have large shares of workers
outside of formal, wage employment, unemployment rates typically have a weaker correlation
with macroeconomic changes than in developed economies. Figure 8 shows developments in
economic growth and unemployment rates between 2011 and 2012 in 57 countries for which
monthly or quarterly data are available. In general, a much stronger relationship between
growth and unemployment rates is observed in the developed economies, whereas developing
countries, such as Thailand (which saw a large pickup in growth compared with the flood-
induced downturn in 2011), show a far weaker relationship.

An increasing share of job-seekers
is long-term unemployed

Unemployment rates alone do not reveal the full picture of the state of labour markets. The
duration of unemployment also matters, in particular in countries where well-developed social
security systems provide alternative sources of income. In this respect, an increasing propor-
tion of long-term unemployed is likely to reflect structural problems in the labour market,
creating the risk that workers become less attached to labour markets and suffer from skills
erosion and reduced employability. This, in turn, can have adverse effects on the broader
economy, in the short run by sapping aggregate demand through reduced consumption, while
also reducing trend growth in the long run.

Many developed economies have seen a sharp rise in the unemployment rate mainly as
a result of lengthening unemployment duration and rising long-term unemployment (see
Figure 9). Some countries, in particular in the European Union, did see a simultaneousincrease
in both job destruction rates (measured by unemployment inflows) and unemployment spells,
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Job destruction rates
(in per cent of total employment)
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Box 2. Concerns over growing skills mismatch

For many workers, job destruction and unemployment asso-
ciated with the economic crisis has resulted in the need to
look for jobs in “new” sectors and occupations. Some of the
workers who lost their jobs in the financial and construc-
tions sectors, which were the first to be hit by the crisis in
late 2008 and 2009, were forced to look for employment
in sectors less strongly affected. But as the economic crisis
spread, and no sector proved to be immune, increasing
numbers of workers found themselves in a situation where it
was unlikely that they would obtain a job similar to their pre-
vious one. As economies are restructuring, a mismatch may
therefore arise between the supply of skills that is available
in the large stock of unemployed created by the economic
crisis and the demand of skills, in particular in developed
economies. Such a mismatch hampers the reallocation of
labour and will put upward pressure on unemployment rates.

Workers may respond to the changing environment in
various ways. For some, relocation to another area may
be sufficient to obtain a job. For others, “occupational
downgrading” may be the only option, which means taking
a job below their previous level of skill. This will result in
increasing over-qualification of workers, and in this way
add to mismatch among the employed. Even preceding the
economic crisis, mismatch (both under-qualification and
over-qualification) affected considerable and sometimes
rising proportions of workers, with negative consequences
for job satisfaction, workers’ wages and productivity of
firms (see e.g. Quintini, 2011).

Although the issue of skills mismatch has received
renewed attention in developed economies due to the eco-
nomic crisis, skills mismatch has affected and continues
to affect labour markets around the world. This can be
illustrated with an index of dissimilarity which captures
the differences in the shares of educational attainment of
the employed in comparison with the unemployed (see
Appendix 1 and Estevédo and Tsounta, 2011). It should be
emphasized that this index captures one dimension of mis-
match (mismatch between the employed and the unem-
ployed in terms of level of education), and does not capture
other dimensions such as mismatch at more detailed levels
of skills or mismatch between the skills of the employed and
their job requirements. The index can also be interpreted
as a summary measure of the relative position of labour
market groups with different levels of education. If primary,

secondary and tertiary graduates all have the same un-
employment rate, the index will have a value of zero (no
dissimilarity between groups), while the index would reach
a value of 1 (complete dissimilarity) if, for example, all those
with primary and tertiary education are employed and all
those with secondary education are unemployed.

Skills mismatch as captured by the dissimilarity index
shows a remarkably wide range in both developed and devel-
oping countries (Figures B2.1 and B2.2). In the sample of
26 developed economies, mismatch was less than 10 per
cent in Cyprus, Greece, Portugal and Romania in 2011,
while in other countries mismatch exceeded 20 per cent
(Belgium, Bulgaria, Finland, Ireland, Lithuania, Norway and
Sweden). In half of the small sample of 14 developing econ-
omies, mismatch was less than 10 per cent, and exceeded
20 per cent in only two countries (Indonesia and the Rus-
sian Federation). Based on these samples of countries, it
appears that mismatch is at lower levels in the developing
world, despite the exceptionally high level in Georgia in
2002 (53 per cent). Although this may appear counterin-
tuitive given the often lower levels of educational attainment
in developing economies, it should be borne in mind that
these levels affect both the employed and the unemployed.

Apart from differences in levels, trends appear to go in
opposite directions in developed and developing countries.
Between 2000 and 2011, mismatch increased in 16 devel-
oped countries, and in the whole sample of 26 countries
mismatch increased on average by 1.3 percentage points.
In some countries, the increase was much stronger and
exceeded 5 percentage points (Bulgaria, Germany, Latvia,
Norway, Spain and Sweden), while a strong decrease was
experienced in Cyprus, Greece, Ireland, the Netherlands
and Romania. In the sample of developing economies, mis-
match increased in only four countries (Argentina, Costa
Rica, Philippines and Uruguay), while in the sample as
a whole mismatch decreased by 4.3 percentage points.
These trends indicate that the relationship between mis-
match and unemployment is complex. Rising mismatch is
not always reflected in rising unemployment, as the latter
is also determined by the broader economic environment.
Nevertheless, the trends in many economies underline the
need for policies that ensure the best possible match in the
labour market, and more so in the current environment of
high unemployment.
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pushing their unemployment rates beyond the regional average. For instance, between 2007
and 2011, Ireland and Latvia both saw their national unemployment rates rise by nearly
10 percentage points, as the share of long-term unemployed in total unemployment rose
by more than 25 percentage points in both countries and job destruction rates more than
doubled. Spain’s unemployment rate rose by more than 13 percentage points, as the share of
long-term unemployed rose by more than 21 percentage points and job destruction increased
by 50 per cent. On the other hand, in the United States, the unemployment rate rose by
4.3 percentage points over this period, mainly as a result of lengthening unemployment spells
and an increase of the share of long-term unemployed by more than one fifth. This sharp
increase in long-term unemployment is a sign of severe labour market distress, characterized
by extremely weak job creation, an increase in persons receiving unemployment benefits,
growing risks that the unemployed will slip through the cracks of the underlying social pro-
tection systems as benefits are exhausted, and a risk of long-term structural damage in the
labour market due to growing skills mismatches (see Box 2).

Figure B2.1 Skills mismatch in selected developed economies (2000 vs. 2011)
30 -

Il 2000

257 B 2011

20
15

10

Cyprus Romania Italy Poland Slovakia | Switzerland| France Spain UnitedKingdorF Latvia Sweden Belgium Norway
Portugal Greece Slovenia ~ Denmark Netherlands Czech Rep.  Austria Hungary  Germany Finland Bulgaria Ireland Lithuania

Figure B2.2 Skills mismatch in selected developing economies (earliest available year
during 2000-04 and latest year during 2006-11)
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Note: The figure shows the value of the following index:
D (mismateh) = (1/2) 3 ABS (E;/E — U,/U), with:

ABS = the absolute difference

E/E = the proportion of the employed with education level i

u/u = the proportion of the unemployed with education level i

bX = summation over three levels of education (primary or less; secondary; and tertiary)

Source: ILO calculations based on Key Indicators of the Labour Market, 7th edition.
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Part-time work signalling both challenges and some scope for optimism

Many employed have seen their hours of work decline, with a growing share of part-time
workers in several developed economies, often in involuntary par-time employment. For
instance, in the EU-27, the share of part-time workers in total employment rose by 1.7 per-
centage points between Q2 2007 and Q2 2012, with an increase of 0.4 percentage points in
the last year alone. In Ireland, the share of part-time workers surged by 5.7 percentage points
since Q2 2007, with an increase of between 3 and 4 percentage points in Austria, Cyprus,
Italy and Turkey. Between March and September of 2012, the number of part-time workers
in the United States increased by 941,000, equal to 87 per cent of the net new jobs that were
created over this period (BLS, 2012).

If transitory, such an increase in part-time employment could be the first step for a rise
in more permanent, full-time jobs as firms first begin to hire part-time workers and subse-
quently convert some part-time workers to full-time employment. However a long-term rise
in part-time employment, particularly as has been witnessed in European countries, may also
be a consequence of the heightened uncertainties under which firms have been operating.
That is, given an uncertain macroeconomic outlook, firms are likely to prefer employing
new workers on temporary or part-time employment contracts, providing more flexibility
to reduce effective headcounts in the event of deteriorating economic fundamentals and to
increase hours worked should the outlook improve. This type of employment, however, is less
likely to sustain increased consumption and aggregate demand.

Understanding the scope and nature of the global jobs gap
A global jobs gap of 67 million, and a crisis situation for youth

As of 2012, the global employment-to-population ratio (EPR) - the share of the working-age
population that is employed — stood at 60.3 per cent. The global EPR declined by 1 percentage
point between 2007 and 2012 (see Figure 10), reflecting a substantial weakening in econ-
omies’ employment-generating capacity. The EPR in 2012 is the lowest observed ratio since
at least 1991, the earliest year for which global aggregate estimates are available. Moreover,
while there has been a long-term decline in the global EPR, the average annual decline during
the global economic crisis was more than three times the average decline over the 16 years
between 1991 and 2007 and represented a stark reversal from the moderate increase in the
global EPR between 2003 and 2007. On the basis of these EPR figures, the ILO estimates
that a global jobs gap of 67 million has emerged as a result of the economic crisis."* That is,
there were 67 million fewer employed people around the world in 2012 than expected based
on pre-crisis trends.

The largest regional decline in EPRs between 2007 and 2012 occurred in the Developed
Economies and European Union region, which registered a drop of 2.3 percentage points,
from 57.1 per cent to 54.8 per cent. South Asia saw a decline of 2.2 percentage points over
the same period, while East Asia experienced a decline of 1.5 percentage points. Each of the
remaining regions outside of North Africa saw increases in EPRs, ranging from 1.3 percentage
points in Central and South-Eastern Europe (non-EU) and CIS to 0.1 percentage points in
North Africa.

'? The estimate of the global jobs gap is calculated by comparing the historical average annual change in country-level
EPRs for four demographic groups (youth male, youth female, adult male and adult female) to the actual changes in
EPRs that occurred over the period 2007-12. The historical period used for comparison is 1999-2007. Using alterna-
tive periods for the comparison yields an absolute minimum estimate of the global employment gap of 52 million and
an absolute maximum estimate of 88 million.
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Figure 10. Employment-to-population ratios by sex, world and regions, 2007 and 2012
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Figure 11. Decomposition of changes in the employment-to-population ratio, 2007-12
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Some divergences are observed in terms of trends in EPRs by sex between 2007 and 2012.
In most regions, male and female EPRs followed similar trends. Latin America is a notable
exception: the overall EPR rose by 1 percentage point mainly as a result of an increase of the
female rate by 2.2 percentage points whereas the male rate declined by 0.3 percentage points.

In South Asia, while both male and female EPRs declined, the drop in the female EPR
far exceeded the corresponding decline for males (3.1 versus 1.2 percentage points). Massive
gender gaps in employment rates remain in South Asia, as well as in the Middle East and
North Africa where women are far less likely to be employed than their male counterparts.

Between 2007 and 2012, the biggest overall contributor to the decline in global EPRs
was a decline in labour force participation rates, which reduced the global EPR by 0.9 per-
centage points (see Figure 11)." Higher unemployment rates contributed a further 0.4 per-
centage points to the decline. These two negative trends were offset somewhat by favourable
changes in the underlying population structure (a larger share of the working-age population
in the total population), which added 0.3 percentage points to the global EPR.

Adverse labour market conditions for young people contributed disproportionately to the
overall decline, with falling youth participation and rising youth unemployment accounting

* Appendix 2 provides a description of the methodology utilized for this decomposition.
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for —0.5 percentage points of the decline, versus a contribution of —0.8 percentage points
from these two factors for adults. Even though young people made up less than 20 per cent
of the global labour force before the crisis, negative labour market trends for youth accounted
for 41 per cent of the decline in the global EPR due to rising unemployment and falling par-
ticipation. Put another way, the contribution of adverse labour market outcomes for youth
has been twice as large at the global level as one would expect based on the relative size of
the youth cohort. These data show starkly that young people have suffered tremendously in
this crisis.

In the Developed Economies and European Union region, the overall EPR declined
by 2.3 percentage points between 2007 and 2012. Rising unemployment rates accounted
for 1.7 percentage points of the overall decline in EPRs, while declining participation rates
accounted for 0.6 percentage points. Adverse labour market trends for youth contributed
0.7 percentage points (31 per cent) of the decline, despite youth only accounting for 12.8 per
cent of the region’s labour force prior to the onset of the crisis. Thus, the contribution of
negative labour market trends for youth to the overall regional decline in employment in the
Developed Economies and European Union has been around two-and-a-half times as large as
would be expected based on the size of the youth cohort.

Adverse trends for female employment have contributed disproportionately to the overall
global decline in EPRs. Falling female participation and rising female unemployment con-
tributed 0.5 percentage points (55 per cent) of the decline in the global EPR over the period
2007-12, versus 46 per cent attributed to these factors for men. This points to a dispropor-
tionate impact on women, as they only accounted for 40 per cent of the global labour force prior
to the onset of the crisis. This was largely driven by developments in two populous regions, East
and South Asia, where falling female labour force participation and rising unemployment rates
have been observed. For example, in South Asia, where falling female participation accounted
for 1.5 percentage points of the 2.2 percentage point decline in the region’s EPR between 2007
and 2012. Changes in unemployment for both youth and adults had little impact on South
Asia’s EPR.

In contrast, in the Developed Economies and European Union region, the deteriora-
tion in labour market trends for men had a much larger effect on the overall decline in the
regional EPR than the corresponding effect for women. Increased male unemployment con-
tributed 1.1 percentage points to the 2.3 percentage point decline, while falling male labour
force participation contributed a further 0.7 percentage points. The impact of rising female
unemployment was somewhat offset by rising female participation in this region. Overall,
adverse labour market trends for women accounted for only 24 per cent of the decline in
the EPR in the Developed Economies and European Union region, while women make up
around 45 per cent of the workforce in this region. The more severe crisis impact on men in
the labour market can be attributed to the larger impact of the crisis on industries with large
shares of male workers, such as construction and manufacturing.

Trends in employment quality

Slowing labour productivity growth limits potential for investment
and real wage growth, harming aggregate demand

Labour productivity growth slowed sharply in 2012. At the global level, output per worker
grew by only 1.9 per cent in 2012, down from an average of 2.9 per cent in the two pre-
vious years and below the pre-crisis average growth rate of 2.3 per cent (see Figure 12). All
regions excluding North Africa and Sub-Saharan Africa experienced a decline in productivity
growth, and growth remains well below the pre-crisis trend in the Developed Economies and
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Figure 12. Output per worker growth, world and regions, selected periods
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European Union, Central and South-Eastern Europe (non-EU) and CIS, East Asia and South
Asian regions. In North Africa, the rapid productivity growth in 2012 reflects the sharp
rebound in economic growth following the conflict-induced contraction of the previous year.

The main factor underpinning this broad decline in productivity growth is weak invest-
ment. Investment growth has fallen further over the past year, with weakness spreading even
to regions such as East Asia, where investment had been holding up well. The persistence of
weak investment growth despite progress in repairing balance sheets reflects the new head-
winds that have emerged from the sharp increase in macroeconomic uncertainties.

Moreover, the vicious circle of uncertainty, weak investment and diminished product-
ivity growth is now contributing to slower wage growth, which threatens to hinder consump-
tion and further sap aggregate demand. In 2011, global wage growth stood at 1.2 per cent,
versus 2.1 per cent in the previous year and 3 per cent in 2007 (ILO, 2012i). Excluding China,
the figures are even more dire, with global wages growing by only 0.2 per cent, versus pre-crisis
growth rates in excess of 2 per cent. And while estimates are not yet available for 2012, given
this backdrop of heightened uncertainty and slowing investment and productivity growth, it
is unlikely that wage growth accelerated over the past year.

A slowdown in productive structural change means
less progress in reducing vulnerable employment

Diminished investment and consumption in developing regions is likely to reduce progress
in shrinking the share of workers in vulnerable employment — comprising own-account
workers and contributing family workers — who are far less likely than waged and salaried
workers to benefit from existing social protection systems (see also chapter 4 for a more
detailed analysis). In 2012, 1.49 billion workers in developing countries — 56 per cent of
all workers in the developing world — were in vulnerable employment, an increase of more
than 9 million from the previous year (see Annex 1, Table A13). The number of vulnerable
workers grew in most developing regions, including South-East Asia and the Pacific, South
Asia, Latin America and the Caribbean, the Middle East, North Africa and Sub-Saharan
Africa. The persistence of a large share of vulnerable workers in the developing world repre-
sents another threat to growth prospects, given that this is likely to hold back consumption
and limit growth in aggregate demand.
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Continued progress in reducing poverty, but the number
of “near poor” workers continues to grow

The number of workers living in extreme poverty has dramatically declined over the past
decade and throughout the global crisis: the number of workers living with their families on
less than US$1.25 a day fell by 281 million in the decade to 2011, leaving a total of 397 mil-
lion working poor below this threshold. This is equal to just over 15.2 per cent of the devel-
oping world’s total employment, down from 30.7 per cent in 2001, and down from 45.2 per
cent in 1991. The number of workers living in moderate poverty also declined over this period,
but by a more modest 35 million, for a total of 472 million workers living with their fam-
ilies on between US$1.25 and US$2 a day. Altogether, one-third of the developing world’s
workforce was living in poverty in 2011, down sharply from 53.7 per cent in 2001 and from
66.7 per cent in 1991 (see Figure 13).

Rapid economic development in the East Asian region (particularly in China) has had
a strong impact on working poverty trends for the developing world as a whole. In the devel-
oping world excluding East Asia, the number of workers in extreme poverty actually rose by
26 million between 1991 and 2001, but declined sharply by 115 million in the period from
2001 to 2011. Also, in the developing world outside East Asia, the number of workers in
moderate poverty increased in both periods, indicating that progress other than in East Asia
has been more limited.

New ILO research has for the first time produced a further breakdown of the developing
world’s workforce (see Box 3), providing a first glimpse of trends in employment across five
economic classes: (1) the extreme working poor (less than US$1.25 a day), (2) the moderate
working poor (between US$1.25 and US$2); (3) the near poor (between US$2 and US$4);
(4) middle class workers between (between US$4 and US$13); and (5) above middle-class
workers (otherwise called “developed world middle-class and above”, which are those workers
living in houscholds with per capita consumption greater than US$13 per person per day).

The new ILO estimates of employment by economic class show that in addition to the
868 million workers living with their families below the US$2 poverty line, there are 661 mil-
lion “near poor” workers — living between US$2 and US$4 a day, amounting to 25.2 per
cent of the developing world’s workforce (see Figure 13). The number of near poor workers
has increased by nearly 142 million over the past decade, with more than 141 million of
this increase occurring outside East Asia. Altogether, 58.4 per cent of the developing world’s

Box 3. New ILO estimates of employment across economic classes in the developing world

Building on earlier work by the ILO to produce global and
regional estimates of the working poor, a new method-
ology has been developed to produce country-level esti-
mates and projections of employment across five economic
classes (Kapsos and Bourmpoula, forthcoming). This has
facilitated the production of the first ever global and regional
estimates of workers across economic classes, providing
new insights into the evolution of employment in the devel-
oping world. The aim of the work is to enhance the body
of evidence on trends in employment quality and income
distribution in the developing world — a desirable outcome
given the relative dearth of information on these issues in
comparison with indicators on the quantity of employment,
such as labour force participation and unemployment rates.

The authors define workers living with their families on
between US$4 and US$13 at purchasing power parity as
the developing world’s middle-class, while workers living
above US$13 are considered middle-class and upper-
middle-class based on a developed world definition. Growth
in middle-class employment in the developing world can

provide substantial benefits to workers and their families,
with evidence suggesting that the developing world’s
middle-class is able to invest more in health and education
and therefore live considerably healthier and more pro-
ductive lives than the poor and near-poor classes. This, in
turn, can benefit societies at large through a virtuous circle
of higher productivity employment and faster development.
The rise of a stable middle-class also helps to foster pol-
itical stability through growing demand for accountability
and good governance (see Ravallion, 2009).

The econometric model developed in the paper utilizes
available national household survey-based estimates of the
distribution of employment by economic class, augmented
by a larger set of estimates of the total population distri-
bution by class together with key labour market, macro-
economic and demographic indicators. The output of the
model is a complete panel of estimates and projections
national estimates and projections of employment by eco-
nomic class for 142 developing countries, which serve as
the basis for the production of regional aggregates.
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Figure 13. Employment by economic class, 1991-2011, developing world
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workforce remained either poor or near poor in 2011. In this respect, the slowdown in struc-
tural change during the crisis and the only moderate acceleration in productive transforma-
tion expected to take place until 2017 is likely to lead to a slower rate of progress in reducing
working poverty around the world. Together with data on vulnerable employment, this
shows a clear need for improvements in productivity, sustainable structural transformation
and expansion of social protection systems to ensure a basic social floor for the poor and
vulnerable.

An emerging middle class workforce in the developed world
raises hopes for successful global rebalancing

As the total share of poor and near poor workers gradually fell, an estimated 41.6 per cent
of the developing world’s workers were attaining the middle and upper-middle-classes in
2011. This is a remarkable development given that in 2001, less than 23 per cent of the devel-
oping world’s workforce was middle-class versus 53.7 per cent living in poverty. The decade
from 2001 to 2011 saw rapid growth in middle-class employment, with an increase of nearly
401 million middle-class workers (above US$4 and below US$13) and an additional increase
of 186 million workers above the US$13 a day line. Current ILO projections indicate that the
number of workers in the middle-class and above in the developing world could grow by an
additional 390 million by 2017, with the share of middle-class workers rising to 51.9 per cent.

This emerging middle-class in the developing world could bring about a new driver of
global growth, with stronger investment and consumption, in particular among poorer parts
of the developing world (see Figure 14). The correlation indicates that in recent years (2011)
total investment at the country level is associated with the share of the employed labour force
that has reached middle-income status or above, thereby increasing domestic absorption. This
would help foster structural change in these countries, increase global aggregate demand and
potentially contribute to more balanced and sustainable global economic growth, to the extent
that rising investment absorbs increasing shares of domestic savings.

Despite this progress, much of the developing world still has large segments of poor and
near poor workers. In South Asia, an alarming 92 per cent of the workforce was either poor
or near poor in 2011, while in Sub-Saharan Africa, 86 per cent of workers were in these cat-
egories (see Annex 1, Table A15). Much work remains in terms of raising productivity levels
and expanding the number of quality jobs in order to catalyse further growth in the devel-
oping world’s middle-class. In this respect, the current crisis in global labour markets is threat-
ening further progress and faster accession of the still large class of working poor to decent
working conditions and better livelihoods.
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Figure 14. Investment is associated with a larger middle-class (2011)
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Global outlook for labour markets

Available labour market data leave no doubt that the slowdown in global economic growth
in 2012 has had a widespread, negative impact on the world of work. Global unemployment
is rising once again, with particularly negative implications for the world’s youth. Growth in
the numbers of long-term unemployed and increased labour market detachment is raising the
risk of the emergence of structural labour market problems that could become entrenched,
lowering potential rates of growth and reducing the likelihood of a sustainable recovery
taking hold.

The increase in macroeconomic uncertainty is a reflection of the sharp downturn in
aggregate demand that has taken place; but increasingly, this macro uncertainty as well
as diminished confidence in the ability of policy-makers to address the current economic
challenges is also one of the main contributing factors to slowing growth and poor labour
market outcomes. Closing the global employment gap, which has now reached 67 million,
will require decisive action by policy-makers to restore confidence and promote investment
and job creation.

Much of the current attention is focused on problems in the advanced economies — with
record unemployment, recession conditions in Europe and risks of further deterioration in
growth and contagion effects, should tail risks materialize. Yet policy-makers in developing
regions also cannot afford to sit idle, as economic growth and trade are slowing, as is the rate of
productive structural transformation that has driven much of the developing world’s progress
in reducing poverty and growing a larger middle-class. At the same time, this new cohort of
middle-class workers in the developing countries provides hope that a new global economic
engine will emerge through higher consumption and investment, leading to a more balanced
and sustainable growth model in the years to come.

Above all, at this critical moment for the global economy, what is needed is a renewed
focus on the world of work. This will require focusing policy action on employment genera-
tion, the promotion of investment and productivity growth. Without a significant improve-
ment in the global labour market situation, there will be little hope of breaking the negative

feedback loop still plaguing the global economy.
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Appendix 1. Measuring skills mismatches

Skills mismatch can be quantified with an index of dissimilarity which captures the dif-
ferences in the shares of educational attainment of the employed in comparison with the
unemployed. It should be emphasized that this index captures one dimension of mismatch
(mismatch between the employed and the unemployed in terms of level of education), and
does not capture other dimensions such as mismatch at more detailed levels of skills or mis-
match between the skills of the employed and their job requirements. The index is defined

3
. 1 E; U;
Mismatch — -ttt
I ZZABS(E U)
i=

where: i = an indicator for the level of education (primary or less; secondary; tertiary);

as follows:

ABS = the operator for the absolute difference; E,/E: the proportion of the employed with
education level 7; U,/U = the proportion of unemployed with education level .

This index is different from the one used in Estevio and Tsounta (2011) in that it is calcu-
lated over two mutually exclusive groups (the employed and the unemployed), and is therefore
not directly influenced by the unemployment rate."*"

The index can also be interpreted as a summary measure of the relative position of labour
market groups with different levels of education. If primary, secondary and tertiary graduates
all have the same unemployment rate, the index will have a value of zero (no dissimilarity
between groups), while the index would reach a value of 1 (complete dissimilarity) if, for
example, all those with primary and tertiary education are employed and all those with sec-
ondary education are unemployed.

Appendix 2. Decomposing changes
in employment-to-population ratios

The aim of this methodology is to understand how employment-to-population ratios (EPRs)
are linked to changes in age-specific labour force participation rates (LFPRs), changes in un-
employment rates (URs), and changes in the underlying population structure.

There are several techniques for decomposing changes in EPR and attributing to each
component or to each demographic group a share of total observed change. The method-
ology presented here builds on the LFPR decomposition methodology adopted by Hotchkiss
(2009) and applies it to the EPR. This method exploits the relationship between the aggregate
EPR and labour force participation rates, unemployment rates and population shares of dif-
ferent demographic groups in an additive manner.

Accordingly, changes in EPR are given by: (1) changes in LFPR of each demographic
group, weighted by the demographic group’s current period population share, current period
EPR and the inverse of current period LFPR; (2) changes in unemployment rates of each
demographic group, weighted by the demographic group’s previous period LFPR and current

" In Estevio and Tsounta (2011) the mismatch index is defined as:
> (S — MJJZ, with:

ijt
,« = proportion of the working age population with skill level  at time 7 in state i
M,, = proportion of employees with skill level j at time # in state /

Levels of skill are based on educational attainment (low skilled — having less than high school diploma; semi-skilled — having
a high school diploma but less than a bachelor’s degree; and high skilled — having at least a bachelor’s degree).

 For example, if all the employed had education level 4 and all the unemployed level B, the ID™*"*? calculated over the
employed and the labour force would equal the unemployment rate. All else equal, a higher unemployment rate would
therefore result in a higher ID™**¥. Similarly, the index used by Estevio and Tsounta (2011) is affected by the propor-
tion of the working-age population that is employed.
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period population share; and (3) changes in the population share of each demographic group,
weighted by the difference between the demographic group’s previous period EPR and aggre-
gate EPR of the previous period.

More formally:

EPR—EPR_ = 2{[LFPR;’ ~LFPR! ] % —[UR'-UR! | |LFPR p!+[p/-p_ JIEPR ~EPR,, ]}
t

! >

where EPR' is the employment-to-population ratio of the demographic group 7 at time #
LFPR! is the labour force participation rate of the demographic group 7 at time #, and p] is the
population share of the demographic group 7 at time.

To perform this decomposition, data on working-age population and labour force are
obtained from the UN Population Prospects 2010 revision database and the ILO EAPEP
database, 6th Edition, respectively. Data on unemployment and employment are taken from
ILO, Trends Econometric Models, October 2012.

Derivation of EPR decomposition

We start with the equation EPR—EPR_ = 2{[EPR; —EPRZ’;I:I P+ [pt’ - pt’;l:l EPR;;l}

i

Which can be further extended to: EPR - EPR_ =Y [EPR! - EPR. |p/+Y [ p/-pl | EPR!

t—1
Recall this identity: EPR = (1-UR)LFPR

The first part of the above equation extends to:

Z[EPR;‘ —EPR. | p|= {[1 —~UR!|LFPR~[1-UR' | LFPR;'_I} P

1

= {[LFPR;‘ —LFPR! | |p! = [LFPR - LFPR. JUR p/~[UR' ~UR’ | LFPR’ p| }

Therefore, if we substitute the above extension to the main equation, we have:

EPR—-EPR_ =Y [LFPR'~LFPR. 1p,-Y [LFPR'~LFPR JUR'p!-¥ [UR'~UR' |LFPR_ p!+¥ [ p/-p. |EPR.,

Which we can write as:
EPR~EPR_=Y[LFPR/~LFPR,,1p, (1-uR)-S [UR-UR |LFPR’ p! +Z[p;’ -p. | EPR.,

i

And finally, we derive the EPR decomposition:

. . EPR'p! S . o ,
EPR - EPR_,=Y [LFPR'~LFPR! ] Tpﬁt -3 [UR-UR’ |LFPR. p/+Y [ pi-p. | EPR.,
i t i i
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3. Regional economic
and labour market developments

Developed Economies and European Union

Unemployment has started to become entrenched
and further job destruction threatens

Macroeconomic conditions deteriorated in 2012 in much of the Developed Economies region,
substantially increasing uncertainty to the outlook. Spillovers of the Euro area economic
woes to the rest of the Developed Economies region and the global economy are becoming
increasingly visible. The loss in risk appetite of investors in Europe is spreading more widely,
also affecting economies in other countries in the region. As recessionary conditions spread
throughout the region, unemployment rates are expected to go up again after having receded
since their peak in 2010 (see Table 1). Indeed, the regional unemployment rate is expected
to remain elevated throughout 2013 and to slowly decline only from the next year onward,
mainly thanks to improving labour market conditions outside the Euro area. Overall, un-
employment rates are projected to remain almost 2 percentage points higher than before the
crisis over the entire forecast horizon.

Recessionary conditions have significantly reduced job creation rates, thereby lowering
chances for job-seckers to return to employment quickly (see Figure 15). As a consequence the
average duration of unemployment has increased with some 33.6 per cent of all job seckers in
the Developed Economies and European Union region currently unemployed for 12 months
or longer, up from 28.5 per cent prior to the crisis. The incidence of long-term unemployment
is 31.3 per cent in the United States and 39.4 per cent in Japan. Overall, with the onset of
the crisis, unemployment outflows have decreased by 33 per cent and remained broadly at

Table 1. Labour market situation and outlook

2009 2010 2011 2012p 2013p 2014p 2015p 2016p  2017p

Labour force participation rate (%) 60.5 60.3 60.0 60.0 59.9 59.9 59.8 59.7 59.7

Unemployment rate (%) Total 8.4 8.8 8.4 8.6 8.7 8.6 8.4 8.2 8.0
Male 8.8 9.1 8.7 8.8 8.9 8.7 85 8.2 8.0
Female 7.9 8.4 8.2 83 8.5 84 83 8.2 8.0
Youth 17.4 18.1 17.6 17.9 17.7 17.3 16.8 16.3 15.9
Adult 7.1 7.5 7.2 7.3 7.5 7.5 7.3 7.2 7.0

Employment growth (% p.a.) Total 2.2 -0.2 0.4 0.3 0.2 0.4 0.5 0.5 0.5
Male -3.1 -0.3 0.5 0.2 0.2 0.5 0.6 0.5 0.5
Female -1.1 0.0 0.3 0.3 0.2 0.4 0.5 0.5 0.4
Youth -7.6 4.1 -1.1 -0.9 -0.3 -0.1 0.0 -0.1 -0.3
Adult -15 0.3 0.6 0.4 0.3 0.5 0.6 0.6 0.6

Memorandum item:

GDP annual growth rate (%) -3.7 2.5 1.5 1.2 1.4 2.1 25 2.5 2.5

* 2012 are preliminary estimates; 2013-17 are preliminary projections.
Source: ILO, Trends Econometric Models, October 2012 (see Annexes 4 and 5); IMF, World Economic Outlook, October 2012.
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Figure 15. Unemployment flows: Developed Economies and European Union countries
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that lower level for most of the region. At the same time, worker inflows into unemployment
have experienced an upward trend since the beginning of the crisis. The simultaneous drop
in unemployment outflows and jump in job destruction rates magnified problems of job-
lessness in developed economies. At the same time, gross labour market turnover — the sum
of job creation and destruction in a given period — has been trending downwards over the
last three decades and is now 7 per cent below the region’s turnover rate after the recession
in the early 2000s. This bodes ill for faster labour market adjustment, thereby preventing a
faster employment recovery. At the same time, as unemployment duration lengthens, job-
seckers lose their skills and competences and will find it more and more difhicult to get an
alternative job opportunity. An increasing number have dropped out of the labour market
altogether or have returned to non-market activities. In OECD countries as a whole, for
instance, the share of discouraged workers in the total labour force increased by 50 per cent
between 2007 and 2011 whereas the increase in discouragement among youth in these coun-
tries was almost twofold.

The problem of an increasing detachment from the labour market is particularly severe
among younger people who have been particularly hard hit by the crisis. In the Developed
Economies region, youth unemployment rates have risen substantially with the crisis and
have not shown signs of improvements since. As recessionary conditions have taken hold
of most European countries again, youth unemployment has further increased, reaching
more than 50 per cent of young active people in countries such as Greece and Spain and
more than 22 per cent in the Euro area overall. So far, only Austria, Germany and Swit-
zerland have managed to keep youth unemployment low, in some cases even lower than
prior to the crisis but even there, the slowdown in economic activity has started to push up
youth unemployment (Austria, Switzerland) or prevented it from falling further (Germany).
Some young people have started to return to or prolong education, to acquire new skills in
order to improve their future labour market chances (Barrow and Davis, 2012). Others have
dropped out completely or are increasingly frustrated in their job search without, never-
theless, returning to the education system. This group of young people that is neither in
employment, education nor training (NEET) has grown since the crisis, in particular among
European crisis countries, and is expected to increase further as recessionary conditions con-
tinue to prevail in the Euro area (see Figure 16).

More than among the adult population, rising and more persistent unemployment for
young people has fuelled their inactivity rates. The rapid and substantial increase in youth un-
employment in some advanced economies has significantly lengthened the average duration of
unemployment even for younger cohorts, a situation without precedence. As a consequence,
youth participation rates have dropped in advanced economies by more than could have been
expected on the basis of pre-crisis trends (see Figure 17). As the prospects of finding a job are
dim and not all countries offer second-chance education opportunities or activation measures
targeted at young job-seckers, fewer young people decide to search actively for a job, waiting
for economic conditions to improve before returning to the labour market. This is likely to
further hamper their future chances for employment, as essential skills for job search and
employment are lost or not sufficiently acquired. Indeed, existing studies point to the particu-
larly harmful effect of unemployment and inactivity early in a person’s career. Important job
experience is not being gained and might be difficult to acquire when a young person eventu-
ally finds employment later on. As a consquence, as the crisis continues, young unemployed,
once they eventually become employed, will be less productive, carn lower wages and have
fewer stable employment opportunities. Existing evidence already points to a loss of at least
1 per cent of GDP among European countries due to the higher youth unemployment in the
European Union (Eurofound, 2012).
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The figures below display quarterly growth in GDP (top
panel) and employment (bottom panel) between Q4 2008
and Q3 2012 and annual projections of the IMF (for GDP
growth) and the ILO, Trends Econometric Models, October
2012 (for employment growth) between 2012 and 2014
(values shaded in grey). Quarterly growth rates are calcu-
lated on the basis of the same quarter in the previous year.

During the global economic crisis, GDP fell sharply in the
European Union, with a contraction of almost 19 per centin
Estonia in Q3 2009 (versus Q3 2008) and a drop between
5and 7 per cent in Greece, Germany and Italy at the begin-
ning of 2009. The following recovery was uneven. In Estonia,
Germany and — to a lesser extent — Italy, GDP growth recov-
ered fairly quickly throughout the beginning of 2011. In con-
trast, Greece did not register positive growth rates during
the entire period under consideration (with the exception
of Q1 2010) and had the most significant contraction of
almost 9 per cent at the end of 2010. As sovereign debt
problems mounted, the recovery proved to be short-lived
and growth rates decelerated sharply again in the second
half of 2011 and the first half of 2012. Estonia and Germany
continued to register positive growth rates while Italy expe-
rienced another contraction with GDP declining by 2.5 per
cent in Q3 2012. The contraction of Greece’s GDP con-
tinued unabated throughout, losing another 6.5 per cent
during 2012. The outlook for the coming years projects an
increase in growth rates but at low levels, particularly in
Estonia and Germany, where growth is expected to reach
3.5 per cent and 1 per cent respectively according to IMF
projections. The contraction of GDP in both Greece and Italy
is expected to bottom out with Greece projected to return
to zero growth and ltaly to slightly positive levels by 2014.

The crisis had durable effects on employment in these
four countries:

1@

e Estonia experienced significant employment losses at
the beginning of the crisis. After the downturn had bot-
tomed out in Q4 2009 with a contraction of over 11 per
cent, employment growth accelerated quickly thereafter,

Country spotlight 1. Growth and job creation in selected EU countries

turned positive in Q3 2010 and reached its highest
growth level of about 8.5 per cent in Q3 2011 before
slightly falling again to a level of about 3.7 per cent at
the end of 2011 and the first half of 2012. Even though
Estonia registered relatively stable employment growth
rates in the past quarters, it is projected to experience
a deceleration, followed by a moderate contraction in
employment in 2013 and 2014.

e Germany showed only one quarter of contraction in
employment (Q3 2009) during the crisis and remained
at constant but low employment growth levels throughout
2009 and 2010. Employment growth picked up after the
crisis and German employment grew at 2.9 per cent in
Q4 2011. The first half of 2012 showed a slight decelera-
tion in growth but Germany remains at a positive growth
level of 0.7 per centin Q2 2012. The projection of annual
employment growth for 2012 through 2014 anticipates a
continuation of this deceleration with moderate contrac-
tions in employment of around —0.5 per cent for 2013
and 2014.

e |taly showed contractions in employment throughout most
of the crisis with a peak of negative —2.2 per cent in Q3
20009. ltaly’'s employment growth did not recover to posi-
tive rates until the end of 2010 and remained at low levels
of about O to 0.5 per cent throughout 2011. The year
2012 showed another two quarters of contractions and
growth in employment of negative —-1.8 per cent is fore-
cast for 2012 before picking back up in 2013 and 2014.

e The sharp recession in Greece led to a labour market
depression with consistent employment losses since
2008; employment losses peaked near 9 per cent in
Q2 2012. As the GDP contraction is projected to soften
over the coming 2 years, Greece is expected to continue
to lose jobs but at a lower rate than throughout 2012.
However, even in 2014, employment is expected to con-
tract another 0.5 per cent should GDP growth not recover
more rapidly.

Figure CS1.1. GDP and employment (% change compared with same quarter previous year)
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How has the financial crisis affected the labour
market’s capacity to generate jobs?

The sluggish recovery of growth in developed economies after the deep recession in 2009 has
attracted wide interest and is subject to a fast growing body of analysis (see ILO, 2012d). Less
attention has been given to the important question of how the employment creation process
itself is affected by the particular dynamics of the crisis. Job creation is mostly assumed to
follow directly from any changes in economic conditions. Despite the overwhelming evidence
against it, a constant and time-invariant elasticity of employment to growth continues to be
widely used to assess the employment implications of the business cycle.'® This suggests that
slow employment growth in developed economies is solely caused by weak growth, not by the
capacity of the labour market itself to generate employment, a capacity that is measured by
the Beveridge curve (see Box 4).

Indeed, for the Developed Economies region as a whole the vacancy unemployment trade-
off, i.e. the Beveridge curve, does not suggest that the capacity of the labour market to trans-
form higher labour demand effectively into more jobs has declined significantly since 2009 as
observations since the crisis remain close to the estimated curve that represents the long-term
capacity of the region’s labour market to successfully match job-seekers with open vacancies
(see Figure 18). For individual countries, however, the Beveridge curve seems to have shifted
upwards somewhat, in particular when compared with the situation over the preceding busi-
ness cycle. As represented in Figure 19, crisis observations in the United States, Spain and most
recently Greece lie far apart from the Beveridge curve prevailing prior to 2008, indicating
a possible shift. For the United Kingdom, this shift seems to have been more moderate but
also indicates some movement towards less effective labour market matching. Taken together,
companies in these countries are either not reacting to stronger growth or cannot find sufhi-
cient numbers of job applicants with the right mix of skills and competencies (see Figure 19)."”

The increasing availability of vacancies despite high unemployment rates in several devel-
oped economies points to increasing difhiculties in labour market intermediation. Part of this

Box 4. What is measured by the Beveridge curve?

1@

The Beveridge curve describes the empirical relationship
between job vacancies and unemployment and is a key
ingredient in understanding how the labour market trans-
lates changes in aggregate demand into more employ-
ment. It, therefore, underlies the relationship identified by
Okun’s law. In essence, changes in total demand affect
the number of job openings firms are offering, depending
on capacity constraints, relative prices and expectations.
These vacancies are being filled during the hiring process,
depending on labour supply conditions and the quality of
labour market intermediation (i.e. the matching process).
The more difficult and costly labour market matching
is — for instance because of regional, sectoral and skill
imbalances between labour demand and supply —the more
the Beveridge curve moves outwards. On the other hand,
if the matching between open vacancies and job-seekers
improves, for instance with the help of active labour market
policies, the Beveridge curve would move inward. In a com-
pletely frictionless labour market, job openings would be
immediately filled and the unemployment rate would be a
unique indicator of labour market slack. Real-world labour

markets, however, are characterized by simultaneous job
creation and destruction, even during recession times. This
makes it necessary to identify separately the determinants
of both margins of labour market adjustment in order to
understand how aggregate demand shifts unemployment
over the business cycle.

The observed pairs of job openings and number of job-
seekers are the outcome of a theoretical trade-off between
the two, caused by a time-consuming process of job-
seekers matching with open positions, and the inclination
of firms to hire new workers. The first relationship gives an
indication as to the efficiency of labour market intermedi-
ation, which can be improved, for instance, through active
labour market policies. The second relationship — labour
demand — depends on future profits a firm expects to
generate from a successful match and hiring of a new
employee. This can be influenced by a variety of factors,
including higher expected potential growth (more vacan-
cies — less unemployment) and tighter financial conditions
(fewer vacancies — more unemployment).

16 See, for instance, IMF (2012b), chapter 4. In contrast, see Cazes et al. (2011) and IMF (2010) which present evidence

against a growth-employment elasticity that is stable over time.

7 For individual countries similar but moderate shifts have been identified, using alternative methodologies, see Hobijn

and Sahin (2012) and Sahin et al. (2012).
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Figure 19. The Beveridge curve has moved outward in some advanced economies
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Figure 20. Occupational shifts
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Note: The figure displays changes in occupational shares between 2000 and 2011. Occupational
groups are defined according to Jaimovich and Siu (2012): Non-routine cognitive occupations
include (i) legislators, senior officials and managers, (ii) professionals and (iii) technicians and
associate professionals; routine occupations comprise (i) clerks, (ii) craft and related trades
workers, (iii) plant and machine operators and assemblers, (iv) elementary occupations;
non-routine manual occupations cover service workers and shop and market sales workers.

Source: ILO, Key Indicators of the Labour Market, 7th edition.

disruption in labour markets has to do with the sectoral and geographical imbalances that had
been built up during the boom period prior to the crisis. Most of these countries went through
a strong housing bubble, excessively inflating the construction industry, but also leading to
overheating in real-estate and financial services. As these sectors need to adjust to a new reality
with fewer job opportunities, employees that got laid off in these industries need to find alter-
native occupations in other areas, often requiring them to take out lengthy professional (re-)
training or moving to a different geographical area. In the Euro area, these changes seem to
have pushed up skills mismatches sizeably (ECB, 2012). For the United States, this phenom-
enon is estimated to have contributed as much as 1.5 percentage points to the increase in the
long-run unemployment rate (see Estevao and Tsounta, 2011), which is sizeable but far from
the actual increase in the United States unemployment rate. Hence, increasing mismatch
problems in the labour market are unlikely to explain more than just a small fraction of the
shift in the Beveridge curve in developed economies.

Others have pointed to the fact that the recession has accelerated longer term trends
towards a reduction in middle-income occupations (see Figure 20). Indeed, routine occupa-
tions demanding intermediate-level skills have seen a rapid decline over and beyond what
would have been expected on the basis of historical trends. This “hollowing-out™* has been
claimed to be responsible for the particularly protracted nature of the jobs recovery as new
jobs are being generated during the upswing with a different occupational profile, thereby
requiring retraining and other activation measures to match current job-seckers with these
newly arising occupations (Jaimovich and Siu, 2012). Both the change in sectoral and occu-
pational composition of employment might explain the sluggish recovery in employment over
and above a more pronounced acceleration in output growth.

Nevertheless, a closer look at job creation dynamics around boom-bust periods reveals
a more general pattern of sluggish employment growth, irrespective of any specific sectoral
pattern or labour market mismatch. Indeed, when analysing the effect of growth on job cre-
ation around the time of banking crises, large drops in employment during banking recessions
can be detected alongside more sluggish employment growth immediately afterwards (see
Figure 21). This pattern of an L-shaped evolution of employment following a banking crisis
contrasts with a more pronounced recovery of employment after a business cycle downturn

'® The term refers to job polarization between high- and low-skill occupations whereby occupations at the intermedi-
ated skill level gradually disappear, see Autor (2010) and Spence and Hlatshwayo (2011) for a discussion of its relevance
in the US context.
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Figure 21. The responsiveness of job creation
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0 I

Recession Recovery

2012; see Appendix 2 for methodological details.

Box 5. Why do some asset price bubbles have worse effects on output and employment than others?

Financial globalization has brought about more frequent
financial asset price bubbles. Whereas the post-war period
was mostly immune from asset price bubbles in the Devel-
oped Economies region, deregulation of the banking sector
in the 1980s in the United States led to the savings and
loans crisis in 1989. Similarly, the opening of the capital
account pushed Scandinavian countries through a real-
estate and asset price boom in the early 1990s. Periods of
rapid increases and declines of asset prices became more
frequent with the real-estate bubble in Japan at the end
of the 1980s, strong housing price swings in France and
Switzerland at the turn of the 1990s and the IT bubble at
the turn of the 2000s in several countries of the Developed
Economies and European Union region. More recently, the
United States housing bubble burst in 2007-08 while
European economies are currently experiencing a sover-
eign debt crisis (Brunnermeier and Oehmke, 2012).

Not all asset pricing bubbles have the same impact
on the real economy, however. For instance, the stock
market crash in 1987 and the crash of the IT bubble in
2001 had very little direct negative impact on GDP. In con-
trast, the stock and housing market bubbles have triggered
long-lasting periods of economic recession and stagna-
tion in Japan over the 1990s and in the USA and other
advanced economies since 2008. Existing evidence shows
that besides the wealth effect of higher asset prices on
consumption and investment decisions, it is primarily the
severity of credit constraints that explains differences in
crisis impacts. Indeed, as banks screen the credit worthi-
ness of borrowers they take their clients’ income or wealth
as collateral. Asset price bubbles affect the credit con-
straints through the value of the collateral. Kiyotaki and
Moore (1997) describe the interaction between credit
rationing and asset pricing bubbles for firms. A similar ana-
lysis can be made when the collateral takes the form of real
estate (lacoviello, 2005).

To illustrate the importance of the credit channel for
explaining differences in the impact of asset price bubbles,
a medium-scale semi-structural macroeconomic model is
used by the ILO for the estimates in this box. This model
takes into account the main characteristics of modern
economies. The financial sector is made of commercial
banks and traders. Banks make decisions regarding loan
application according to the collateral of borrowers. The

collateral of borrowing firms takes the form of equities.
Traders’ expectations are subject to opinion dynamics and
may lead to bubbles when the same beliefs are shared
by a sufficient number of traders. The real sector is com-
posed of workers and firms. Workers receive labour income
depending on wages and the level employment, while firms
form investment decisions based on the profit rate. Lastly,
fiscal authorities engage in public spending either to limit
the level of debt or to sustain economic activity, while
monetary authorities set the interest to stabilize the infla-
tion gap and the output gap. The model is calibrated to
mimic characteristics of the United States economy. Con-
sumption accounts for 70 per cent of GDP, while the share
of investment is 12 per cent of GDP at the steady state. On
the income side, the labour share of income accounts for
77 per cent of GDP. Population growth at the rate of 1 per
cent annually and the real annual interest rate is 2 per cent.
Public spending amounts to 18 per cent of GDP while the
public debt to GDP ratio is close to 50 per cent.

The impact of asset price bubbles on output and employ-
ment is compared under two scenarios, assuming a 1 per
cent increase in the value of equities. The simulated path
of output is then recalibrated to match the magnitude of
output swings during the past two recessions in the United
States (see Figure B5.1). In the first scenario (Panel A),
credit rationing is less severe and banks are more accom-
modative. In the second scenario (Panel B), credit rationing
by banks is severe and credit decisions are highly sensitive
to the value of the stock market, which is used as collateral
by banks.

In Figure B5.1, an increase in stock prices is associated
with increased employment instability when credit deci-
sions depend more heavily on the value of the stock market
(Panel A vs. Panel B). Economic instability takes the form
of amplified output fluctuations. The standard deviation of
employment is 20 per cent lower under scenario 1 (panel A)
than under scenario 2 (panel B). Under scenario 1, employ-
ment reaches a peak after 3 years. When the economy
unfolds, employment reaches a through after 7 years. In
Panel A, the transmission channel between asset pricing
bubble and credit is weaker reducing the degree of employ-
ment instability. These implied elasticities by the two sce-
narios are in line with the estimations of Gilchrist et al.
(2005) using a VAR model for the United States.
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that was not induced by a credit crunch and liquidity-constrained banks. Indeed, job creation
falls more than four times faster when a recession follows a banking crisis than during normal
business cycle downturns. In contrast, employment creation does not react at all — or only very
weakly — to growth in the recovery period following such a banking crisis.

Differences in the responsiveness of job creation to growth of this magnitude cannot be
explained by sectoral or occupational shifts alone. Instead, downturns induced by banking
crises come with strong cleansing effects whereby over-investment and misallocation induced
by excessive leveraging prior to the crisis wipe out large parts of the economy. As a conse-
quence, credit constraints worsen during a financial market crisis and depress the employ-
ment recovery for some time (see Box 5). In addition, persistent problems of the financial
sector to restore sustainable balance sheets during such downturns also affect monetary policy
transmission mechanism. This will affect financing conditions in particular for small and
medium-size enterprises where many jobs originate. Despite record low refinancing rates for

~
Figure B5.1 Severity of credit constraints and the employment effects of asset price bubbles
Panel A. IT bubble (1999-2004)
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banks, both short and long-term interest rates for corporations are sizeable, in particular in
countries where sovereign debt risk spills over to the private credit market. Even companies
that have sufficient own funds to invest are reluctant to enter any longer term commitments.
Job creation is further impaired by the fact that banking-related crises require firms to build
up new collateral to finance their activities, which is easier done through physical investment
rather than through new hires (Calvo et al., 2012). This liquidity-hoarding is one of the major
reasons for low investment and employment growth in developed economies and explains why
job creation has been so slow despite large slack in labour markets and rapidly falling hiring
costs in many advanced economies.

New sources of employment growth?

The sluggish recovery in much of the Developed Economies region following the financial crisis
and the double dip in the Euro area have led to a substantial increase in trend unemployment
rates in the region (see Figure 22). This implies that higher unemployment might already have
become persistent, at least in certain countries of the region. In particular European coun-
tries in the Baltics and the Mediterranean have suffered from a strong and potentially lasting
increase in their underlying unemployment rate, preventing a stronger employment recovery.
Together with the increase in unemployment duration this rise in trend unemployment will
pose serious challenges to policy-makers in finding the proper activation measures. On the
one hand, higher trend unemployment has reduced the production potential, which further
depresses a level of activity that is already below its medium-term sustainable growth rate
(Ho and Yetman, 2012). This will feed into a self-sustaining slow-growth path of economic
expansion whereby low activity and weak employment hold each other down. In addition,
the decline in the efficiency of labour market matching (i.c. the outward movement of the
Beveridge curve discussed above) in reaction to structural adjustment caused by the financial
crisis will exacerbate problems hindering faster employment growth and further reduce the
effectiveness of policy interventions that aim at stimulating the recovery.

Overall, sources of new employment opportunities will remain scarce and diverse, adding
to the complex picture on the labour market in advanced economies. The current situation of
high uncertainty (see Chapter 1) makes firms reluctant to open vacancies or to hire workers
even if they have an open position. New employment opportunities are mainly generated in
sectors that have not experienced a jobs crisis before. In this respect, the renewed slow down in

Figure 22. Trend unemployment has increased (2011 vs. pre-crisis)
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Note: The figure displays the increase of trend unemployment between 2011 and pre-crisis trends based on the estimation of a
crisis-induced shift of the Beveridge curve (i.e. the relationship between vacancies and unemployment). The shift is measured
at an assumed average level of economic activity, reflecting neutral business cycle conditions. Only countries for which the
crisis effect on unemployment was statistically significant have been displayed.

Source: ILO calculations, see Appendix 1 for methodological details.
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Box 6. Short-term sectoral forecast for the United States

Sectoral employment in the United States has progressed
unevenly during crisis and recovery. Whereas construction
and manufacturing have taken the brunt of job destruc-
tions, other sectors such as health-care and educational
services have progressed throughout the last 5 years. This
has raised concerns about possible skill and occupational
mismatches as competencies required in one sector or
occupation might not be sufficient or adequate to find
employment in another one. It has also triggered discus-
sions as to a possible trend increase in the United States
unemployment rate as not all jobs lost in the sectors princi-
pally hit might be quickly replaced by new jobs in emerging
or growing sectors. This box discusses the recent devel-
opments in sectoral employment in the United States and
presents new quarterly forecasts for sectoral job growth up
to the end of 2014. To facilitate comparison, the 15 sectors
for which forecasts are available have been grouped into (i)
crisis sectors, (ii) recovering sectors and (iii) fast-growing
sectors.®

This sectoral forecast is based on a similar methodology
to other GET forecasts, making use of employment elastici-
ties between sectoral value added, investment and employ-
ment growth. However, as detailed sectoral forecasts for
value added are not readily available, an alternative route
has been taken here to predict sectoral employment: The
empirical model is augmented with market opinions about
hiring intentions, taken from the Manpower Employment
Outlook Survey.** This source, available for 42 countries
with various lengths of time series and sectoral detail,
allows for an assessment of hiring intentions of private com-
panies and public sector administrations for the immediate
quarter ahead. Empirical analysis shows that the persis-
tence of these hiring intentions is strong enough to make
effective use of them to forecast sectoral employment for
up to 2 years beyond the current quarter (see Appendix 3
for a discussion of the empirical set-up and results).

Crisis sectors are not expected to see much progress
in employment creation over the coming 2 years. Indeed,
construction has lost almost 30 per cent of employment
between 2007 and 2012 and employment in manufac-
turing of durables is still down by more than 15 per cent in
comparison with the situation prior to the crisis. In these
sectors, employment is projected to remain far below pre-
crisis levels for the next 2 years. Government employment
has been stagnating in the aftermath of the crisis — with a
temporary spike in 2010 due to the census — and has grad-
ually declined after Q3 2010 as austerity measures started
to be felt, mainly involving job losses at the state and
municipality level. A similar trend is projected for utilities.

Recovering sectors have also experienced strong job
destruction during the crisis but started to recover some-
what and are expecting to gather ground over the next
2 years. In contrast to crisis sectors, those recovering are
experiencing strong job growth over the coming quarters
partly driven by stronger domestic consumption. Even finan-
cial services that are still restructuring after the deep crisis
that has affected the sector now display healthy and steady
employment growth. Other sectors such as transportation
or retail trade have recovered from the crisis trough and
expect continuous growth over the next 2 years, without,
however, surpassing their pre-crisis employment level.

Finally, in fast-growing sectors, sectoral employment is
growing rapidly and has surpassed even pre-crisis levels
(see Figure B6.3). Most impressively, education and
health services are expected to have employment levels

more than 20 per cent above their pre-crisis levels. Simi-
larly, professional services that suffered during the crisis
are growing strongly and the hiring expectations indicate
that employment can be expected to reach levels almost
10 per cent above pre-crisis. Also, the mining industry has
managed to overcome its initial trough, benefiting from new
discoveries of shale gas, especially in the North-Western
part of the country.

Figure B6.1 Crisis sectors (@3 2012 = 100)
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Figure B6.2 Recovering sectors (@3 2012 = 100)

110
= Wholesale trade
—— Retail trade
Transportation and warehousing
106 — Financial activities
102
98
94

2007 2008 2009 2010 2011 2012 2013 2014

Source: ILO, Short-term forecasting models, November 2012.

Figure B6.3 Fast-growing sectors (@3 2012 = 100)
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* Forecasts for the following sectors are available: Mining and lodging, construction, manufacturing: durables, manufacturing: non-durables, utilities,
wholesale trade, retail trade, transportation and warehousing, information services, financial activities, professional and business services, education
and health, leisure and hospitality, other services, government. ** Available at: http:/manpowergroup.com/press/meos_landing.cfm.
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world trade causes employment in manufacturing to stall again after having shed substantial
numbers of manufacturing jobs in many advanced economies already during the first round
of the crisis. Construction workers might see some relief in their employment situation, at
least in those countries where deleveraging of houscholds has progressed and allows a timid
recovery of new construction (see Box 6). In the EU, new sources of employment growth are
expected to lie in the green economy, health-care services, and information and communica-
tion technology sectors (EC, 2012).

To recover from this ongoing crisis more broadly and to break the vicious circle of a frail
labour market and a banking sector under stress reinfecting each other continuously, policy-
makers need to take bold steps. As stressed in the last Global Employment Trends Report
(ILO, 2012d), this may require more than fiscal stimuli at the level of individual countries.
Indeed, what is needed at the current juncture is a general and coordinated action across the
Developed Economies region.

Central and South-Eastern Europe (non-EU) and CIS

Unemployment has declined in 2012 but is expected
to remain elevated through 2017

After running above world growth for two consecutive years, GDP growth is projected to
decelerate in Central and South-Eastern Europe (non-EU) and CIS countries, falling below
global growth for the rest of the projection period (see Table 2). Bottoming out at 3.5 per cent
in 2012, growth will only moderately accelerate to 4.0 per cent by 2014 and remain at 4.1 per
cent through 2017 (IMF, 2012b). However, beyond the aggregate figures, considerable dis-
parities in economic growth between the countries in the region can be observed: 2011 GDP
volume indexes in comparison with 2010 varied from 100.1 per cent in Azerbaijan to 114.7 per
cent in Turkmenistan."” This disparity translates a different degree to which individual coun-
tries are exposed to shifts in world trade but also the fact that some countries are large primary
commodities exporters that continue to benefit from still-high oil and commodity prices.

Despite the deceleration in growth in 2012, labour market indicators have continued to
improve, albeit moderately (see Table 2). Unemployment continued to decline from its peak of
10.1 per cent in 2009 to an estimated 8.2 per cent in 2012 and is expected to soften further,
lowering to 7.9 per cent by 2017. At the same time, labour force participation has increased
further despite the demographic ageing that the region is going through and the decline in
the youth population by more than 10 per cent since 2008. Indeed, in 2012, 59.8 per cent
of the working-age population participated in the labour market, up by 2 percentage points
from a decade earlier. Overall, this indicates that despite the crisis employment has expanded
consistently and is now 3.1 per cent higher than in 2008. At the same time, the employment-
to-population ratio has increased from 53.9 per cent in 2008 to 54.8 per cent in 2012 and is
projected to increase further to 55.1 per cent by 2017.

In particular, resource-rich countries in the region have displayed above-average labour
market improvements. In Russia, the largest economy in the region, total employment
expanded by 648,000 people between July 2012 and a year earlier when unemployment
declined by 889,000 persons. This corresponds to an unemployment rate of 5.4 per cent, with
male unemployment at 5.8 per cent and female unemployment at 5.0 per cent. Kazakhstan,
another resource-rich country, saw its employment expand steadily with the recovery as GDP
growth remained above 5 per cent p.a. This helped the employment-to-population ratio to
rise to over 68 per cent and employment to expand by almost 3 per cent p.a. since Q1 2010.

' Available at: http://www.cisstat.com/
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Table 2. Labour market trends in CSEE and CIS countries

2009 2010 2011 2012p 2013p 2014p 2015p 2016p 2017p
Labour force participation rate (%) 59.0 59.2 59.6 59.8 59.9 60.0 60.1 60.0 60.0
Unemployment rate (%) Total 10.1 9.4 8.7 8.2 8.2 8.1 8.0 8.0 7.9
Male 10.5 9.7 8.8 8.4 8.3 8.2 8.2 8.1 8.1
Female 9.6 9.1 8.5 8.1 8.0 7.9 7.8 7.8 7.7
Youth 204 19.2 17.7 17.1 17.3 17.3 17.3 174 174
Adult 83 7.8 7.2 6.9 6.8 6.8 6.8 6.7 6.8
Employment growth (% p.a.) Total -1.1 1.5 1.7 1.0 0.5 0.5 0.4 0.3 0.1
Male -15 1.8 1.9 1.1 0.6 0.5 04 0.3 0.1
Female -0.7 1.2 1.6 1.0 0.5 0.4 0.3 0.2 0.1
Youth -5.6 -1.3 -14 2.4 -37 -37 -35 -33 -3.0
Adult -0.4 2.0 2.2 1.5 1.1 1.0 0.8 0.7 0.5
Memorandum item:
GDP annual growth rate (%) -6.0 5.5 55 35 3.8 4.0 4.1 4.1 4.1

* 2012 are preliminary estimates; 2013-2017 are preliminary projections.

Source: ILO Trends Econometric Models, October 2012 (see Annexes 4 and 5); IMF, World Economic Outlook, October 2012.

Disregarding these overall positive labour market developments and significant post-crisis
GDP growth, the labour market has lost momentum in the region (see Figure 23). In par-
ticular the sharp increase in unemployment inflows — mainly triggered by faster job destruc-
tion — has not yet fully returned to pre-crisis levels. Also, there seems to be a secular decline
in the unemployment outflow rate, linked to a loss in job creation dynamics, that has set in
since the beginning of the 2000s. More importantly, the fall in the overall unemployment rate
hides the fact that some of the gains in bringing long-term unemployment down have been
lost with the onset of the crisis, and that more than 32 per cent of all job-seekers in the region
continue to be unemployed for 6 months or longer. Should trend job creation rates continue

to decelerate, a further increase in long-term unemployment can be expected.

The recovery has benefited different groups in the labour market unevenly. In particular,
young people and women in CIS countries and Georgia continue to face high barriers to
employment. By 2017, the youth unemployment rate in Central and South-Eastern Europe
(non-EU) and CIS is projected to reach 17.3 for young men and 17.7 per cent for young
women. In countries with large youth population shares the situation is particularly dire:
Despite the economic recovery, average youth unemployment in 2010 in Armenia® stayed at
39.1 per cent and young women were hit harder (female unemployment rate for 16 to 24 years

Figure 23. Unemployment flows: CSEE and CIS countries
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Figure 24. Male and female labour force participation rate,
CIS countries and Georgia, 2010
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Source: ILO, Estimates and Projections of the Economically Active Population (EAPEP), 6th edition (Update July 2012).
I‘- Figure 25. Male and female employment-to-population ratio,
CIS countries and Georgia, 2010
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Source: ILO, Estimates and Projections of the Economically Active Population (EAPEP), 6th edition (Update July 2012).

of age was 48.2 per cent) than young men (male unemployment rate for the same age group
was 32.2 per cent).*' Azerbaijan benefited from a decline in the youth unemployment rate
from 18.4 per cent in 1999 to 11.0 per cent in 2010.** In the Russian Federation the youth
unemployment rate in July 2012 stood at 15.8 per cent which was four times higher than
the unemployment rate for those aged between 30 and 49 years.® Gender disparities are also
apparent in indicators of the labour market: gaps between male and female labour force par-
ticipation rates remain significant (see Figure 24) and similar disparities can be observed in
employment-to-population ratios (see Figure 25).

* Decent Work Country Profile — Armenia (ILO, 2012, p. 6).
** Decent Work Country Profile — Azerbaijan (ILO, 2012, p. 8).
** Available at: heep://www.gks.ru/bgd/free/b04_03/IssW W W.exe/Stg/d04/180.htm
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Country spotlight 2. Growth and job creation in Albania, the Russian Federation, Turkey and Ukraine

The Russian Federation, Turkey and the Ukraine suf-
fered from a substantial shock to growth during the global
economic crisis. GDP in these economies contracted by
9.2 per cent, 14.7 per cent, and 19.6 per cent respectively
in Q1 2009 but recovery followed swiftly. By Q1 2010, all
three economies registered positive growth rates, peaking
at 12.6 per cent in Turkey. The years 2010, 2011 and
the first half of 2012 showed stable positive GDP growth,
resulting in a rate of 2 to 4 per cent in 2012. However,
Turkey experienced a relatively sharp decline with the
lowest growth rate after the crisis of 1.6 per cent in Q3
2012 compared with 3.4 and 3 per cent in Q1 and Q2
respectively. At beginning of the crisis Albania experienced
robust positive growth until Q3 2009 and a more moderate
drop thereafter. Albania only experienced two quarters of
contraction, namely Q4 2009 and Q1 2012, but registered
unstable and low GDP growth in 2010 and 2011 of about
3 per cent. The outlook through 2014 projects continuous
growth in the Russian Federation, Turkey and the Ukraine
at rates between 3 and 4 per cent. Albania is expected to
recover from its contraction in Q1 2012 and show modest
growth of 0.5 per cent in 2012 and approximately 2 and
2.5 per cent in 2013 and 2014.

All four economies registered employment losses at the
beginning of the global economic crisis but employment
growth trajectories diverged significantly at the end of 2009
and in 2010. Turkey recovered jobs fastest with employment
growth peaking at 8 per cent in Q2 2010 and remaining posi-
tive through 2011. Turkish jobs growth started to falter at the
beginning of 2012 as employment grew only by 2.8 per cent
in Q2 2012, its lowest rate since 2009. Due to the inter-
connectedness of their economies, the Russian Federation
and Ukraine shared similar growth paths with a gradual jobs
recovery from 2010 onwards and positive but low employ-
ment growth rates throughout 2011. Albania’s jobs recovery
diverged from its output recovery since Q1 2009. Albania’s
economy registered employment losses through 2010 and
job creation recovered only in Q4 2010 with annual employ-
ment growth rates in 2011 and 2012 between 1 and 2 per
cent. The projection for the coming years shows a decel-
eration in job recovery with moderate contractions for the
Russian Federation and Ukraine, and growth rates slightly
above zero for Albania. Turkey is expected to see employ-
ment continue to grow at 2 per cent, a deterioration of its
ability to create jobs considering its high growth rates of
approximately 7 per cent in 2011.

Figure CS2.1. GDP and employment (% change compared with same quarter previous year)
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For projections: IMF; ILO, Trends Econometric Models, October 2012.
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Informal employment remains an ongoing challenge
for the region but other indicators point to some improvement

The high and rising incidence of informal employment remains one of the major labour
market challenges in most countries of the region (see Figure 26).>* Despite the continuous
improvement in headline labour market indicators, the widespread and growing presence of
informal employment indicates that the quality of employment has deteriorated. In Armenia,
for instance, more than 49 per cent of total employment has been estimated to be informal
in 2010 with large differences between rural and urban employment. Indeed, in rural areas
informal employment constitutes 82.1 per cent of total rural employment and 98.6 per
cent of agricultural employment.In contrast, in urban areas only 24.5 per cent of employees
were in informal employment.*> Overall, the region experienced a steady increase in infor-
mality — already prior to the crisis — that increased its vulnerability to the crisis and worsened

Figure 26. Incidence of informal employment in Central
and Eastern European Countries (2000 vs. 2010)
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Note: Urban informal employment rates have been estimated for Armenia.
Source: ILO, Trends Econometric Models, October 2012; ILO, Key Indicators of the Labour Market, 7th edition; Turkstat.

Figure 27. Trends and projections for vulnerable employment and working poverty
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Source: ILO, Trends Econometric Models, 2012.

** Informal employment concerns all those types of jobs that are not or only insuficiently covered by legal arrange-
ments such as jobs in the informal sector or informal jobs in formal enterprises (see ILO 2011a, KILM Manuscript 8).

* Decent Work Country Profile — Armenia (ILO, 2012¢, p. 7).
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the long-term outlook considerably. Informality increased particularly sharply in Cauca-
sian and Central Asian countries such as Azerbaijan (+ 14 percentage points), Turkmeni-
stan (+ 11 percentage points) or Georgia (+7 percentage points). This generalized increase in
informality in the region is in stark contrast with other emerging regions in the world where
broadly informal employment has declined as countries managed to implement anti-poverty
measures and successfully applied formalization strategies (see also the discussion in the Latin
American section).

In contrast to informal employment, vulnerable employment has continued its down-
ward trend in the region, albeit at a more moderate level (Figure 27). This decline that had
set in after the peak of the transformation shock reached in 1997 has, however, bottomed out
in recent years and vulnerable employment has not fallen below 20 per cent and is projected
to do so at current trends only by 2015. In line with these trends, working poverty has also
declined sharply over the 2000s before bottoming out with the onset of the crisis in 2009.
Currently, still 4.6 per cent of all workers in the region are considered to be extreme or moder-
ately poor, i.c. live in households with less than US$2 per person per day, and lack most basic
commodities such as running water or heating. This rate is expected to decline only moder-
ately by 2017 to 3.6 per cent, a much smaller improvement than could have been expected on
the basis of pre-crisis trends.

A consumer class has been growing in the region. Between 1999 and 2012, the share of
workers living in households with at least US$4 per person per day has increased by 25 per-
centage points. Besides being able to cover their basic needs, these employees already have
access to an increasing range of consumer goods that are typical for consumption baskets
of middle-class workers in developed economies, such as cultural goods or manufactured
goods. The further growth of this group and especially the expansion of the share of workers
with per person/per day consumption levels of above US$13 is likely to constitute a growing
domestic market and fuelling aggregate demand in the region, making it less dependent on
commodity exports.

Labour productivity is not catching up with more advanced economies

For such developments to become sustainable, however, further supply-side adjustments are
necessary. In particular, labour productivity growth needs to accelerate to broaden the base
for a consumer class to enlarge. In this respect, labour productivity in Central and South-
Eastern Europe (non-EU) and CIS has not grown faster than that in the Developed Econ-
omies region in the recent years, i.e. convergence during the transformation process has stalled
instead of further accelerating. As a consequence, labour productivity levels are estimated
to be still almost three times lower in the region in 2012 than in the Developed Economies
region (see Figure 28).

Sectoral sources of productivity growth have varied considerably since the end of the
transformation period. After a fast catch-up period between 1999 and 2007 with strong
productivity gains in both industry and services and reallocation across sectors, labour
productivity growth has decelerated fast with the onset of the crisis (see Figure 29). In par-
ticular, in industry labour productivity growth has slowed substantially and was low over
2007-11. Neither has labour reallocation played an important role lifting productivity growth
in the most recent period. Going forward, some acceleration is expected to set in, with strong
productivity growth in services but only a moderate increase in industry.

Deficits in productive employment and high and rising informality rates are partly respon-
sible for the lack of labour productivity convergence of Central and South-Eastern Europe
(non-EU) and CIS to advanced economies. In the past, this has led to intensive labour migra-
tion within the region to seck better employment opportunities abroad (see ILO, 2012d).
Economies with large shares of young populations such as Kyrgyzstan, Tajikistan, Uzbekistan,
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Figure 28. Output per worker (CSEE and CIS countries
vs. Developed Economies)
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Figure 29. Decomposition of labour productivity growth:
CSEE vs. Developed Economies
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and Armenia have had difficulties in providing decent work opportunities for young people
entering the domestic labour markets. Rather than being unemployed or working in the
informal economy in their home countries, these young people often prefer to move abroad.
Up to 500,000 (according to some estimations even up to 1 million) Kyrgyz citizens are esti-
mated to work abroad often without finding much better employment opportunities, and
have to accept vulnerable employment.*®

To cope with these challenges, the region needs to act on two key strategic priorities:
Improve the investment climate through better governance and maintain macroeconomic
stability by aiming for low inflation, structural diversification and an increase in high-tech-
nology exports. Many countries in the region consider the transition to an innovation-based
economy as one of the most pressing national priorities. This, however, requires overcoming
a skills shortage requiring reform in vocational education and training and the creation of
sufficient new productive employment opportunities.

*¢ Draft National Employment Programme of Kyrgyz Republic for 2013-2020.
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Latin America and the Caribbean
Growth continues but first spillovers are visible

Latin America has emerged more rapidly than other regions from the crisis and has shown
remarkable resilience over the past 3 years. After having contracted by 1.5 per cent in 2009,
GDP expanded by an average of 4.6 per cent p.a. between 2010 and 2012, close to the pre-
crisis trend of 5.3 per cent p.a. between 2004 and 2008. Overall, the last decade has seen a
substantial improvement in economic growth as the region reached some 3.4 per cent p.a.
between 2000 and 2010, far higher than in carlier periods (see Figure 30). This period of
expansion has been moderated but not stopped by the global financial crisis that broke out in
2009. Nevertheless, the region contracted temporarily as costs of borrowing increased, global
trade declined and remittances and revenues from tourism fell.

During the following recovery period, economic growth has been driven mainly by
external factors associated with the evolution of commodity prices in international mar-
kets. Global demand for commodities from the region has been strong due to a signifi-
cant increase in demand especially from Asian economies. Moreover, starting from a sound
monetary and fiscal base, several Latin American countries managed to successfully enact
counter-cyclical stimulus policies to help weather the external shock and resume growth
quickly (UNCTAD, 2012). Together, this allowed the region to recover quickly and return
to positive and increasing growth rates by the end of 2009. As the recovery accelerated
in 2010, however, several large economies in the region needed to lean against the strong
inflow of short-term, foreign capital as the region was increasingly seen as an attractive
destination for liquidity generated in advanced economies. This has forced some of them
to implement restrictive measures, including moderate forms of capital control, in order
to avoid appreciation of their exchange rates and a fall in exports. In the meantime, these
pressures have been replaced by increasing volatility of their exchange rates as capital flows
moved into reverse over 2012 (United Nations 2013). Notwithstanding these difficulties,
output volatility has declined by around 60 per cent further into the crisis, when compared
with the immediate pre-crisis period. As global growth is set to weaken again, the region
will suffer from slowing world trade and a deceleration of commodity prices. As a conse-
quence, growth is expected to slow, albeit moderately, reaching an average of only 4 per cent
over the next 5 years, which will put the region somewhat below the global rate of economic
expansion (see IMF, 2012b).

Figure 30. Annual growth in Latin America, 1980-2017 (% change)
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Social and labour market indicators have improved considerably,
but further progress will remain more limited

The strong and steady growth in Latin America and the Caribbean has considerably improved
social and labour market conditions over the past several years (see Table 3).*” In particular,
employment progressed steadily and faster than the labour force. The regional employment-
to-population ratio increased from 58.7 per cent in 2002 to 61.9 per cent in 2012, whereas the
participation rate increased continuously from 64.6 per cent to 66.3 per cent over the same
period. This rapid increase in employment resulted mainly from an acceleration of worker
flows out of unemployment into new jobs, a process that had started already at the beginning
of the 2000s and was only weakly affected by the crisis in 2009 (see Figure 31). At the same
time, inflows of workers out of existing jobs into unemployment decelerated sharply after the
crisis, further lowering the unemployment rate.

The strong increase in employment helped improve the social conditions of the roughly
291 million people that are currently in the regional labour force. In 2012, around 19 mil-
lion of them were unemployed (down by almost 3 million since 2002) and less than 32 per
cent were in vulnerable employment (down by almost 5 percentage points since 2001). At the
same time, informal employment continued to decline on a broad front (see Figure 32), due
partly to sustained government efforts in a number of countries. Nevertheless, even in well-
performing countries in the region, still more than 40 per cent are in informal employment.

On the back of improving social indicators, working poverty has also declined, in some
cases considerably so (see Figure 33). Between 2002 and 2012, the incidence of workers living
in houscholds with consumption levels of less than US$2 per person and per day declined
from 16 per cent of total employment in 2002 to less than 8 per cent in 2012. Similarly,
for workers in extreme poverty (consuming less than US$1.25 per person and per day), the
rate declined from 8 per cent of total employment to less than 4 per cent over the same
period. This reduction in working poverty was accompanied by a general decline in poverty as

Table 3. Labour market trends and prospects in Latin America and the Caribbean

2009 2010 2011 2012p 2013p 2014p 2015p 2016p 2017p
Labour force participation rate (%) 65.8 66.1 66.1 66.3 66.4 66.5 66.6 66.7 66.7
Unemployment rate (%) Total 7.8 6.8 6.5 6.6 6.7 6.8 6.8 6.8 6.8
Male 6.5 5.8 5.6 5.6 5.7 5.7 5.7 5.7 5.7
Female 9.6 83 79 79 8.1 8.2 83 83 83
Youth 15.7 14.1 134 135 13.6 13.7 13.7 13.8 13.8
Adult 5.7 5.0 49 49 5.1 5.2 5.2 5.3 5.3
Employment growth (% p.a.) Total 0.6 3.2 2.0 1.8 1.6 1.7 1.7 1.6 1.6
Sectoral employment Agriculture 16.4 16.2 15.8 15.7 15.3 15.0 146 14.3 13.9
Industry 22.0 21.8 21.7 21.7 219 22.0 22.1 22.3 22.4
Services 61.6 62.0 62.4 62.6 62.8 63.0 63.3 63.5 63.7
Status and income Wage and salary 63.5 63.5 63.8 63.8 63.9 63.9 63.9 64.0 64.0
earners
Self-employed 25.9 26.2 26.1 26.1 26.2 26.3 26.3 26.4 26.4
Vulnerable 31.9 319 315 315 314 313 31.2 311 31.0
empoyment share
Working poverty, 8.7 7.9 7.6 7.4 7.1 6.7 6.4 6.1 5.8
US$ 2 a day (%)

Note: Figures here differ slightly from those published in the ILO Panorama Laboral 2012 (1LO, 2012j), mainly as a result of differences in geographical coverage.

Source: ILO, Trends Econometric Models, October 2012 (see Annexes 4 and 5); IMF (2012b).

*” Regional estimates presented here diverge from those published in the Panorama Laboral 2012 (ILO, 2012j), mainly
as a result of differences in geographical coverage. Work on convergence in these estimates is currently being undertaken.
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Figure 31. Unemployment flows: Latin America and the Caribbean
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Source: ILO, Trends Econometrics Models, October 2012.
Figure 32. Informal employment in Latin America
(selected countries, 2000 vs. 2010)
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Source: ILO, Trends Econometric Models, October 2012; ILO, Key Indicators of the Labour Market, 7th edition.

Figure 33. Declining working poverty and the emergence of a consumer class
in Latin America and the Caribbean
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moderate poverty fell from 44 per cent of the population to 30.4 per cent between 2002 and
2012, whereas extreme poverty fell from 19.3 per cent to 12.8 per cent over the same decade.
The fall in poverty did help to further expand the Latin American middle-class, bringing
about a consumer class of workers having access to a consumption basket of at least US$4 per
person per day that constitute now almost 78 per cent of total employment, up from 63.1 per
cent in 2002. When measured in terms of consumption levels comparable to advanced econ-
omies, this economic group now constitutes almost 30 per cent of total employment, more
than 10 percentage points higher than a decade ago. Increases in minimum wages between
2006 and 2011 might also have helped.

Despite negative spillovers from the global slowdown and an expected softening of growth
in the region, labour market conditions are set to improve further. On the back of a con-
tinuous increase of labour force participation, the employment-to-population rate expanded
slightly. This expansion in employment will, however, not be sufficiently strong to bring
the unemployment rate down, which will gradually edge up to reach 6.8 per cent by 2017.
Employment is increasing particularly in the service sector, continuing a long-term trend, at
the expense of a reduction in the share of manufacturing employment, whereas agricultural
employment will remain stable at around 15 per cent of total employment. Vulnerable employ-
ment is not expected to decline further even though working poverty continues to recede,
falling to close to 6 per cent over the next 5 years. At the same time, the middle-income con-
sumer class will expand further, covering more than 80 per cent of total employment by 2017.

Labour productivity improves only moderately

Labour productivity improved only moderately in the Latin American and the Caribbean
region and is projected to fall below the world average by the end of the forecast period (see
Figure 34). Frail labour productivity growth indeed remains the most important weak spot in
the region and is likely to constitute a constraining factor for stronger improvements of eco-
nomic and social conditions over the medium term. Situating itself slightly above the world
average of US$22.000 per worker, the region has not converged further to developed econ-
omies levels and has continuously lost ground vis-a-vis the world average. In the mid-2000s,
the Central and South-Eastern Europe and CIS region surpassed productivity levels in Latin
America and by the end of the projection period, East Asia is expected to have closed the
labour productivity gap to less than 20 per cent.

Figure 34. Labour productivity in Latin America and the Caribbean
improves less than the world average
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Table 4. Labour productivity gains from sectoral reallocation

1991-99 1999-2007 2007-11 2011-17
Developed Economies and European Union 0.2 0.2 0.0 0.1
Central and South-Eastern Europe (non-EU) and CIS 0.1 0.7 -0.3 0.5
East Asia 2.1 1.7 19 1.8
South-East Asia and the Pacific 1.8 1.0 1.1 1.0
South Asia 0.5 1.1 0.7 09
Latin America and the Caribbean 0.2 0.5 0.2 0.2
Middle East 0.0 0.5 0.4 0.0
North Africa 0.0 0.2 1.0 -0.1
Sub-Saharan Africa 0.0 09 0.6 0.8

Note: Contributions to labour productivity growth in percentage points
Source: ILO, Trends Econometric Models, October 2012.

The slowdown in productivity growth is all the more worryingas the reduction in informal
employment and working poverty should have boosted labour productivity further. Partly, this
has to do with the lack of faster reallocation of resources across sectors, away from agriculture
into high productivity manufacturing and services. In the Latin American region, there are
still 16 per cent of workers employed in agriculture — four times more than in the Developed
Economies — and often in subsistence farming with low productivity and few prospects for
increasing it. As shown in the ILO Panorama Laboral (2012j), services expanded in all coun-
tries in the region with the exception of Panama, which already has a large service industry
specialized in trade and financial services. However, the manufacturing industries did not
expand systematically across the region, as only 6 countries out of 17 analyzed saw their share
of manufacturing increase between 2000 and 2010. As a consequence, labour productivity
gains from reallocation across sectors have been very low by international comparison and are
not expected to contribute to an acceleration of growth over the medium term (see Table 4).

Stronger investment could further boost jobs and productivity

Stronger and more diversified investment would help the region to reap the full benefits of its
recent progress. Indeed, acceleration in capital deepening has allowed the region to move to
a steadier path of economic expansion in comparison with earlier periods of recovery. Due to
the recent boom in commodity prices countries could afford a strong push to higher public
spending and an extension of social programmes to support their economy. But there is also
evidence for some countries in the region that the biggest boost to domestic demand came
from the labour market due to stronger investment that led to faster job creation and an
improvement in real wages. The annual average growth rate of GDP of 3 per cent between
1981 and 2010 was fuelled by an increase in employment of 1.6 percentage points, by invest-
ment of 1.3 percentage points but almost absent total factor productivity growth. In contrast,
during the period 2003-10, growth stood at 4.1 per cent, with a contribution by employment
of 1.8 percentage points, by capital deepening of 1.7 percentage points and by an increase of
total factor productivity of 1.2 percentage points (ECLAC, 2012). This highlights the need to
encourage long-term investment and promote further growth and convergence in productivity
levels. Some observers stress that productivity growth in Latin America and the Caribbean
only amounts to about half its potential and is not catching up to the technological frontier
(Moreno, 2011). Indeed, if the region employed its existing resources of physical and human
capital at the same level of productive efficiency as the United States per capita income would

be doubled.
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Country spotlight 3. Growth and job creation in Argentina, Chile, Mexico and Peru

During the global economic crisis, GDP in Argentina, Chile,
Mexico and Peru declined, but only Mexico experienced a
sharp contraction of more than 9 per cent due to its close
ties with the United States. Recovery proceeded swiftly at
the end of 2009 and beginning of 2010 with positive GDP
growth rates in all four countries. Throughout 2010 and
2011, quarterly GDP growth rates remained at stable levels,
reaching around 9 per cent in Argentina and 4 per cent in
Mexico. The crisis had the least severe impact on Argentina
with only two quarters of contraction (Q2 and Q3 2009)
and considerable GDP growth in 2010 and 2011. However,
Argentina’s economy decelerated in recent quarters due
to economic uncertainty and plummeted to zero growth
in Q2 2012. The projection for the coming years shows
the recession to be short-lived and Argentina is expected
to grow at around 3 per cent from 2012 to 2014. Chile,
Mexico and Peru show growth rates at stable levels for
2012 to 2014, similar to recent quarters; Chile is expected
to grow at 4.5 per cent, Mexico at 3.5 per cent and Peru
at 6 per cent.

Figure CS3.1. GDP and employment (% change compared with same quarter previous year)

The crisis had a severe but brief impact on employ-
ment in Argentina, Chile, Mexico and Peru. Contractions
in employment growth were registered for one quarter in
Peru and three quarters in Chile and Mexico in 2009 while
Argentina stayed at low but positive employment growth
rates. The jobs recovery in Peru, Chile and Mexico was
volatile and accelerated sharply after the crisis but decel-
erated throughout 2010 and 2011. Chile saw a substantial
employment recovery that only gradually tapered off after
having reached 10 per cent in Q3 2010. Mexico performed
well in the past four quarters, reaching employment growth
of 4.5 per cent in Q2 2012. Argentina’s good performance
in GDP growth from 2009 to 2011 was not reflected in
employment growth, which remained low but stable at
around 1 to 2 per cent. However, the downturn in GDP at
the end of 2011 and beginning of 2012 reflected a nega-
tive impact on jobs with employment growth barely above
zero in the first half of 2012. Employment in Argentina is
expected to contract in 2013 but should reach positive
growth again in 2014. In contrast, employment growth in
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Change in real gross domestic product

10

East Asia

Economic activity remains strong but started to weaken
as a result of the global slowdown

Economic activity in the sub-region decelerated considerably as the uncertainty of the Euro
area debt crisis persisted and the global economic recovery continued to stall. GDP growth
in East Asia fell from 8.2 per cent in 2011 to 6.8 per cent in 2012, its lowest rate of growth
in more than a decade (IMF, 2012¢). As of the second quarter of 2012, activity was notably
weak in Taiwan, China (-0.2 per cent), Hong Kong, China (1.1 per cent) and the Republic
of Korea (2.4 per cent) due to feeble demand in key foreign trade and investment partners (see
Figure 35). Despite extraordinary quarterly growth throughout 2011, GDP growth deceler-
ated from 18.6 per cent in the first quarter of 2012 to 7.3 per cent in the second quarter of
2012 in Macau, China, while slowing from 16.5 per cent to 11 per cent in Mongolia.

China’s economy, which has been remarkably resilient since the onset of the global finan-
cial crisis in 2008, showed signs of its vulnerability to the global environment as well. GDP
growth in China decelerated from 8.9 per cent at the end of 2011 to 8.1 per cent in the first
quarter of 2012 and 7.6 per cent in the second quarter of 2012 due to falling external demand
and the unwinding of initial policy response measures to the global financial crisis. Given its
importance in regional and global markets, further macroeconomic stimulus from China was
highly anticipated, beyond the slight loosening of monetary policies in the first half of 2012
and the approval of 30 infrastructure projects totalling US$157 billion in early September
(ADB, 2012; Sweeney, 2012).

Figure 35. Real gross domestic product, Q4 2011 - Q2 2012
(% change, year-on-year)
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Source: CEIC Global Database;
official national sources.
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Table 5. Exports from East Asia to the Euro area, October 2011 — April 2012
(% change, year-on-year)

Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12

China 5.8 33 6.1 -5.6 14 -4.9 -4.0
Hong Kong, China 85 -3.5 4.5 2.4 -6.3 -6.3 -5.3
Macau, China 335 -15.8 -18.5 -35.5 63.2 -9.3 -21.6
Mongolia -13.3 35.7 -16.9 -41.2 73.0 10.7 -19.9
Republic of Korea  -14.6 -5.4 -15.4 -43.1 16.4 -17.4 -18.8
Taiwan, China 3.8 -22.5 -14.5 -84 6.8 -11.7 3.7

Note: Taiwan, China includes exports to all of Europe.
Source: CEIC, Global Database, referencing IMF, Direction of Trade Statistics (DOTS) and official national sources.
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Global export flows from East Asia trended downward through the first part of 2012,
as China’s exports grew by only 4.9 per cent, and export trade from the Republic of Korea
and Mongolia contracted respectively by 4.6 per cent and 2.8 per cent in April.** The fall in
trade demand and production from East Asia was driven heavily by the lingering debt crisis
in the Euro area. Since the fourth quarter of 2011, exports from East Asia to the Euro area
have proved volatile with an overall negative trajectory (see Table 5). Exports to the Euro
arca from China (where exports to the European Union constituted nearly 20 per cent of the
country’s total world exports) contracted by 4.9 per cent in March and 4.0 per cent in April.*’
Exports from the Republic of Korea to the Euro area have continued to decline since the end
of 2011 (except for February 2012), shrinking by as much as 43.1 per cent in January 2012 and
18.8 per cent in April 2012. In terms of industrial production, China contracted by 22.2 per
cent in the first quarter of 2012, and production has also been mostly negative or flat in the
Republic of Korea and in Taiwan, China through the first half of 2012.%°

Slow growth is set to weaken employment

With economic activity slowing, labour markets across East Asia in 2012 were consequently
sluggish. Employment in East Asia expanded only 0.5 per cent or an estimated 4.5 million,
consisting of 3.0 million male and 1.5 million female workers (see Annex 1, Table A6). The
rate of job growth continued to lag considerably behind the pre-crisis average employment
growth rate of 1.2 per cent per annum from 2002 to 2007. The most recent mid-year data
indicate year-on-year employment growth of 4.9 per cent in Macau, China and 2.7 per cent
in Hong Kong, China in June, and 1.9 per cent in the Republic of Korea and 1.2 per cent in
Taiwan, China in July** With moderating export demand and industrial production, employ-
ment in manufacturing in the Republic of Korea contracted on a year-on-year basis in each
month of the first half of 2012. In Taiwan, China, growth in manufacturing jobs steadily
declined since January and was nearly flat from May to July 2012.

From 2007 to 2012, unemployment in East Asia expanded by 6.9 million, a considerable
increase of 21.8 per cent in the unemployed population. While the overall unemployment
rate for East Asia remained low, it has increased from 3.8 per cent in 2007 to 4.3 per cent in
2011 to 4.4 per cent in 2012 (see Annex 2, Table P2). As of mid-2012, the unemployment
rate stood at 4.3 per cent in Taiwan, China in July, 4.1 per cent in urban areas of China in
the second quarter, 3.4 per cent in Hong Kong, China in June, 3.1 per cent in the Republic
of Korea in July and 2.0 per cent in Macau, China in June.”* Unemployment rates were con-
sistently higher for men than women.

The slowdown in 2012 took a toll on East Asian youth in particular. The unemployment
rate among young job-seckers edged upward to 9.5 per cent in 2012, an increase of 0.3 per-
centage points from 2011, with joblessness among young men (11.2 per cent) even higher
compared with young women (7.6 per cent) (see Annex 2, Table P5). Collectively, young East
Asian job-seckers were 2.7 times more likely than their adult counterparts to be unemployed.
Youth unemployment rates were notably high in Hong Kong, China (15.1 per cent in June),
Taiwan, China (13.0 per cent in July) and the Republic of Korea (9.6 per cent in July).

In addition to the challenge of job creation, raising the quality of employment remains
a prominent concern for the sub-region, partly reflected by the low share of wage or salaried

** CEIC Global Database, referencing IMF: Direction of Trade Statistics (DOTS).

29

Share of total exports to the European Union is based on WTO, Statistics Database, April 2012.

% CEIC Global Database, referencing official national sources.

' Official national sources.

> Official national sources.

> Official national sources.
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workers in total employment. In 2012, only one in two workers in East Asia was employed as
a wage or salaried worker with the share higher for men (52.7 per cent) than women (46.9 per
cent). Moreover, the percentage of workers classified in vulnerable employment as own-
account or contributing family workers remained high at 48.1 per cent, only a slight decline
from 50 per cent in 2011 (see Annex 1, Table A12). In terms of the gender gap, the vulner-
able employment rate was 7.1 percentage points higher for women than for men, with around
30 per cent of all employed East Asian women engaged as contributing family workers. Those
in vulnerable employment are more likely to work in informal conditions with low earnings
and limited social protection. Surveys across six cities in China revealed that nearly one-third
of all non-agricultural workers, or 36 million, was informally employed.*

The economic and labour market outlook in 2013 remains clouded by volatility in the
global environment, but could improve with greater resolution in the Euro area debt crisis,
heightened consumer confidence in the United States, and possible stimulus measures carried

ad
-—
out in the East Asian economies. GDP growth is forecasted at 7.7 per cent in 2013, with a
concomitant increase in employment of 4.2 million. The total unemployment rate is projected @
to edge upward to 4.5 per cent, with youth unemployment increasing 0.2 percentage points to «
9.7 per cent. In the short and medium term, key labour market challenges and priorities ahead
for East Asian economies include creating decent jobs for youth and raising the overall quality AN
of employment, particularly for its most vulnerable and informal workers.

One key element for raising job quality in East Asia is to boost labour productivity levels,
which could lead to sustainable increases in wages and working conditions. Labour product-
ivity growth in East Asia was a robust 6.1 per cent in 2012 and projected to increase to 6.8 per
cent in 2013. While these represent the highest rates among the various sub-regions of the
world, they lag behind the sub-region’s pre-crisis trend of 8.5 per cent annually on average
from 2002 to 2007. Moreover, despite steady increases in productivity in recent decades, the
labour productivity level in East Asia remained only one-fifth of that in the Developed Econ-
omies and the European Union. The importance of increasing labour productivity and higher
wages as drivers of economic growth in East Asia will become even more prominent in the
coming decade with deeper market integration and the urgency of moving up in global pro-
duction systems, coupled with tightening labour force growth. To this end, facilitating greater
structural transformation and better allocation of resources, fostering research and innov-
ation, increasing the technical skills of young graduates and adopting more efhicient green
workplace practices will be instrumental in China (World Bank, 2012a). In Mongolia, pol-
icies should aim to accelerate efforts towards economic diversification and rural integration
while broadening productivity and wage gains to neglected sectors (ILO, 2011b).

** ILO and Women in Informal Employment: Globalizing and Organizing (WIEGO) referencing China Urban
Labour Survey.
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Country spotlight 4. Growth and job creation in Hong Kong, China,
the Republic of Korea and Taiwan, China

The shock to GDP growth in East Asia during the global
economic crisis was sharp but brief in comparison with
the Developed Economies and European Union region.
Since the strong recovery period after the crisis, the pace
of growth decelerated steadily throughout 2010, 2011
and the first half of 2012. Growth rates in recent quarters
were low compared with earlier levels; Taiwan, China con-
tracted slightly in Q1 2012 and registered no growth in Q2
2012 and the Republic of Korea grew at only 2.5 per cent
in 2012. Taiwan, China and the Republic of Korea were
adversely affected by deteriorating demand conditions
in the United States and in the European Union. China’s
economy contracted only briefly over 2009, recovering
fast as a result of a carefully implemented economic stim-
ulus plan and China’s growth accelerated to a constant
and high level throughout 2010 and 2012. The first half of
2012 showed decelerating GDP growth rates but growth
remained at 9 per cent. China is projected to retain annual
growth rates of approximately 8 per cent from 2012 to

2014 while Hong Kong, China, the Republic of Korea and
Taiwan, China are expected to grow but at around 2 to
4 per cent.

Employment losses in selected East Asian economies
were less severe in percentage terms than the declines
in economic growth, though contractions persisted
through 2009. Hong Kong, China, the Republic of Korea
and Taiwan, China experienced a steady and persistent
job recovery in 2010 and 2011. Robust GDP growth in
Hong Kong, China continued to support rapid employ-
ment growth with its highest growth level registered in Q3
2011 of about 3.5 per cent. However, quarterly employ-
ment data were not available at the end of 2011 and the
first two quarters of 2012 and the projected employment
growth rates for Hong Kong, China in 2012 to 2014 indi-
cate a significant deceleration of job recovery to a level
of approximately 1 per cent. The Republic of Korea and
Taiwan, China are also expected to decelerate employment
growth in 2012 to 2014 to a level of 0.5 to 1 per cent.

Figure CS4.1. GDP and employment (% change compared with same quarter previous year)
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Source: IMF; National Statistics, Republic of China (Taiwan); ILO LABORSTA database.

For projections: IMF; ILO, Trends Econometric Models, October 2012.
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South-East Asia and the Pacific
Economic growth has proved resilient

Economic growth in South-East Asia and the Pacific is projected to have accelerated to 5.2 per
cent in 2012, following growth of 4.6 per cent the previous year (see Annex 1, Table A1). This
regional trend has been supported in part by developments in Indonesia, the region’s largest
economy, where GDP growth has been both robust and steady in recent years (between the
first quarter of 2011 and the second quarter of 2012, year-on-year quarterly GDP growth has
ranged between 6.3 per cent and 6.5 per cent). On the other hand, GDP growth in the region
has been weighed down by developments in Thailand, which grew by only 0.4 per cent in the
first quarter of 2012 due largely to widespread flooding in the country. Amongst Pacific island
countries, Papua New Guinea’s economy continued to expand rapidly and GDP growth in
2012 is projected at 7.7 per cent, following a growth rate of 8.9 per cent in 2011, driven by
activities in relation to the construction of a large-scale liquefied natural gas (LNG) project
(IMF, 2012¢). Samoa’s economy on the other hand, is estimated to have slowed in 2012, with
growth lowering to 1.4 per cent, compared with 2.1 per cent the previous year as the post-
tsunami construction activities phased out and tourism slowed (IMF, 2012b; IMF, 2012f).
The recovery from the global economic crisis is also mirrored in the region’s labour mar-
kets. The regional unemployment rate is projected to have remained steady at 4.4 per cent
in 2012, following a decline from 4.7 per cent in 2010 to 4.4 per cent in 2011 (see Annex 1,
Table A2). In Indonesia, the unemployment rate has continued to fall, reaching 6.3 per cent
in 2012, down from a decade high of 10.4 per cent in 2006. The unemployment rate in the
Philippines also edged down to 6.9 per cent in the second quarter of 2012, compared with
7.2 per cent the same quarter the previous year. This decline has been driven by trends in male
unemployment: the unemployment rate for Filipino men declined from 7.6 per cent to 7.0 per
cent during the same period but the unemployment rate for women remained unchanged at

Box 7. Employment-to-population ratios in Samoa

The recent population and housing censuses carried out
in recent years in many Pacific Island Countries provide
important insights into labour markets in those countries
and can assist in assessing trends in the MDG target 1B
indicators, including the employment-to-population ratio.
In Samoa, for example, according to the Population and
Housing Census of 2006, the number of people employed
totalled 53,929, representing 49.1 per cent of the working-
age population aged 15 and above of 109,746 (See
Figure B7.1). The 2011 census indicates that the number of

lower. In 2012, the employment-to-population ratio in
South-East Asia and the Pacific was estimated at 67.0 per
cent, with 78.3 per cent for men and 56.0 per cent for
women (see Annex 1, Table A5).

Figure B7.1 Employment-to-population
ratio by sex,
Samoa 2006/2011 (%)

people employed in Samoa declined significantly to 45,177, o B ot
while the working-age population rose to 115,929, pulling
down the employment-to population ratio to 39.0 per cent. 60 5 Hl vaie
Part of this decline is explained by a rise in the number of Female
unemployed, which rose nearly four-fold from 707 to 2,703 0
but a larger share is attributed to a large group of people
in Samoa dropping out of the labour force, many of whom 40
are likely to be dropping out of the domestic labour force
and migrating overseas for work. 30 1
Large gender gaps exist in the employment-to-popula-
tion ratio in Samoa. In 2011, the ratio for men was 55.2 per 20
cent, compared with 21.7 per cent for women. Further-
more, the gender gap has widened between 2006 and 10
2011, with the difference between the male employment-
to-population ratio and the female ratio increasing from 0

31.6 percentage points to 33.5 percentage points.
In comparison with the regional employment-to-popula-
tion ratio, the corresponding rates in Samoa are significantly

2006 2011

Source: ILO calculations based on Population and Housing
Census 2006 and 2011.
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Box 8. Part-time work and underemployment in Indonesia

The rapid expansion of part-time employment has played
an important role in expanding employment and reducing
unemployment in Indonesia in recent years. The number
of part-time workers (less than 35 hours per week) has
increased by 4.6 million between 2008 and 2012, during
which time total employment increased by 10.8 million.
Consequently the share of part-time workers in total
employment increased from 15.7 per cent in 2008 to
18.3 per cent in 2012 (see Figure B8.1). In addition to
part-time workers, the number of people working less
than 35 hours a week and willing to work additional hours
(time-related underemployment) in total employment
remained rather stable at around 13.2 per cent between
2008 and 2011, before dropping to 13.2 per cent in 2012.
Even though part-time work can provide a better bal-
ance between working life and private life, such working
arrangement can be less economically secure and less
stable than full-time employment. These trends have also
taken place in the context of stalled discussions on labour
law reform in Indonesia.

Figure B8.1 Part-time work and underemployment
in Indonesia, 2008-12 (%)
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% 16
__ Time-related
underemployment
15 4 = Part-time workers
14 ’\
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Source: ILO calculations based on BPS Statistics Indonesia.

6.7 per cent in the same period. On the other hand, unemployment in Thailand rose to 0.9 per

cent in the second quarter of 2012, compared with 0.6 per cent the same period the previous

year. In Samoa, the unemployment rate has risen significantly from 1.3 per cent in 2006 to

5.7 per cent in 2011.>* Young women and men aged 15-29 accounted for 76.9 per cent of the

unemployed in Samoa in 2011 (see Box 7 for an overview of the situation in Samoa).

Young women and men also continue to face a difficult situation in the labour market

in the South-East Asia region, with the youth-to-adult ratio of unemployment rate estimated

at 5.2 in 2012 (see Annex 1, Table A3). Encouragingly however, there have been some posi-

tive developments in the Philippines and Indonesia, the two countries in the region with the

largest labour force. The youth unemployment rate in the Philippines has trended down in

recent years, registering 16.0 per cent in the second quarter of 2012, compared with 16.6 per

cent in the same period of 2011 and 18.8 per cent in the same period of 2010. In Indonesia,

youth unemployment has declined significantly from 23.0 per cent in 2011 to 19.1 per cent

in 2012. In the Philippines, unemployment rates for young men have declined relatively more

rapidly during the same period, with the rate for young men falling by 3.2 percentage points

compared with 2.1 percentage points for young women. On the other hand, in Indonesia, the

rate for young women has fallen by 6.6 percentage points during the respective period, com-

pared with 3.7 percentage points for men.
Between 2011 and 2012, the number of people in the labour force and those employed
in the South-East Asia and the Pacific region is estimated to have expanded by 1.6 per cent,
bringing the labour force to 316.2 million and total employment to 302.0 million. In some

countries in the region, employment growth has been driven by part-time employment (see

Box 8), partly as a result of the expanding services sector in the region. The share of employ-

ment in services is estimated to have risen from 33.1 per cent in 2002 to 36.7 per cent in

2012, while the share of workers in industry increased from 19.5 per cent to 21 per cent and

the share of workers in agriculture declined from 47.4 per cent to 42.3 per cent (see Annex 1,

Table AS).

*> All figures are based on the Population and Housing Census of Samoa for respective years.
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Progress in reducing vulnerable employment remains uneven

In 2012, some 185 million people, or 61.4 per cent of the region’s employed, were estimated
to be in vulnerable employment, highlighting the need to continue to focus on those who are
in poor quality jobs. In Indonesia, vulnerable employment has fallen from 63.4 per cent at
the height of the global economic crisis in 2009 to 58.0 per cent in 2012. This trend was also
observed in the Philippines, as the vulnerable employment rate, which stood at 44.2 per cent
in the second quarter of 2009, declined steadily to 41.2 per cent in Q2 2012. On the other
hand, in Thailand, vulnerable employment has risen from 52.5 per cent to 53.2 per cent. In
the countries where data is available, vulnerable employment rates for women remain signifi-
cantly higher than for men, with the gap ranging from 7.6 percentage points in Indonesia to
5.5 percentage points in the Philippines to 4.7 percentage points in Thailand. Such gender
gaps are also evident in the regional labour force participation rates, with 81.8 per cent of
the male working-age population participating in the labour market in 2012 compared with
58.8 per cent for women (a gap of 23.0 percentage points).

Economic growth in the region is projected to pick up further to 5.9 per cent in 2013
(from 5.2 per cent in 2012) while the unemployment rate is projected to hold steady at
4.6 per cent (from 4.5 per cent in 2012). A number of opportunities and challenges face
countries in the South-East Asia and the Pacific region in the coming years. Developments
outside of the region, in particular the slowing economies in China and India, the sovereign
debt crisis in Europe and a sluggish economic and labour market recovery in the United
States continue to pose significant risks to the region. Within the region, the establishment
of the ASEAN Community in 2015, and the free flow of investment, trade and freer flow of
skilled labour that the Community entails, will continue to be a key element of the policy
agenda. While the potential for growth acceleration from the regional integration is great,
the potential gains will not be even, whether across countries, sectors or workers. Careful
consideration of the labour market impacts of ASEAN regional integration will be critical.
As highlighted throughout this section, gender concerns remain an important challenge
in the region, and building on the progress made to date, a greater policy focus on gender
equality will be required. Sustaining the recovery in the region to continuously raise living
standards will also require a focus on both employment creation and labour productivity.
This is a particular challenge for the ASEAN Community. While labour productivity has
grown, with for example output per worker rising by 60.7 per cent in Viet Nam between
2000 and 2011, labour productivity in China and India has been much faster (see Figure 36).
In the South-East Asia and the Pacific region, output per worker is estimated to have grown
at an annual rate of 3.1 per cent in 2012, compared with 2.0 per cent the previous year (see

Annex 1, Table A7).

Figure 36. Trends in growth in output per worker,
selected Asian countries, 2000-11
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= Malaysia
Philippines
= Thailand
— Viet Nam

Note: Index, 2000 = 100.

Source: ILO calculations based
on The Conference Board Total
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Given their tight integration in world trade, the global
economic crisis led to a contraction of GDP in Malaysia,
Singapore and Thailand by approximately 6, 8 and 7 per
cent respectively in Q1 2009. The following recovery was
strong in all three economies with Malaysia and Thailand
growing at 10 per cent and Singapore growing at almost
20 per cent in Q1 2010. However, in 2011, growth moder-
ated in Malaysia and decelerated in Singapore. Thailand’s
economy even contracted in Q4 2011 due to serious
floods during the monsoon season that damaged agri-
cultural production and destroyed factories. Indonesia
was not seriously affected by the crisis and maintained
positive growth rates of around 5 per cent throughout
the entire period and is expected to maintain this level
through 2014. The outlook for the coming years projects

Country spotlight 5. Growth and job creation in Indonesia, Malaysia, Singapore and Thailand

a moderate increase in GDP growth for Malaysia and Sin-
gapore with levels of 2-5 per cent. Thailand is expected to
grow at a rate of almost 6 per cent in 2012 with a decel-
eration to 4.5 per cent by 2014.

The global economic crisis affected employment in
South-East Asia and the Pacific but employment growth
remained positive in all four countries. A slow but steady
recovery period took place in Indonesia, Singapore and
Thailand in 2009. Thailand contracted again in Q2 2010
but slowly increased employment levels to 1.5 per cent
in Q2 2012. Malaysia saw a major upturn in employment
growth in Q1 2011, but growth decelerated yet again there-
after to a level of 2.4 in Q1 2012. All four countries are
expected to experience lower employment growth through
2014 of around 1-2 per cent.

Figure CS5.1. GDP and employment (% change compared to same quarter previous year)
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Note: The figures display quarterly growth in GDP (top panel) and employment (bottom panel) between Q4 2008
and Q2 2012 and annual projections between 2012 and 2014 (shaded values). Quarterly growth rates are calculated
on the basis of the same quarter in the previous year.

Source: IMF; OECD; ILO LABORSTA database; Statistics Indonesia. For projections: IMF; ILO, Trends Econometric
Models, October 2012.
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South Asia
Growth started to weaken

Following a strong economic performance in 2010, growth in South Asia weakened in 2011
to 6.5 per cent (IMF, 2012b). With the continuing sovereign debt crisis in the European
Union (Euro area), sluggishness in the United States economy, and slowdown in China and
other emerging economies, it is not surprising that economic conditions in South Asia have
further deteriorated with growth projected to be just 4.9 per cent in 2012. Moreover, domestic
problems, namely political paralysis in countries like Nepal and the Maldives, uncertainty and
falling investor sentiment in India, and fragile conditions in Afghanistan and Pakistan, have
also played a large role in dampening growth. The three best performers in the region con-
tinue to be India, Sri Lanka and Bangladesh. GDP growth in 2012 in these three countries
is estimated to be 6.9 (revised down to 6.1 per cent in July 2012), 7.5 and 5.9 per cent, respec-
tively (IMF, 2012b). South Asia has been the second-fastest growing region in the world in
recent years, mostly thanks to India’s contribution, and is likely continue to be so despite the
slowdown and domestic constraints.

Growth did not deliver significant numbers
of better jobs and decent work

As noted in the Global Employment Trends 2012 report, robust economic growth in South
Asia in the 2000s was largely associated with an improvement in labour productivity rather
than job creation, which has been referred to as “jobless growth”, a phenomenon most notable
in India. In India’s case, total employment grew by just 2.7 million from 2004-05 to 2009-
10, compared to over 60 million during the previous 5-year period (1999-2000 to 2004-05).
However, this does not suggest a static labour market; rather there are many transitions taking
place, most importantly a withdrawal from the labour force among young people and women,
lowering net employment growth.

Nonetheless, even where jobs have been created, a large share of workers remained in agri-
culture, in the urban informal sector or in unprotected jobs in the formal sector. Thus, like
many regions, growth has failed to deliver a significant number of better jobs in the formal
economy. Most notably in India, the share of formal employment has declined from around
9 per cent in 1999-2000 to 7 per cent in 2009-10, in spite of record growth rates (Mchrotra
etal, 2012).° Using a comparable definition for the latest year available, the share of workers
in informal employment in the non-agricultural sector is 83.6 per cent in India (2009-10),
78.4 per cent in Pakistan (2009-10) and 62.1 per cent in Sri Lanka (2009).”

Ultimately, while the process of structural transformation in South Asia has begun, its
scope and direction is uncertain. In particular, it remains unclear whether the manufacturing
sector will be able to absorb large numbers of job-seckers in countries like India. As shown
in Figure 37, the share of employment in agriculture is still large in India (51.1 per cent in
2010) and Nepal (65.7 per cent in 2001), while the service sector represents a major share in
most countries, particularly in the Maldives (60 per cent in 2006) and Sri Lanka (40.4 per
cent in 2010). The share in industry does not exceed 25 per cent in South Asia, and is in fact
much lower when looking at just manufacturing workers. For example, in India, the share of
workers in manufacturing was just 11 per cent in 2009-10, no higher than a decade earlier.*®

36 Unorganized/informal workers consist of those working in the unorganised sector or houscholds, excluding regular
workers with social security benefits, and the workers in the organized/formal sector without any employment and social
security benefits provided by the employers.

%7 Source: ILO Laborsta database; http://laborsta.ilo.org/informal_economy_E.html

** National Sample Survey data, 66th Round.
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Figure 37. Variation in structural transformation in South Asia
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Low rates of female labour participation persist

Due to cultural attitudes and social norms about women in the work-place, most South Asian
countries exhibit very low rates of female labour force participation. Overall, the estimated
labour force participation rate for women in South Asia is just 31.8 per cent (2012), which
only exceeds the rates for the Middle East (18.7 per cent) and North Africa (24.4 per cent). As
shown in Figure 38, labour force participation rates in 2011 (ILO estimates) are much lower
for women than men in all South Asian countries except for Nepal, where female labour force
participation rates were still nonetheless lower than men’s. The gap in Bangladesh is lower
than elsewhere due to the growth of the garment industry in recent years (around 27 per-
centage points compared with 51 points for India).

A major reason for the slow growth in employment in countries like India is the fall in
female labour force participation: in India the participation rate for women fell from 37.3 per
cent in 2004-05 to 29.0 per cent in 2009-10. This can be partly explained by increasing
education enrolment in secondary schools across the country: According to Rangarajan et al.
(2011) only 44 per cent of the decline in the female worker participation ratio in India from
2004-05 to 2009-10 can be accounted for by increased participation of women of working-
age (15 and above) in education (Rangarajan et al., 2011).

Figure 38. Disparities in labour force participation
rates (2011)
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The challenge of youth unemployment in South Asia

Unemployment rates in South Asia are low with the regional average projected to be just
3.8 per cent in 2012, which is the lowest rate globally. However, as witnessed around the
world, youth in South Asia is far more vulnerable to unemployment because young people
lack the right skills, work experience and job search experience, adding to the overall demand-
side deficits. The estimated youth unemployment rate for South Asia is 9.6 per cent, over two
times higher than the overall unemployment rate, but one of the lowest regional figures.
One factor driving this situation is skills and education mismatches: many South Asians
are leaving school or university without skills that are demanded by employers, and due to
long-entrenched aspirations, many of these young people “queuc” for a job in the public sector.
For example, the overall unemployment rate in Sri Lanka fell to 4.9 per cent in 2010 and fur-
ther to 3.9 per cent in the third quarter of 2011. However, unemployment among young Sri
Lankans aged 15 to 24 continues to be much higher, at 19.4 per cent in 2010 (24.7 per cent
for young women) (Figure 39). The highest youth unemployment rate is found in the Maldives
with a rate of 22.2 per cent in 2006, while it exceeded 10 per cent in India in 2010.
Looking at the relationship between educational attainment and unemployment, the
highest unemployment rate in Sri Lanka is found among individuals with an A-level edu-
cation or higher: 5.5 per cent for men and 13.7 per cent for women in the third quarter of
2011 (Figure 40). In comparison, the rate for Sri Lankans who did not complete their GCEs
(or O-levels) is just 1.9 per cent for men and 3.8 per cent for women. In India, unemployment

1@

Figure 39. Youth unemployment rates in South Asia,
latest available year
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Figure 40. Unemployment rates by level of education, Sri Lanka and India (latest available period)
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rates increased rapidly for high-skilled workers, in particular women. Indians with a diploma
suffer particularly, with unemployment rates reaching 34.5 per cent for women and 18.9 per
cent for men during 2009-10. However, occupational choices bear a strong impact on the
risk of joblessness as workers with technical education face lower unemployment rates than
other graduates (only for men). At the same time, Indian employers have trouble hiring staff:
according to the 2011 Manpower Talent Shortage Survey, 67 per cent of employers stated that
they had difficulties filling positions.””

Uncertain future for South Asia

The current global slowdown and domestic challenges in South Asia will mean that the
goal of creating more decent work will be even more elusive over 2013. Persisting uncer-
tainty and insecurity in Afghanistan (with the transition approaching) and Pakistan, and
political paralysis in Nepal and the Maldives, implies that these economies will continue to
lag behind the progress made in the fast-growing South Asian countries. At the same time,
India faces its own political hurdles and wavering investor sentiment in light of a high cur-
rent account and fiscal deficit. Though Bangladesh has been relatively successful in creating
jobs, especially in the garment sector, which has absorbed large numbers of women, indus-
trial relations are not harmonious, and working conditions are a major challenge. Sri Lanka
may be benefiting from a “peace dividend”, but needs to work hard at decreasing inequality
and promoting inclusion. Overall, much is said about the potential for a demographic divi-
dend in these economies, but this must be well managed and supported to ensure that the
youth of South Asia get the right set of skills and are able to find a job in a rapidly changing

economic environment.

Middle East
Unemployment is set to rise as growth loses momentum

Against the backdrop of slowing world trade and stable oil prices, economic growth in the
Middle East region has slowed in 2012 and is expected to accelerate only moderately in 2013
and beyond. After some growth slowdown to 5.0 per cent in 2011, the regional economy decel-
erated to 3.2 per cent in 2012 and will see growth picking up slightly to 3.3 per cent in 2013.
As in previous years, oil exporting economies such as Iraq, Kuwait and Qatar were leading the
economic recovery in the region with growth rates above 6 per cent in 2012. However, with
the slowdown in global growth and recession conditions in the Euro area, oil demand could
decelerate, with significant adverse effects on growth rates in the region. On the other hand,
oil importers and countries that experienced social unrest during the Arab Spring displayed
much lower growth rates or outright depressions, such as Yemen where growth fell by more
than 10 per cent in 2011 and another 1.9 per cent in 2012, before expecting to see some posi-
tive growth in this year. The spectre of further social unrest has still not receded fully in all
parts of the region and might spill over to other countries, fuelling uncertainty and instability.
Together with the weak overall economic outlook, this will further increase the downside risk
to growth in the region.

On the back of this deceleration of growth in most of the region, unemployment is set
to rise again. Following a gradual but steady decline over most of the 2000s unemployment
rates are expected to rise over the coming years. Together with North Africa, the Middle East

% Available at: htep://us.manpower.com/us/en/multimedia/2011-Talent-Shortage-Survey.pdf
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Figure 41. Unemployment rate in Middle Eastern countries (in %, latest year)
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Note: Palestine refers to the Occupied Palestine Territory (West Bank and Gaza). Unemployment rates refer to 2011,
except for Syria and Iran (2010).

Source: ILO, Key Indicators of the Labour Market, 7th edition; ILO, Trends Econometric Models, October 2012.

is the only region in which the aggregate unemployment rate exceeds 10 per cent. Similar to
other regions, this aggregate figure hides a large cross-country variation in unemployment
rates (see Figure 41). Whereas some countries in the region struggle with — sometimes
high - double-digit unemployment rates, the oil-exporting gulf countries typically benefit
from low single-digit rates. But even in these countries, unemployment rates tend to fluc-
tuate substantially, more than in other countries at a similar level of GDP per capita, mainly
as a result of volatile GDP growth and a sectoral structure focused on the export of only a
few (primary) commodities and services. In this respect, none of the countries in the region
managed to bring down unemployment to stable and sustainable levels, rather experiencing
bouts of unemployment hikes after several years of calm labour market developments.

Young people continue to suffer from limited
decent work opportunities in the labour market

Young people continue to suffer particularly from high unemployment in the region. In 2012,
the youth unemployment rate stood at 28.1 per cent and is expected to increase further as
regional economic growth is slowing down. Unemployment for young workers under the age
of 20 has even reached rates above 50 per cent in certain countries. The youth unemployment
rate is more than four times that for adults, the largest youth-to-adult unemployment ratio
in the world. Unemployment is affecting young people at all skill levels. The lack of employ-
ment opportunities is so severe that even young high-skilled workers face severe challenges
in getting a job at their competence level and are forced into the informal economy, secking
jobs abroad or opting out of the labour market altogether until the “right job” comes along
(ILO and UNDP, 2012). Specific, conflict-related circumstances further add to problems
faced by many young workers in the region to find adequate employment (see Box 9). More
generally, however, in most countries of the region the high youth unemployment is primarily
a reflection of inadequate decent work opportunities for the labour force at large, in com-
bination with an education system that still does not put sufficient emphasis on technical,
market-relevant skills.

High joblessness among young people in Middle Eastern countries is not caused by fast
labour force growth. In fact, by international comparison, youth activity rates are low in the
region. Only 30 per cent of young women and men participate in the labour market, repre-
senting slightly less than 2 per cent of the global youth labour force. As demographic change
has also started to gradually affect the region, youth participation rates are set to reduce further
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Several countries in the region are enduring situations of
conflict, including the Occupied Palestinian Territory (OPT),
which has a young and rapidly growing population, 71 per
cent of which is currently under the age of 30. In 2011,
28.5 per cent of the youth population aged 15-24 partici-
pated in the labour force, accounting for nearly 47 per cent
of young men, but not even 10 per cent of young women.
Labour force participation rates were higher in the West
Bank than in Gaza, where far fewer productive employment
opportunities exist.

Of those 15-24-year-olds in the labour force, 32.2 per
cent of young men and 53.5 per cent of young women were
unemployed in 2011, amounting to an aggregate youth un-
employment rate of 35.7 per cent, 1.7 times higher than
the overall unemployment rate in the OPT. The situation
is most pronounced in Gaza, where approximately 46 per
cent of young men and a staggering 78 per cent of young
women were unemployed.

Just over three quarters of those not in the labour force
were studying. What is worrying is the 17 per cent of young
people in this age bracket who are neither in employment,
nor studying, including 28 per cent of young women. This
represents a loss of valuable economic potential, as the
huge gains made by young women in education fail to
translate into gains in the labour market.

Mobility is impeded under occupation, limiting employ-
ment prospects for Palestinian youth. In the West Bank,
young people below the age of 26 who are not married do
not have the option to obtain work permits to work in Israel.
A fiscally squeezed Palestinian Authority is under pressure

Box 9. Youth employment in the Occupied Palestinian Territory

to curtail new hiring, leaving young people dependent
upon a constrained private sector with limited access to
productive resources.

In Gaza, whilst demand increased for construction
workers in 2011, demand for young graduates was notably
lacking. Graduates of all disciplines reportedly turn to the
construction sector (without the requisite skills) or emer-
gency job creation programmes, such as that of the United
Nations Relief and Works Agency (UNRWA), which itself
had to scale back by 75 per cent towards the end of 2011
in the face of severe funding shortfalls. There is a huge
dearth in sustainable employment opportunities for Gaza's
youth, and young graduates in particular, keeping most
young women out of the labour market and forcing many
young men to seek often hazardous work in the burgeoning
informal economy, including the large-scale smuggling of
goods through the vast network of tunnels under the border
with Egypt.

This situation points to an overarching need to create the
necessary conditions to allow the growth of a vibrant and
sustainable private sector. In parallel, there needs to be
large-scale investment in specifically targeted active labour
market policies and programmes to support vocational
training, employment guidance and business development
for Palestinian youth. Future employment is clearly one of
the biggest concerns facing Palestinian youth, and many
are beginning to take matters into their own hands, through
collectively organizing in the form of local and national
youth councils, and engaging in community development,
creating their own links to the world of work.

Source: ILO (2012g), The situation of workers of the occupied Arab territories.

Figure B9.1 Youth (aged 15-24) Labour Market Indicators in the OPT, 2011
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as smaller and smaller youth cohorts enter working-age; this will reduce youth activity rates
even faster than at the global level. In this respect, labour participation rates are particularly
low for young women, with activity rates of slightly more than 13 per cent in 2012. This is
the lowest rate globally and more than 30 percentage points below the participation rates for
men, which are comparable to those observed in the Developed Economies region. Simply
advancing participation rates for young women to the global average would allow the region
to benefit from an addition to the labour force by 8.5 per cent.
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Despite some progress women remain particularly disadvantaged

Besides young people, women are another seriously disadvantaged group on the labour
market in Middle Eastern countries. Despite their very low participation rates that stood
at less than 19 per cent in 2012 — S5 percentage points lower than for men - their un-
employment rate was 19.3 per cent, more than twice the rate for men. Young women that
decide to participate are even worse off, facing unemployment rates of over 70 per cent in
certain countries, especially among the Gulf countries. Also, education is no panacea against
the risk of becoming unemployed as women with tertiary education make up more than
60 per cent of all unemployed women in Saudi Arabia and women with either secondary
or tertiary education account for more than 50 per cent of unemployed women in all Gulf
countries (Baldwin-Edwards, 2011).

The low participation and employment rates of young women are a reflection of broader

ad
-—
disadvantages of women in the labour market in the Middle East region. In some countries,
gender segregation in public spaces as well as limitations for women to take up certain occu- @
pations or make particular educational choices limit their employment opportunities and «
widen incentives for inactivity. Despite strict social norms that support this gender segre-
gation in the labour market, policy-makers in the region have started to introduce certain 1€
reforms that have helped to increase — albeit moderately — the female labour force partici-
pation rate. For instance, reforms to family law, in particular strengthening unilateral rights
on divorce for women (“Kuhl reforms”), have improved incentives for labour market partici-
pation for prime-age women and allowed the adult female labour force participation rate to

increase by 4 percentage points over the last decade (ILO, 2012b).

Skills mismatches prevent better outcomes
for some groups on the labour market

Middle Eastern countries of the Gulf Cooperation Council (GCC) face a particular chal-
lenge to provide sufficient employment opportunities to their local population. Indeed, with
strong revenues from energy commodities pushing up domestic prices and wages, private
sector employment outside the efficient but highly capital-intensive energy-producing sector
is scarce. In addition, available jobs in the private sector are taken up to a substantial extent
by foreign workers, either because nationals are not willing to work in certain sectors such as
domestic care services or because insufhcient skills and competences prevent them from com-
peting successfully in high-skilled energy and services sector jobs. Also, private sector com-
panies have shown a preference to hire foreign workers due to the possibility for flexible work
arrangements and wage differentials. In particular within smaller GCC countries, this strong
demand for foreign workers has pushed total employment up to a multiple of the national
working-age population. In extreme cases such as Qatar the foreign workforce is 16 times
larger than that of nationals, with a substantially smaller risk of unemployment as work and
resident permits for foreigners in most GCC countries are tightly linked to the work contract
with the hiring company.

To avoid having to cope with similar labour market challenges as their less resource-rich
regional neighbours, many GCC countries have resorted to expanding public sector employ-
ment, using large oil revenues to offer generous employment conditions with higher salaries and
fewer working hours (Baldwin-Edwards, 2011). Of total employment of nationals, more than
80 per cent is in the public sector in Qatar and Kuwait, 72 per cent in Saudi Arabia and still a
substantial 47 per cent in Oman (see Figure 42). Even in those countries where public employ-
ment represents a much smaller share of total employment of nationals, such as in Bahrain,
more than two-thirds and up to 90 per cent of public employment is held by nationals. Partly in
reaction to rising demand for a more equal sharing of the resource wealth among all nationals,
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Figure 42. Public sector employment (latest available year)
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countries in the region have continued using public employment and working conditions in
the public sector to boost incomes in 2011, in particular for young people. In Qatar, the pay
rise for nationals in the public sector could reach up to 120 per cent and even in Saudi Arabia
with much larger public employment it still reached 15 per cent on average. At the same time,
public employment increased further, by up to 50,000 new jobs in Oman (Gulf Talent, 2012).

The large and well-paying public sector has put those nationals that were seeking employ-
ment in the private sector at a disadvantage. Often, conditions are not comparable, either in
terms of working conditions or in terms of flexibility of employment. In contrast to nationals,
foreign workers are working under restrictive conditions in many GCC countries, preventing
them from competing for better-paying jobs in other companies in their host country, which
makes them a preferential choice for their employers. GCC countries have tried to address
these problems by extending their nationalization strategies also to the private sector, requiring
up to 75 per cent of employment in private companies to be filled with nationals. With the
onset of the global crisis, some GCC countries tried to further restrict the employment of for-
cigners by restricting residency permits for long-term residents and targeting specific sectors
for further increases in the share of employment of nationals (see Al Masah Capital, 2011).
Despite such attempts to regulate the access of nationals to the private sector, employment of
nationals in private companies remains low in most GCC countries, ranging from 48 per cent
in Oman to 1 per cent in the United Arab Emirates (Baldwin-Edwards, 2011). This severe
labour market segmentation and the de facto segregation of nationals and foreigners into two
separate and non-communicating labour markets are likely to pose serious challenges for any
future increase in labour market participation. Despite the large potential of a further increase
from currently low participation rates, the lack of incentives for nationals to enter the private
sector and the already large public sector that will face increasing difficulties to expand fur-
ther constitute serious constraints for a more dynamic expansion of employment.

Given the slowdown in employment growth expected for the coming years, governments
in the Middle East region will have to step up efforts to strengthen incentives for the private
sector to hire nationals. So far, stricter regulation in favour of employment of nationals does
not seem to have had much success. Rather, governments in the region should foster diversifica-
tion of their economy and broaden technical education in universities and vocational training
centres. Incentives for private sector employment should be strengthened further and activa-
tion programmes particularly targeted at young job-seckers expanded. Also, the very low par-
ticipation rates of women and their high unemployment rates need to be addressed by lifting
existing restrictions for women to take up certain occupations and by facilitating their role in
public spaces. Even though the demographic change that the region has started to undertake is
likely to lift some of the pressure from labour markets in the region, the low participation and
employment rates suggest that a large reservoir of untapped labour resources is waiting to be
integrated properly into employment under decent working conditions over the medium run.
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North Africa

Volatile or low economic growth following the Arab Spring
prevents improved labour market outcomes

Economic growth in North Africa turned negative in 2011, in some countries as a by-product
of the Arab Spring. There was a near-collapse of economic activity in Libya, and deceleration
of growth in all countries in the region except Morocco. Economic growth in Egypt dropped
from 5.1 per cent in 2010 to 1.8 per cent in 2011 and remained low at 2.0 per cent in 2012,
while Sudan registered negative economic growth (-11.2 per cent) in 2012 following the inde-
pendence of South Sudan in 2011. Nevertheless, regional economic growth in North Africa
(which does not include South Sudan) reached a record high of 9.8 per cent in 2012 on the
back of the rebound in Libya. Growth in Tunisia also became positive in 2012 and is expected
to accelerate further (IMF, 2012b).

So far, the countries in North Africa seem to be little affected by the ongoing worries of
their European neighbours, despite intensive trade and migration linkages. Although return
migration from Southern Europe may have brought additional stress to labour markets in
North Africa, the economic and labour market situation in the region seems to be more
affected by developments in other emerging countries than by the slowdown in advanced
economies. The intensification of linkages in particular with East Asia suggests that spillovers
from this part of the world might increase in importance (see Cashin et al., 2012).

Nevertheless, together with the Middle East, North Africa remains among the regions
with the highest unemployment rates, and with little signs of improvement. The unemployment
rate in North Africa gradually declined from a peak of 13.2 per cent in 2000 to 8.9 per cent
in 2010, but sharply increased to 10.0 per cent in 2011. In 2012, the unemployment rate is
estimated to have increased to 10.3 per cent (see Table A2). Unemployment in North Africa
is often seen as a problem exclusively affecting women and youth, and the unemployment
rates for both groups are indeed consistently higher than the rates for adult men (aged 25 and
above). For example, in 2012, the male youth unemployment rate was 18.5 per cent, more than
three times the male adult rate of 5.7 per cent. Similarly, the female adult unemployment rate
in 2012 is estimated at 11.7 per cent, while the female youth rate at 37.0 per cent was more
than six times the rate for adult men.

The risk of unemployment in the region is not limited to any particular group. Despite
the disadvantaged position of youth, their share in total unemployment has been (slowly)
decreasing (Figure 43). The main factor driving this longer term trend is demographic devel-
opment. In 1991, one out of three persons of working-age was aged between 15 and 24, but in
2012 this proportion had dropped to 28 per cent, and it is projected to fall to one out of four
persons in 2015 (Figure 44). In other words, unless the youth-to-adult ratio of unemployment
rates is at an unusually high level, it can be expected that the share of youth in total employ-
ment is declining. Figure 43 shows both the longer term downward trend in this share and
the relatively high share in 2005, when the youth-to-adult ratio reached a level of 3.6. Even
in North Africa, which is characterized by exceptionally high youth-to-adult ratios, this ratio
usually does not exceed 3.4. Demographic trends are less important in explaining the share of
women in total unemployment, which is primarily driven by labour force participation rates.
The female labour force participation rate in North Africa shows an increasing trend, but
is still less than a third of the male participation rate. This explains why men constitute the
large majority of job-seckers in North Africa, despite the disadvantaged position of women
in terms of unemployment rates. In other words, even though young persons and women face
additional barriers in accessing work, the creation of decent work opportunities is important
for all persons of working-age.

North Africa faces several other labour market challenges besides the lack of employment
opportunities. Although levels of working poverty at the US$1.25 a day poverty line are low
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Figure 43. Share of women and youth in total unemployment in North Africa, 1991-2012 (%)
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in the region, the working poverty rate at the US$2 a day level is still high. In 2012, 19.7 per
cent of the employed was living with their families below this poverty line. Furthermore, the
vulnerable employment rate in 2012 amounted to 41.4 per cent, indicating a high proportion
of workers in informal working arrangements and without adequate social protection. More
than half of female workers are in vulnerable employment (61.2 per cent) compared with
slightly more than one out of three men. Vulnerable employment in the region is expected to
remain high and to recede only gradually starting in 2014, provided that no further risks will
weigh on the growth outlook (see Annex 2).

Labour market segmentation is pervasive

Labour market segregation along gender lines is prevalent in North Africa. Occupational
segregation not only limits choices for women and constitutes an obstacle for equality of op-
portunity, but also hampers efficiency in the allocation of labour and therefore economic
growth. Excluding part of the labour market from access to occupations reduces the pool of
talent, and labour and skill shortages are likely to take longer to be resolved in strongly sex-
typed occupations.

In part, segregation reflects high rates of vulnerable employment for women, in particular
those working as own-account workers and contributing family workers in agriculture. As
shown in Figure 45 and Figure 46, proportionally more women than men work as skilled
agricultural and fishery workers in Egypt and Morocco. On the other hand, women also tend
to be overrepresented in high-skilled professional and associate professional jobs, often in the

86  Global Employment Trends 2013 | Recovering from a second jobs dip ) ) —



Figure 45. Occupational distribution in Egypt by sex, 2007 (%)
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Figure 46. Occupational distribution in Morocco by sex, 2008 (%)
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public sector (Fortuny and Al Husseini, 2010). In Egypt, public sector employment accounts
for about one-third of employment and traditionally absorbed an important part of (female)
graduates (World Bank, 2013). However, budgetary constraints and the changing role of the
public sector have resulted in more queuing for the few public sector jobs that are available,
which in part explains the relatively high unemployment rates of well-educated persons in
Algeria and Egypt. In both countries, unemployment rates for tertiary graduates are consid-
erably higher than for those with primary or secondary education (ILO, 2011a).

Occupational distributions indicate that few employment opportunities are available for
high-skilled workers in some North African countries. In Morocco, professionals and asso-
ciate professionals account for not more than 5.8 per cent of workers (Figure 46). The share
of workers in these occupational groups tends to go up with the level of development, and in
the vast majority of developing economies already exceeds 10 per cent. Another sign of con-
straints posed by human resources is the high illiteracy rate in North Africa. In Morocco, the
illiteracy rate was 43.9 in 2009, while in most North African countries at least one in five
adults was not able to read or write (ILO, 2011a).* High rates of illiteracy suggest that part of
the workforce is under-qualified for their job and limit increases in productivity, for example
through the adoption of new technologies or broadening of the skills base.

** The exception is Libya, where the illiteracy rate was 11.1 per cent in 2009.

| 3. Regional economic and labour market developments 817

1@k



1@l

A limited skills base is also likely to constrain structural change. Between 2000 and 2010,
the share of the agricultural sector in North Africa decreased by only 1.6 percentage points,
which is the lowest decrease of all regions and close to the decrease in the developed econ-
omies (which, contrary to North Africa, already have a low share of workers in agriculture).
In Egypt, for example, the share of workers in agriculture was essentially stagnant between
the late 1990s and 2010.

Several countries in North Africa have adopted national employment strategies including
common elements such as infrastructure development, facilitation of investment, strength-
ening of the skills base, improving labour market intermediation and special measures tar-
geting youth. In Algeria, for example, the government adopted a national action plan in 2008
to promote employment and to address unemployment, covering the period 2008-13. This
plan includes encouragement of investment, incentives to encourage companies to create jobs,
improvement and modernization of labour administration, intermediation and coordination
and the promotion of youth employment, in particular through active labour market policies.
Under the recently launched DAIP (Dispositif d’Aide & I'Insertion Professionnelle), young
people obtain an employment contract including training in an enterprise (1 year renewable)
or the public sector (3 years renewable), which is fully funded by the Government for the
salary and social security contributions, and at 60 per cent for the training costs. The DAIP
can be followed by a CTA (Contrat de Travail Aidé) with a monthly wage subsidy funded by
the Government.

Employment promotion is also one of the priorities of the Moroccan Government, whose
new employment strategy aims at increasing investment, promotion of small and medium
enterprises, promotion of self-employment, skills development for youth employment and the
development of a social economy. The strategy also includes a package of measures focused
on graduate youth and the improvement of intermediation on the labour market. Finally,
Morocco has started a process of decentralization of employment services for more eflicient
and better quality delivery."

In 2013, economic growth in the region is projected at 4.4 per cent, subject to the down-
side risks arising from continuous political uncertainty in some economies as well as depressed
demand from the nearby Euro area. The unemployment rate is projected to remain elevated
at 10.3 per cent in 2013, which underlines the urgent need for inclusive decent work policies.

* Support to Morocco as well as Tunisia is provided two technical cooperation programmes: “Promoting productive
employment and decent work for youth”, financed by Spain, and “Support to employment promotion and poverty re-
duction (APERP)”, funded by France.
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GDP growth in Egypt and Morocco remained positive
throughout the global economic crisis. Morocco recov-
ered remarkably well in 2009 peaking at almost 9 per
cent. However, Morocco’s economy decelerated in 2010
and increased modestly in 2011 to a level of 5.3 per cent
in Q4 2011. GDP growth in Egypt decelerated in the first
two quarters of 2009 and slightly accelerated during the
remainder of the year. Data are only available through 2009
and annual GDP growth was included in place of quarterly
figures for 2010 and 2011. As a result of popular uprising
and political instability in 2011, Egypt’s economy declined
to an annual growth rate of only 1.8 per cent. The outlook
for the coming years for Egypt is encouraging, projecting
steady annual increases in growth to a level of 4.5 per cent
in 2014. Morocco’s expected growth rate for 2012 is at the
lowest level for the entire period under consideration, at
only 2.9 per cent but is expected to accelerate to a rate of
5.5 per cent in 2013 and 5.1 per cent in 2014.

Country spotlight 6. Growth and job creation in Egypt and Morocco

Figure CS6.1. GDP and employment (% change compared with same quarter previous year)

Egypt and Morocco displayed volatile employment
growth throughout the entire period under consideration.
Employment losses followed the outbreak of the global
economic crisis in Morocco while Egypt registered growth
rates just above zero. Egypt saw rapid employment growth
in 2010, followed by a sharp decline in Q1 2011 and per-
sistent contraction until the end of 2011 due to the pol-
itical turmoil in the country. The latest available data in
2012 showed positive employment growth but at modest
levels of approximately 1 per cent. The recovery period
in Morocco took long and job recovery was highly volatile.
Employment growth only recovered to pre-crisis levels in
Q4 2011. Job losses were registered again in Q1 2012 but
Q1 and Q2 2012 showed a positive growth rate of about
1 per cent. Job recovery in Morocco is projected to pick up
and increase to stable levels of approximately 2.5 per cent.
Morocco’s economy is expected to recover jobs at a rate of
about 2 per cent in 2012 before slightly declining to 1 per
cent and 1.5 per cent in 2013 and 2014 respectively.
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Sub-Saharan Africa

Growth continues to be positive and resilient but productive
transformation challenges persist

Economic growth in Sub-Saharan Africa has continued its buoyancy in 2012, defying the
impact of the Euro area debt crisis for yet another year, thanks to its relatively limited link-
ages to the global economy and its more recent trend in diversifying its export destina-
tion markets away from Europe (AfDB, 2012; IMF, 2012a and 2012b). GDP year-on-year
growth is estimated to have remained at virtually the same level in 2011 and 2012, at 5.2
and 5.3 per cent, respectively. Using the IMF classification of countries, oil exporters and
low-income countries are expected to grow at rates above the regional average, at 6.0 per
cent and 5.9 per cent respectively, while moderate growth is expected in middle-income
countries at 3.7 per cent. More than half of the countries in Sub-Saharan Africa registered
growth rates of 4.5 per cent or more in 2012, and two countries achieved double-digit eco-
nomic growth (Niger and Sierra Leone). Ghana’s buoyant growth of 14.4 per cent in 2011
tapered to 8.2 per cent in 2012, while Cote d’Ivoire returned to high and positive growth
of 8.1 per cent after the decline of 4.7 per cent in 2011 as peace has returned to the country.
Several countries will post growth rates of above 7 per cent including Liberia, Mozambique,
Nigeria and Rwanda.

On the downside, in six countries economic growth was negative in 2012 (Gambia,
Guinea-Bissau, Mali, South Sudan, Sudan and Swaziland). Economic growth in several other
countries was positive in 2012, but low in the face of structural problems that afflict much of
the region. For example, in South Africa, the largest economy in the region, economic growth
was 2.6 per cent in 2012, while growth in Botswana (3.8 per cent) and Madagascar (1.9 per
cent) was disappointing. The political and fiscal crises in Madagascar largely explain the low
growth rate, while the weak external demand arising from the global and Euro area crises
and supply-side structural constraints have continued to weigh down on growth of Botswana
and South Africa. The declining growth in South Africa has had an immediate impact on
the labour market, threatening the recovery which had started gathering momentum. The
already very high unemployment rate increased from 25 per cent in the first quarter of 2011 to
25.2 per cent in the first quarter of 2012, before slightly easing to 24.9 per cent in the second
quarter (StatsSA, 2012).

One of the issues on which development discourse has recently centred is whether the
observed strong economic performance of Sub-Saharan Africa in the past 10 years marks the
beginning of a growth take-off for the region or is simply another temporary growth spell
(Roxburgh et al. 2010; World Bank, 2008). Underlying the take-off proponents” argument is
the implicit claim to the effect that stabilization policies are paying off after all, albeit with a
time lag. Roxburgh et al. argue that Africa’s growth is more than a resource boom, and can be
attributed in large part to political and macroeconomic stability as well as to reforms aimed
at creating a more market-driven business environment.

Somewhat in contrast to this position, the ILO has recently argued that Sub-Saharan
Africa’s strong growth is not a new phenomenon, and can be viewed as a catch-up for the
20 years of stagnation from the 1980s to the end of the 1990s (ILO, 2011b). The decade of
rapid growth does not necessarily signify the beginning of sustained structural transforma-
tion in the region (see also chapter 4) and the region continues to suffer from large decent
work deficits and the highly unequal distribution of the fruits of growth.

The analysis in this section demonstrates again that the solid growth of the past decade
has not led to a significant improvement in labour market outcomes and poverty reduction,
although there are positive developments in terms of fast productivity improvement. It is
therefore urgent to redouble efforts to put in place pro-employment economic and social pol-
icies based on productive transformation and fast structural change.
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Figure 47.

Regional shares in the global working-age population, 1991, 2012 and 2017 (projection)
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As has been highlighted in numerous reports, the analysis is constrained by the paucity
of labour market data in most countries of the region, and only Mauritius and South Africa
currently conduct quarterly labour force surveys. Nevertheless, several trends can be discerned
as will be discussed below.

The region’s working-age population is estimated to have reached 492 million in 2012,
representing an increase of 137 million people since 2000 and an annual compound growth
rate of 2.8 per cent. In 2012, the region accounted for 9.5 per cent of the global population
of working-age, up from 7.6 per cent in 1991, and is expected to rise further to above 10 per
cent by 2017 (Figure 47). Sub-Saharan Africa’s growth rate of the working-age population is
second only to the Middle East, but the long-term decline in the growth rate is less in Sub-
Saharan Africa: the growth rate of the working-age population in the Middle East decreased
from 3.7 per cent in 2000 to 2.4 per cent in 2012, while in Sub-Saharan Africa’s the growth
rate dropped only marginally from 2.9 per cent to 2.7 per cent. Accordingly, the share of youth
in the population of working-age is likely to remain higher than in other regions for years to
come (Figure 48).

Sub-Saharan Africa’s absorption of its working-age population in employment seems to
compare favourably to other regions, only falling behind East Asia and the region of South-
East Asia and the Pacific. Between 2000 and 2012, the employment-to-population ratio has
been fluctuating between 63.8 and 65.0. Given the fairly stable level of unemployment, esti-
mated at close to 7.6 per cent in the past 5 years, this implies that only a small proportion of
the working-age population is outside the labour force — engaged in the care economy, retired,
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students, or discouraged workers. Indeed, the labour force participation rate edged upward
by 0.1 percentage point over 2011 to 70.4 per cent in 2012, and the region’s labour supply as
measured by the participation rate is second only to East Asia and almost on a par with South-
East Asia and the Pacific. The abundant supply of labour primarily reflects the vulnerability
of workers; they cannot afford to exit the labour market as they have no alternative means of
survival in the absence of adequate social security and safety net programmes in the region.

The challenge in Sub-Saharan Africa is therefore not so much to get more people inte-
grated in the labour market, but far more to improve labour productivity, conditions of work
and the returns and benefits people derive from their work. Employment only plays its inter-
mediary role between growth and poverty reduction if it is productive. Therefore, sustained
reduction of poverty requires increasing the labour productivity of women and men in wage
and self-employment (Kanyenze et al., 2011). However, labour productivity in Sub-Saharan
Africa is still very low, particularly in the informal economy where many workers eke out a
living, and the region continues to be at the bottom of the global chart in terms of labour
productivity.

In comparison with East Asia, Sub-Saharan Africa’s labour productivity was 1.3 times
higher in 1991 but 2.8 times lower in 2012. Between 1992 and 2003, labour productivity in
SSA actually remained below its 1991 level and only surpassed this level from 2004 onwards,
when a clear upward trend emerged (Figure 49). At an annual productivity growth rate, aver-
aging 2.0 per cent during 2000-12, Sub-Saharan Africa is ahead of the Middle East (0.5 per
cent), Latin America and the Caribbean (1.0 per cent) and the Developed Economies (1.0 per
cent). Sub-Saharan Africa therefore seems to have embarked on a path of catch up growth
in its labour productivity, and the upward trend underlies much of the optimism about the
region’s prospects.

Part of the growth in labour productivity is due to the shift of labour from less productive
to more productive sectors, in particular service sectors (see also Chapter 4) but unfortu-
nately quite limited towards industry. With the share of workers in agriculture at 62.0 per
cent in 2012, Sub-Saharan Africa is the only region in which the large majority of workers
are still employed in this sector (South Asia is second with 50.8 per cent). As a consequence,
there is still ample scope for the region to benefit from Baumol’s “structural bonus” through
continuous structural change, although this would require more explicit efforts towards
industrialization.”” For example, in the period 2001-06 Tanzania experienced rapid struc-
tural change that allowed productivity gains of 2.8 per cent annually, despite the fact that

Figure 49. Labour productivity in Sub-Saharan Africa and East Asia, 1991-2012 ('000s)
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Source: ILO, Trends Econometric Models, October 2012 (see Annex 1).

* See Baumol et al. (1985), who called the effect of the transfer of labour on productivity the ‘structural bonus’ of econ-
omies with a large share of employment in low-productivity activities (normally agriculture).
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the level of productivity in both the industrial and services sector declined in this period.
In other words, the productivity gains were almost entirely due to the shift of labour from
less productive to more productive sectors (Sparreboom, 2013). Sub-Saharan Africa also needs
productivity growth within sectors, which is often linked to technological change and higher
levels of skills. In the case of Tanzania, only agriculture experienced some gains in product-
ivity, but these gains seem to have been primarily driven by the relatively low employment
growth in agriculture combined with steady increases in productivity at large farms, rather
than increases of smallholder productivity (Albee, 2011).

Between 1991 and 2012, the share of employment in agriculture in Sub-Saharan Africa
declined only gradually, falling not more than 5.5 percentage points (from 67.5 per cent to
62.0 per cent). This decline in agricultural employment almost exclusively benefited services
sectors, leaving employment in industry stagnant at close to 8.6 per cent. Women experi-
enced a greater shift in the share of employment by broad sector, as the share of employment
in agriculture for women dropped by 9.5 percentage points, but still remained at a high level
of 62.2 per cent in 2012. Employment of women in services increased by 8.9 percentage
points, almost matching the decrease of employment in agriculture. While most economic
activities in the services sector in Sub-Saharan Africa are characterized by low-productivity
informal enterprises, it is likely that productivity is nevertheless higher than in subsistence
agriculture.

In summary, the basic growth story in Sub-Saharan Africa is one of low but rising labour
productivity and a slow but steady structural shift of labour from agriculture to services, but
without an expansion of the industrial sector. Consistent with this, the basic jobs story is one
of persistently high levels of vulnerable employment that declined only modestly over the
past two decades, despite high growth. In 2012, there were 247 million workers in vulnerable
employment in Sub-Saharan Africa, 62 million more than in 2000 and at least 100 million
more than in 1991. The proportion of workers in vulnerable employment (defined as own-
account and contributing family workers) in the region decreased from 83 per cent in 1991 to
82 per cent in 2000 and 77 per cent in 2012.* This proportion remains unacceptably high,
and is comparable only to South Asia. In other words, even during the much touted decade
of sustained growth in the region, vulnerable employment remained high, only dropping by
5 percentage points over the past 12 years, and declined too slowly to lift the majority of
workers into productive employment in the foreseeable future.

A large gender gap remains in vulnerable employment as women are more likely to be in
vulnerable employment than men, and this gap has widened during the past two decades. In
1991, 89.4 per cent of women and 78.5 per cent of men were in vulnerable employment, but
the gender gap increased from 11 percentage points to 14 percentage points by 2012 (84.9 per
cent and 70.6 per cent, respectively). For both sexes, the major shift has been within the
vulnerable employment category, from contributing family workers to own-account workers,
which reflects the increased share of employment in services noted before (Figure 50). The
downward trend in vulnerable employment was interrupted by the crisis at its peak in 2009
when wage and salaried employment dropped by 0.3 percentage points to 20.2 per cent, but
by 2011 this level had risen to 21.1 per cent.

Although youth unemployment rates are lower in Sub-Saharan Africa than in most
other regions, they are significantly higher than adult unemployment rates. Compared with
an overall unemployment rate of close to 7.6 per cent over the past five years and adult un-
employment rates of around 6.0 per cent, youth unemployment has hovered just below 12 per
cent since 2007. Youth unemployment rates are also higher for females than males. Overall, in
Sub-Saharan Africa, the youth unemployment problem is more of quality (underemployment,

* The vulnerable employment indicator has some limitations: (1) wage and salary employment is not synonymous with
decent work, as workers may carry a high economic risk despite the fact that they are in wage employment; (2) the un-
employed are not included in the indicator, though they are vulnerable; (3) a worker may be classified in one of the two
vulnerable status groups but still not carry a high economic risk, especially in the developed economies.
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Figure 50. Employment distribution by status in
Sub-Saharan Africa, 1991, 2000 and 2012
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vulnerability and working poverty) than quantity. The Arab Spring that originated in North
Africa and the Middle East region has also catalysed policy reactions in Sub-Saharan Africa
with many governments taking pro-active measures to integrate the youth in the labour market
through various active labour market policies. Supply-side policies focusing on training and
entrepreneurship development are the most frequently used by governments (AfDB, 2012).
Temporary job creation initiatives through public works programmes are also common. How-
ever, little is known about programme effectiveness, which constitutes a main constraint in
designing youth employment programmes.**

Governments increasingly mainstream employment
in their national development frameworks and policies

It is encouraging to observe that many governments in Sub-Saharan Africa have embarked on
mainstreaming employment in their national employment policies and national development
frameworks in an attempt to address the glaring gap in productive employment and decent
work. In 2011 and 2012, for example, Malawi, Namibia, Tanzania, and South Africa adopted
new development frameworks that mainstream to varying degrees employment objectives,
ranging from specified employment targets as in South Africa and Namibia to policy state-
ments of commitment in Malawi and Tanzania.” Nevertheless, the next and more important
step for these countries is to put in place necessary measures, including budgetary and insti-
tutional capacity, as well as productive transformation and diversification to develop the
capabilities and achieve the employment objectives contained in their national development
frameworks and policies.

** See also the findings and resolutions of the International Labour Conference discussion on youth unemployment:
Youth employment crisis: A call for action (ILO, 2012h), which called for building up of knowledge on youth employ-
ment policies with a view to assessing what works and what does not.

* Malawi Growth and Development Strategy II (2012), Namibia NDP4 (2012), South Africa National Development
Plan/ Vision 2030 (2012) and Tanzania MKUKUTA II (2011).
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In the Sub-Saharan Africa region, quarterly employment
data are only available for Mauritius and South Africa. South
Africa was hit severely by the global economic crisis and
GDP plummeted throughout 2009, before growth acceler-
ated in 2010, peaking at a rate of 3.7 per cent in Q1 2011.
A slight deceleration in growth was registered in 2011, and
growth rates in Q1 and Q2 2012 were at 2.1 per cent and
2.7 per cent respectively. South Africa’s projected growth
is similar to rates in the last quarters before accelerating
to a growth rate of almost 4 per cent in 2014. Economic
growth in Mauritius was highly volatile but the economy did
not contract throughout the five year period under consider-
ation. Mauritius grew at 5 per cent at the beginning of 2011
but growth decelerated to approximately 2 per cent at the

GDP growth
N
1

A\

Country spotlight 7. Growth and job creation in Mauritius and South Africa

end of 2011. GDP growth is expected to steadily increase in
Mauritius, up to a level of 4 per cent in 2014.

The negative effects of the crisis on employment in South
Africa were severe and employment losses more persis-
tent in percentage terms than declines in economic growth.
Employment contracted until the end of 2010 and South
Africa experienced robust growth in 2011 and the first half
of 2012, peaking at a level of 2.5 per cent in Q2 2012. In
contrast, Mauritius registered a volatile employment growth
path and employment started to contract in Q2 2011 and
has not yet durably recovered to positive growth rates. Even
though Mauritius” and South Africa’s growth paths are varied,
employment growth rates for 2012, 2013 and 2014 are pro-
jected to be similar at 0.8 per cent to 2 per cent per year.

Figure CS7.1. GDP and employment (% change compared with same quarter previous year]
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Note: The figures display quarterly growth in GDP (top panel) and employment (bottom panel) between Q4 2008
and Q2 2012 and annual projections between 2012 and 2014 (shaded values). Quarterly growth rates are calculated

Source: IMF, ILO LABORSTA database. For projections: IMF; ILO, Trends Econometric Models, October 2012.
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Appendix 1. Trend unemployment during the crisis

Figure 22 on p. 54 displays estimates of changes to trend unemployment rates following the
global financial crisis. This Appendix presents the methodology behind these estimates.

Shifts in trend unemployment rates are identified using the estimation of a Beveridge
curve. The Beveridge curve gives an indication as to the capacity of a country’s labour market
to match open vacancies with job-seekers. The actual unemployment rate can then be deter-
mined by identifying ongoing labour demand at the firm level (see Pissarides 2000, chapter 1).
For the purposes of the estimation, only the average or trend component of labour demand
is necessary, which does not require the exact identification of a labour demand schedule.
Rather, shifts of the Beveridge curve are used to identify the average upward drift in un-
employment rates due to the financial crisis.

Comparable information on open vacancies does not exist across countries in the Devel-
oped Economies and European Union region. Instead, information on matched vacancies has
been used, benefiting from a recent compilation of unemployment flows based on a method-
ology developed by Shimer (2007) and Elsby et al. (2008). While these flow indicators might
only imperfectly represent the true extent of vacancy creation, their better cross-country com-
parability and the wide availability of this indicator make them a useful alternative.

In order to estimate the impact of the crisis on shifts in the Beveridge curve, a dynamic
model of the Beveridge curve has been augmented with crisis dummies, following the approach
taken by Valletta (2005) and ECB(2012). Country-crisis dummies have been identified on the
basis of the evolution of GDP growth and a recent update of the financial crisis database origi-
nally collected by Laeven and Valencia (2008). In order to account for possible endogeneity
problems and given the dynamic set-up of the estimated equation, the following has been esti-
mated using the Arellano-Bond System GMM estimator and accounting for auto-correlation
in the error term:*¢

UR,=o,+UR _ +OUT +OUT,+ Y  CrisisDummy, +¢,,

J e{ CrisisCountries}

where 7 = country index; j = index of countries in crisis; UR = unemployment rate; OUT =
unemployment outflow rate; CrisisDummy = a dummy that takes the value 1 during years in
which country j has been affected by the global financial crisis.

Appendix 2. Okun’s coefficients and banking crises

Figure 21 shows the result of an econometric analysis of the effect of banking crisis on the size
of the estimated Okun’s elasticity between changes in GDP growth and job creation rates. The
Okun’s elasticities are taken from the ILO Trends Econometric Models. The banking crises are
identified by the IMF Financial crises database (Laeven and Valencia, 2012). In order to dis-
tinguish recessions during banking crises from other downturns, periods of negative growth
are cross-tabulated with banking crises to identify banking crisis recessions. Periods of positive
GDP growth immediately following such banking crisis recessions are identified as recovery
periods. The (average) Okun’s elasticity during these periods is compared with the average elas-
ticity during other downturns and recoveries to produce the chart. The displayed results are
based on an estimation using the entire country sample (67 countries) and not restricted only
to the Developed Economies and European Union region in order to have a suflicient number
of banking crisis observations. Detailed econometric results are available upon request.

*¢ Regression results are available upon request.
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Appendix 3. ILO Short-term forecasting models

Facing increasing demands for quarterly updates of employment forecasts at the country level,
the ILO has developed a new forecasting tool. This tool is designed to forecast unemployment,
sectoral employment and labour flow dynamics on a quarterly basis for selected countries and
employs vector autoregressive (VAR) techniques.

The version of the model that is used to forecast employment for 15 sectors in the United
States as shown in box 6 of this report includes four endogenous variables.*” It can be written
as follows:

l ! ! i
dGDP, = o, + Y B, dGDP_ + Yy, dGCF,_ +Y06, dE _ +Y6, HI  +e
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nd

I I I i -

o, +Y B, dGDF_ +y, dGCF,_ +%6, dE _ +>6, HI _ +¢,, @
= = j=1

‘—

i<

dGCF

J=1

! ! l l
dE, = o, +Y B, dGDF_ +Yy, dGCF_ +%0, dE , +>6, HI _ +e,,

= = j=1 =

HI

st

i ! i l
o, +> B, dGDP_ +'y, dGCF_ +%6, dE _ +Y0, HI _ +e,

J=1 J=1 J=1 J=1

St

dGDP is the quarter-on-quarter growth rate of GDP, dGCF is the quarter-on-quarter growth
rate of gross fixed capital formation, dE, stands for the quarter-on-quarter growth rate in sec-
toral employment and HI, is an indicator for hiring intentions for the next quarter. # denotes
a time index at the quarterly level and /is the lag order of the VAR.

The model is estimated separately for all 15 sectors and for each sector the lag order is
optimally chosen according to the Akaike selection criterion. The data that are included into
the model encompass the period from 1976 Q3 to 2012 Q3. Forecasts for employment are
produced for the next 8 quarters ahead. With the last observed data point in 2012 Q3, this
implies that our forecast horizon stretches from 2012 Q4 to 2014 Q3.

The data source for GDP and gross fixed capital formation is the OECD. The model
makes use of the statistical relationship of employment and GDP (Okun’s law) and estimates
a sector-specific elasticity for employment to different lags of GDP. This relationship fits well
with traditional explanations of labour demand for which empirical support is strong, at least
in certain countries (Bils et al., 2012). The model also includes gross fixed capital formation to
account for the relationship between employment and investment (Zoega, 2010).

Finally, the model includes a sector-specific indicator for hiring intentions, which is
published by the ManpowerGroup and calculated from a representative survey of employ-
ers.”® This indicator is forward-looking in nature and corresponds to the difference between
the percentage of employers that expect an increase of employment in their establishment for
the next quarter and the percentage of employers that expect a decrease.

As confirmed by a pseudo-out-sample forecast evaluation analysis, the hiring indicator
improves forecasts of sectoral employment in the United States in 12 out of 15 sectors. The
gains in terms of root-mean-squared forecast error (RMSFE) that can be achieved are large
and reach levels of more than 30 per cent, depending on sector and forecast horizon.

*” These 15 sectors are construction, education and health, financial activities, government, information services, lei-
sure and hospitality, manufacturing of durable goods, manufacturing of non-durable goods, mining and lodging, other
services, professional and business services, retail trade, transportation and warchousing, utilities, and wholesale trade.

** See http://www.manpowergroup.com/press/meos_landing.cfm.
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4. Structural change for decent work

Introduction
The reallocation of jobs across sectors is central to the process of structural change and product-

ad
-—
ivity upgrading and yet it often entails considerable social adjustment costs that fall onto
specific groups in the labour market. Lay-offs in low-productivity sectors, increased training @
needs of workers, or congestion in urban areas due to workers’ movements from the country- «
side into crowded cities are only a few examples of problems that can arise from structural
shifts in employment. Whether structural change leads to more and better employment op- e
portunities is an issue that has not received sufficient attention.

This chapter provides new evidence on the role and importance of the reallocation of
jobs across sectors and demonstrates that, if the reallocation occurs from low productivity to
high productivity sectors, it both contributes to increased living standards and to improved
labour market outcomes such as a lower incidence of vulnerable employment and less working
poverty. The chapter also presents evidence as to the adverse impact the global economic crisis
had on sectoral reallocation and the slowdown in value added per capita growth rates, in par-
ticular in emerging economies.

Decomposing value added per capita growth

Value added per capita growth can be decomposed into changes in productivity, variations
in employment and labour force participation, and demographic dynamics (see Appendix 1):

® Growth in labour productivity arises either from changes in labour productivity within
sectors — for instance through the implementation of new machines and innovative tech-
nologies that allow more output with the same amount of labour input — or from the
reallocation of jobs across sectors (“structural change”) when workers move from low- to
high-productivity sectors (e.g. from agriculture to industry or services);

® Variations in employment and labour force participation can augment value added per
capita growth if there is an increase in the activity rate of the working-age population
either by reducing unemployment or by bringing more people to the labour market. In this
respect, the drop in both employment-to-population and labour force participation rates in
many regions with the onset of the crisis has been an important factor behind the current
slow growth environment;

® Value added per capita growth can also increase in a dynamic demographic context when
the share of the working-age population in the total population rises. These demographic
dynamics are typically slow-moving, very persistent, reacting little to policy interventions.

Labour productivity growth through structural change has immediate consequences for

employment as it requires workers to move across sectors and jobs. These dynamics in the
labour market have potentially long-lasting effects if workers have difficulties in finding
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new employment opportunities elsewhere. Lack of appropriate skills, limited geographical
mobility and missing information regarding available jobs can create large barriers to suc-
cessful job-finding. At the same time, structural change is central and necessary to increase
living standards durably and equitably by allowing ever more people to benefit from higher
productivity levels in more advanced parts of the economy. In the following, value added per
capita growth is broken down for different regions and over different time periods in order
to assess the importance of structural change in growth patterns and the impact of the crisis
in this respect. In the next section, the chapter then aims at analysing the impact structural
change has had on the quality and quantity of jobs in these regions.

Structural change plays a significant role for economic growth
in developing regions

Patterns of value added per capita growth have varied widely across regions over the last two
decades (see Figure 51). Nevertheless, some general lessons can be drawn from this regional
comparison.

A first lesson is that gains in labour productivity within sectors are the main driver of
growth. In particular, labour productivity growth in industry and services play an important
role for aggregate economic growth. Productivity increases in industry have been particularly
important in East Asia, whereas service sector productivity growth has played a larger role
in most other regions, particularly in South Asia. On the other hand, productivity improve-
ments in agriculture figure least prominently among the three broad sectors in most regions.
Often, this is due to the relatively small size of the agricultural sector compared with industry
and services, which decreases the scope at which agriculture can contribute to growth.

Second, in comparison with the contributions of labour productivity improvements
within sectors, productive structural change has quantitatively played a less important, but
still quite considerable role for growth in many regions,confirming earlier findings in the liter-
ature (Kucera and Roncolato, 2012; McMillan and Rodrik, 2011). Structural change has con-
tributed significantly to economic growth especially in East Asia, South Asia, South-East Asia
and the Pacific and Sub-Saharan Africa. The importance of sectoral reallocation has typically
been smaller in Latin America and the Caribbean, the Middle East and North Africa. In con-
trast, Central and South-Eastern Europe has experienced significant productivity gains due
to structural change only in 1999-2007, but not much before and after this period. For the
Developed Economies region, productive structural change is negligible, which is explained
by the marginal role that agricultural employment plays in this region.

Third, labour market and demographic components of value added per capita growth — the
employment-to-population rate, the labour force participation rate and the share of working-
age to total population — tend to be less important drivers of growth, but can become im-
portant at times. In the Developed Economies region, the strong rise in unemployment and
the resulting drop in labour force participation due to discouragement during the crisis slowed
down economic growth significantly. In South Asia, labour force participation has contrib-
uted negatively to value added per capita growth as women have been dropping out of the
Indian labour market in 2005-10 (Kapsos and Silberman, forthcoming). In the Middle East,
growth patterns are dominated by demographic dynamics.

Over the coming years through 2017, value added per capita growth is projected to be
largely driven by improved labour productivity in the services sector for most regions. This is
particularly the case for the Developed Economies, Central and South-Eastern Europe, South
Asia and Latin America and the Caribbean. Economic growth in East Asia and South-East
Asia and the Pacific is projected to entail large contributions of labour productivity improve-
ments within services and also within industry. Considering that these two regions are
expected to be among the fastest-growing regions in the world points to the importance of
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Figure 51. Decomposition of value added per capita growth into its components, by region and period
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industrialization in the development process. But also productive structural change is going
to matter a lot for growth in these regions, according to our projections. In Sub-Saharan and
North Africa, economic growth when considered in per capita terms remains relatively weak
with no particular driver outstanding and pushing growth upwards. Also the Middle East is
projected to grow only modestly, with a growth pattern dominated by labour productivity
improvements within industry.

Structural change has slowed down as global investment plummeted

Structural change has slowed down considerably during the global economic crisis in several
regions, further limiting its contribution to value added per capita growth (see Table 6). The
main driver of structural change is the movement of workers out of agriculture, a sector that
is characterized by a lower-than-average labour productivity in all regions with productivity
levels that are often 50 per cent or more below the average. Central and South-Eastern Europe
has experienced the strongest decrease of the structural change contribution to growth from
1999-2007 to 2007-11, amounting to more than a percentage point annually. It is in fact
the only region in which structural change contributed negatively to growth during the crisis
and it is the region that was hit hardest in terms of within-sector productivity growth. Struc-
tural change has also slowed down in South Asia, Sub-Saharan Africa and Latin America
and the Caribbean with growth contributions that are by 0.5, 0.4 and 0.3 percentage points,
respectively, lower. Out of these three regions it is only Sub-Saharan Africa that in addition
experienced a slowdown in productivity growth within sectors during the crisis.

For 2011-17, for none of the regions in which structural change declined in 2007-11,
productive structural change is projected to fully recover to pre-crisis trends. In particular, in
Central and South-Eastern Europe and Latin America and the Caribbean, the average con-
tributions of structural change to value added per capita growth are projected to reach only
0.5 and 0.2 percentage points, respectively, over the period from 2011-17. This compares with
0.7 and 0.5 percentage points, respectively, between 1999 and 2007. For the Middle East and
North Africa productive structural change will decelerate during 2011-17 despite remaining
large shares of agricultural employment in total employment of 17 per cent and 27 per cent,

Table 6. Contributions of changes in labour productivity to value added per capita growth

Change in growth contribution: Change in growth contribution:

Pre-crisis vs. crisis Crisis vs. projection

Within sector Sectoral Within sector Sectoral

productivity growth reallocation productivity growth reallocation
Developed Economies -09 -0.1 1.2 0.0
and European Union
Central and South-Eastern Europe -2.7 -1.0 1.3 0.8
(non-EU) and CIS
East Asia -0.2 0.2 -0.3 -0.1
South-East Asia and the Pacific -1.3 0.1 1.6 -0.1
South Asia 1.8 -0.5 -1.9 0.3
Latin America and the Caribbean 0.2 -0.3 0.9 0.1
Middle East 0.2 -0.1 0.6 -0.4
North Africa -0.8 0.8 1.3 -1.1
Sub-Saharan Africa -0.7 -0.4 0.7 0.3

Note: Contributions to economic growth in percentage points. The table compares the average contributions of labour productivity
growth occurring within a sector and through sectoral reallocation between the pre-crisis period (1999-2007), the crisis years
(2007-11) and the projection period (2011-17). The decomposition follows the methodology described in Appendix 1. Projections (p)
for 2011-17 are based on projections of sectoral value added shares produced as described in Appendix 2.

Source: ILO calculations; see Appendix 1 and 2 for details on data sources.
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Figure 52. The relation of investment and structural change, 1999-2011

a. Investment shares and structural change b. Investment shares and structural change

0.6 +

0.4 -

Average contribution of structural change
to growth (in percentage points)

0.5 1 .

0.4 - ‘ _

ol oo
Low

Medium High Low Medium High
] ]

L L

Average investment (% of GDP) Average investment growth
Note: Investment is measured by gross fixed capital formation. The figure is based on investment data for 62 developing countries. “Low”,

“Medium” and “High” refer to terciles of the average investment shares and the average investment growth rate, respectively. The columns
show the annual contribution of structural change to growth, averaged over countries that belong to a certain tercile.

Source: ILO calculations; data on gross fixed capital formation are from World Bank; see Appendices 1 and 2 for details on other data sources.

respectively. For North Africa, structural change is even expected to contribute negatively to
growth over the coming years.

The global decline in investment in 2007-11 is key to an understand of this slowdown in
structural change. There are three channels through which investment drives structural change.
First, investment into high-productivity sectors can stimulate the sectoral reallocation of jobs.
Second, capital deepening within a high-productivity sector may enhance labour productivity
and, henceforth, wages in that sector, which can increase the incentives of workers to move
into this sector. Finally, investment plays a crucial role in expanding infrastructure and urban
amenities, which facilitates geographic mobility of workers, and, henceforth, industry and ser-
vice sectors which are usually clustered in areas that benefit from infrastructure investment.

Both investment shares and investment growth rates are important drivers of structural
change (see Figure 52). In developing countries in which investment as a share of GDP is at a
medium or high level, structural change contributes on average more than 0.5 percentage points
annually to value added per capita growth. In countries with comparably low investment shares,
the contribution is only about 0.35 percentage points. There are similar findings when relating
investment growth to productive structural change. Structural change contributes considerably
more to value added per capita growth in countries with high growth rates of investment. The
positive correlations of investment shares and investment growth rates, respectively, with pro-
ductive structural change are statistically significant. This result indicates that, at least partly, the
withdrawal of capital from investments in the developing world may be responsible for the slow-
down of productive reallocation of labour that can be observed in many regions during the crisis.

Labour markets benefit from structural change

Even though structural change is quantitatively less important for value added per capita
growth than within-sector changes in productivity, it can have considerable effects on labour
markets. This section, therefore, analyses the relation between both short- and long-run
drivers of growth, on the one hand, and labour market outcomes as measured by vulnerable
employment, working poverty or the gender gap in labour force participation, on the other.”

* The methodology is outlined in more detail in Appendix 3.
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Results are presented in Figure 53 — Figure 57 which illustrate the relation between
growth patterns and labour market outcomes as derived from a regression analysis. Each
figure shows by how much trends in a particular labour market outcome are estimated to
change in relation to a 1 percentage point increase in a particular growth component, holding
overall value added per capita growth constant. The figures also include a confidence interval
that indicates the precision of the estimate.

Structural change has potential to produce a faster reduction
of vulnerable employment

Structural change is the most effective driver of growth to bring down rates of vulnerable
employment in developing economies, both in the short and in the long run (see Figure 53).
It is the across-sector labour productivity component of growth that is associated strongest
with the speed at which vulnerable employment decreases, compared with other growth com-
ponents. The association is significant as indicated by the fact that the confidence interval
which does not overlap with zero.

A growth model that is based on structural change lowers the share of workers in vul-
nerable employment faster than other growth models, if structural change is associated with
a reallocation of labour away from agriculture into industry and service sectors. Empirical
evidence shows that vulnerable employment is often particularly present in the agricultural
sector (ILO, 2011a). As a consequence, productive structural change is effective in lowering
the prevalence of vulnerable employment on average.

Strong labour force growth in developing countries is associated with higher rates of
vulnerable employment in the short run. In well-functioning labour markets, higher partici-
pation rates are desirable, given that they tend to come along with more employment oppor-
tunities for underrepresented groups in the labour market such as women or older workers.
However, results suggest that these increased opportunities often do not come along with
wage and salaried employment, at least in developing countries and in the short run. Indeed,
women such as those in rural areas of India are frequently self-employed and do not partici-
pate in the salaried workforce (Klasen and Pieters, 2012).

Figure 53. Vulnerable employment dynamics and contributors to value added
per capita growth in developing economies
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overlap with zero, estimates are statistically significant at a confidence level of 90 per cent.

Source: ILO calculations; see Appendices 1 and 2 for details on data sources.
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Growth models based on increased agricultural labour productivity also help lower the
incidence of vulnerable employment, at least in the short run. Agricultural productivity mainly
rises as a result of surplus labour moving into other sectors and out of the rural economy. To
the extent that workers leaving the agricultural sector can find employment in industry or ser-
vices with higher productivity levels, this sectoral reallocation lowers vulnerable employment
permanently. However, if increases in agricultural productivity simply imply labour shedding
in the long run, trends in vulnerable employment do not improve durably.

Structural change has potential to increase the pace at which working
poverty is reduced

Structural change helps bring down working poverty, defined as the share of workers in total
employment who consume US$1.25 at purchasing power parity (PPP) or less per day, an indi-
cator of working conditions under extreme poverty and the lack of access to essential goods
and services. Figure 54 shows the estimated relation between different types of value added
per capita growth and trends in working poverty.”® In particular, it shows that in countries

1@

or years in which more economic growth can be traced back to structural change, the share
of poor in total employment decreases faster, in the short as well as in the long run. It is jobs
in high productivity sectors that bring workers out of poverty. The living standard of workers
who manage to move out of subsistence agriculture and take up these jobs improves on average.

On the other hand, growth which is driven by higher labour force participation and
employment is associated with a faster-increasing working poverty rate in the long run. Hence,
even though employment-intensive growth helps bring down unemployment rates, this often
seems to come at the expense of average job quality. These results suggest that at least some
of the unemployed take up jobs that do not guarantee a decent income. Finally, agricultural
productivity growth is positively associated with decreases in working poverty. Improving
productivity in this sector helps the poorest, which can largely be found in agriculture, even
more so in a longer term perspective.

Figure 54. Working poverty dynamics and contributors to value added
per capita growth in developing economies
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Note: Estimates are based on regressions that are described in Appendix 3. The vertical axis shows the extent to which
trends in the share of working poor change in relation to different components of value added per capita growth which are
listed along the horizontal axis. The components are based on a decomposition that follows the methodology described in
Appendix 1, considering agriculture, industry and services as sectors. If the confidence interval does not overlap with zero,
estimates are statistically significant at a confidence level of 90 per cent.

Source: ILO calculations; see Appendices 1 and 2 for details on data sources.

*® This analysis is based upon the updated ILO estimates of working poverty (see Kapsos and Bourmpoula, forthcoming).
Doing the analysis for actual data on national poverty rates from World Bank PovcalNet, for which a sufficient number
of observations is available, produces similar results.
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Structural change can favour the emergence of a working middle class

Growth patterns that are based more on structural change than on other factors tend to come
along with a faster increase in the middle-class share of workers in developing countries, at
least in the short term (Figure 55). This is evident when looking at the estimated short term
relation between the across-sector labour productivity component of growth and trends in
the working middle-class share. The relation is estimated to be positive and significant, given
that the confidence interval does not overlap with zero. In other words, the more productivity
gains are generated through structural change, the faster the working middle-class increases
on average.

In this context, the working middle class is defined as the share of workers that live
on between US$4 and US$13 PPP per day, which are common thresholds in the literature.
Estimates of the working middle class are part of the ILO’s new estimates of employment by
economic classes (Kapsos and Bourmpoula, forthcoming). As discussed in Chapter 1, the
middle-class itself can be viewed as an essential driver of the economic development process.

Strong labour force growth is associated with a reduction in the size of the working
middle-class. This result suggests that fast increases in labour force participation reduce the
average quality of jobs available and lower the income of some of those in employment. Taking
a closer look at the data that underlie the analysis, this negative association is particularly
strong in Sub-Saharan Africa, the Middle East and North Africa where social security sys-
tems are less well developed and surplus labour is absorbed in the informal economy. It is
also strong for Central and South-Eastern Europe, which, however, seems to be partly driven
by workers’ moves into an expanding upper class rather than increases in working poverty.
Moreover, the negative association is stronger in the long than in the short run, suggesting
that increases in the labour force do not automatically come along with a rise in middle-class
jobs that would help absorb these additional workers.

Figure 55. Middle-class employment dynamics and contributors
to value added per capita growth in developing economies
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Note: Estimates are based on regressions that are described in Appendix 3. The vertical axis shows the extent to which
trends in the share of the working middle class change in relation to different components of value added per capita growth
which are listed along the horizontal axis. The components are based on a decomposition that follows the methodology
described in Appendix 1, considering agriculture, industry and services as sectors. If the confidence interval does not
overlap with zero, estimates are statistically significant at a confidence level of 90 per cent.

Source: ILO calculations; see Appendices 1 and 2 for details on data sources.
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Structural change is neutral to youth unemployment

Structural change is found to be largely neutral to youth unemployment, an issue of major
importance in most developed and some developing economies in recent years (Figure 56).
If anything, it is associated very weakly, and only in the short term with increases in youth
unemployment in developing economies. On the other hand, employment-driven growth
strongly contributes to bringing down youth unemployment rates, stressing the importance
of a favourable labour market to help improve the outlook for young job-seekers.

Moreover, the analysis suggests the existence of a short term trade-off between youth
unemployment and improvements of productivity within agriculture, industry and services.
Indeed, the estimated short term relation is significant for all sectors, both in developed and
developing economies, as indicated by Figure 56. However, typically this relation does not
hold in the long run. It is even reversed for agricultural productivity in a selection of devel-
oped economies, for which the decomposition is implemented at a more disaggregate level,
considering 21 sectors.

Figure 56. Youth unemployment dynamics and contributors to value added
per capita growth in developing and developed economies
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Note: Estimates are based on regressions that are described in Appendix 3. The vertical axis shows the extent to which trends in
the youth unemployment rate change in relation to different components of value added per capita growth which are listed along
the horizontal axis. The components are based on a decomposition that follows the methodology described in Appendix 1,
considering agriculture, industry and services as sectors for developing economies and developed economies. For a selection of
developed economies, the decomposition also considers 21 disaggregate sectors. If the confidence interval does not overlap with
zero, estimates are statistically significant at a confidence level of 90 per cent.

Source: ILO calculations; see Appendices 1 and 2 for details on data sources.

Structural change is neutral to the gender gap in prime-age labour force
participation

Structural change seems to be largely neutral to the gap in labour force participation rates
between women and men, at least for the age cohort of 35 to 54 years (Figure 57).* Structural
change, therefore, does not affect the social sustainability of growth by undermining equal
opportunities for women and men on the labour market. Moreover, the more growth relies
upon the labour force participation component itself, the smaller the gap in labour force par-
ticipation between the two sexes. This result suggests that increases in overall labour force par-
ticipation rates are mostly driven by women. Moreover, there is some evidence for developed
countries that productivity improvements within agriculture, industry and services come
along with an increase in the gender gap of labour force participation rates in the long run.

*! By restricting the age category accordingly, the impact of child-bearing on this difference is taken out at least to some
extent.
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Figure 57. Dynamics in the labour force participation gap and contributors to value
added per capita growth in developing and developed economies
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Note: Estimates are based on regressions that are described in Appendix 3. The vertical axis shows the extent to which trends in
the difference between male and female labour force participation rates change in relation to different components of value
added per capita growth which are listed along the horizontal axis. The components are based on a decomposition that follows
the methodology described in Appendix 1, considering agriculture, industry and services as sectors for developing economies
and developed economies. For a selection of developed economies, the decomposition also considers 21 disaggregate sectors.
If the confidence interval does not overlap with zero, estimates are statistically significant at a confidence level of 90 per cent.
Source: ILO calculations; see Appendices 1 and 2 for details on data sources.

This chapter has shown that structural change is an important driver of value added per capita
growth and plays an important role in promoting productive employment and decent work.
In particular, structural change can help reduce the incidence of vulnerable employment and
working poverty and increase the middle-class share of workers. In other words, policies to
promote productive transformation and structural change are a key part of the policy package
to promote productive employment and decent work.

However, between 2007 and 2011, such gains due to job reallocation across sectors have
decreased in Central and South-Eastern Europe, Latin America and the Caribbean, South
Asia, Sub-Saharan Africa and the Middle East. Employment has moved out of low-pro-
ductivity agriculture into industry and services at a much slower pace than before in these
regions. None of these regions is in fact projected to get fully back on its pre-crisis path of
structural change, suggesting that the crisis caused more damage than previously thought in
the development prospects of many developing countries. Especially for Central and South-
Eastern Europe and Latin America and the Caribbean, the contribution of structural change
to growth is projected to remain considerably below pre-crisis levels. Structural change in the

Middle East and North Africa is expected to slow down between 2011 and 2017.
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Appendix 1. The decomposition of value added per capita growth

The decomposition of value added per capita growth is a descriptive tool that this chapter
makes extensive use of. Although it is important to bear in mind that decompositions are
unsuitable for the establishment of any causal relationships, the decomposition is still useful
to quantify the individual contributions of different factors to overall economic growth. This
Appendix provides some technical details on how this chapter decomposes economic growth
into its components.

The notion of growth in this chapter refers to gross value added as opposed to GDP per
capita growth. GDP corresponds to gross value added plus taxes minus subsidies on products,
so the two macroeconomic aggregates are in fact closely related. However, since decomposi-
tions require data by sector and these sector-specific data are available only for gross value
added, it is gross value added per capita growth that is decomposed.

In what follows, this Appendix describes the data sources that are used, before going
through the two steps of the decomposition. Within a box, an example illustrates each of the
two steps and details out how to calculate growth components in practice.

Data

All growth decompositions in this chapter rely on total gross value added data which stem
from the World Bank’s World development Indicators (W DI), complemented with data from
the UN Statistics Division, using the methodology described in Appendix 2 to derive esti-
mates for missing values and arrive at medium-term projections. Total employment data and
projections are taken from the October 2012 update of the ILO’s Global Employment Trends
(GET) model. The source of labour force data and projections is Economically Active Popu-
lation, Estimates and Projections (6th edition, July update) (EAPEP). Estimates and projec-
tions of the working-age population, which the ILO defines as the population aged 15 or
above, come from UN Population Division’s World Population Prospects, 2010 Revision.

For 163 countries, the growth decompositions distinguish between agriculture, industry
and services as sectors.”> For these decompositions, sectoral value added data comes from
the World Bank’s WDI and the UN Statistics Division, using the methodology outlined
in Appendix 2 to derive estimates for missing values and projections.”® Sectoral employment
data and projections have their origin in the October 2012 update of the ILO’s GET model.

For a subset of 29 countries from the Developed Economies region, data availability
allows a more refined growth decomposition that takes into account 21 different sectors.”
The analysis draws from EU KLEMS March 2011 update which contains detailed sectoral
data for gross value added and employment. In order to ensure consistency of the analysis, data
are adjusted to match total employment from the ILO’s GET model.

*? Compared to the 178 countries which enter the regional figures referred to in other chapters of this report, Afghani-
stan, Cuba, Guadeloupe, Democratic People’s Republic of Korea, Libya, Macau (China), Martinique, Myanmar, Nether-
lands Antilles, Puerto Rico, Réunion, Somalia, Taiwan (China), West Bank and Gaza Strip and Zimbabwe do not enter
the analysis in this chapter due to absence of data.

% Services value added includes imputed bank service charges, import duties, and any statistical discrepancies noted by
national compilers as well as discrepancies arising from rescaling (World Bank, 2012b). Results therefore need to be in-
terpreted with caution (Timmer and de Vries, 2009; Kucera and Roncolato, 2012; Griliches, 1992).
** These 29 countries are Australia, Austria, Belgium, Cyprus, Czech Republic, Denmark, Estonia, Finland, France,
Germany, Greece, Hungary, Ireland, Italy, Japan, Republic of Korea, Latvia, Lithuania, Luxembourg, Malta, Nether-
lands, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, United Kingdom and the United States.
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Step 1. Decomposition of value added per capita growth

In order to grasp the main idea of the decomposition, it is essential to understand that value
added per capita y in year # can be written as follows:

y,=w,el,p, 1)

where w stands for labour productivity defined as value added divided by employment in terms
of the number of workers, ¢ stands for the employment rate defined as the share of employ-
ment in labour force, / is the labour force participation rate and p is the share of working-age
population in total population.

The decomposition of growth relies on the Shapley methodology (Shorrocks, 1999) of
which a variant is embedded into the World Bank’s Growth Decomposition tool (World
Bank, 2012b). The Shapley methodology decomposes growth into its components. Each com-
ponent refers to the contribution of the four factors” changes over time to value added per
capita growth.

When implementing a decomposition of value added per capita growth, the size of each
component can be interpreted as the marginal impact of a particular driver of growth. It
shows the growth rate of value added per capita with only the respective factor changing as
observed, but all other factors remaining unchanged. Factors can remain unchanged cither at
the level of the first year of the time period considered or at the level of the final year. Takinga
weighted average, the Shapley decomposition approach considers all possibilities of remaining
unchanged. The methodology yields an exact decomposition, so that all components exactly
sum to total value added per capita growth. Growth can then be written as:

V=W e+ @

where 5/: corresponds to value added per capita growth and Wt, Et, Z and D stand for the
growth components that can be associated with changes in labour productivity, employment
rate, labour force participation and the share of working-age in total population, respectively.

Applying the Shapley methodology to a growth decomposition in which these four
factors are considered, the respective growth components of equation (2) for growth from
year z—1 to year ¢ can be derived as:

Wz (Wl _Wlfl) ezlzpz + ez—llz—lpz—l + ez—llzpz + ezlt—lpz + ezlzpz—l + ez—llz—lpz + ezlz—lpz 1 pz 1 (3
o (v,) L4 4 12 12 12 12 12
2 = (el _elfl) ertpt + Wt—llt—lpt—l + Wt—lltpt + thr—lpt + thtpt—l + Wt—llt—lpr + tht—lpt 1 pt 1 (4
Co(y,) L4 4 12 12 12 12 12
7 — (ll _lffl) Wlelpl + W/—le/—lpz—l + W—lezpt + erz—lpt + erzpt—l + Wt—let—lp/ + Wtet—lpz 1 pz 1 (5
(v,) \ 4 4 12 12 12 12 12
}72 (pl_ptfl) erzlz + Wz—lez—ll/—l + W, letlz + W llt + erzlt 1 Wz—lez—llz + W llz L4 W, lezlz 1 (6)
() 4 4 12 12 12 12 12 12

The first term on the right-hand side of the equations is the change of the respective factor
in absolute terms, weighted with value added per capita in the first year of the period that is
considered. The second term contains a weighted average of all possible combinations of the
other components remaining unchanged at either the first or the last year of the period. The
result in equations (3)—(6) is the first-step decomposition of growth.
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Step 2. Decomposition of labour productivity component

As second step, the labour productivity component of growth is further decomposed into
sector-specific within components and an across component. This decomposition considers
that an increase in labour productivity can result from either productivity improvements
within a sector or from a reallocation of jobs across sectors, i.e. from low- to high-produc-
tivity sectors. As sectors, the decomposition encompasses agriculture, industry and services.

For some developed economies, a more disaggregate approach is possible using 21 sec-
tors. These closely follow the ISIC classification of industries and are agriculture, mining and
quarrying, food and beverages, textiles products and footwear, wood products, pulp and paper
products, chemicals, non-metallic mineral products, basic metals, machinery, electrical and
optical equipment, transport equipment, other manufacturing, electricity and water supply,
construction, wholesale and retail trade, hotels and restaurants, transport and communica-
tion, financial intermediation, real estate services, and social and personal services.

The within component for a sector s provides a measure of how a change in productivity
within this sector, 2, contributes to value added per capita growth, holding the share of the
sector’s employment in total employment, j*, at a constant level. Here the constant level cor-
responds to the simple average of the share at the beginning and the end of the growth period
considered. The within component for sector s can be written as follows:

S S .5 s\
Wis _ (Wf Wffl) ]t +~]t—1
= w
' (w -w ) 2 !
t -1

)

The across component, in contrast, is a measure of the net importance of sectoral employment
in- and outflows in terms of productivity gains. It provides a measure of structural change, or,
more precisely, of productivity gains due to structural change. It can be written as:

(j,s - jf_l) w+w | —

AC _
W = 2 (Wt - Wt_l) 2 i N

seS

If a sector is a lower-than-average productivity sector and loses employment relative to other
sectors, the across component will contribute positively to growth. For a higher-than-average
productivity sector, the result will be the opposite with employment losses contributing nega-
tively to growth.

Summing up all sectoral within components and the across component results once more
in an exact decomposition. By construction, all components sum to the total contribution of
labour productivity to value added per capitagrowth which can be formally written as follows:

W= Wk W ©)
seS
The decomposition into within and across components of labour productivity, described in
equations (7)—(8) corresponds to what this chapter refers to as second-step decomposition of
growth.
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Box Al. Example: Decomposition of value added per capita growth (Steps 1 and 2)

To illustrate the calculations that are done for the decomposition, this box introduces a practical
example. Consider a fictive economy with the following raw data:

Variable Year 1 Year 2 Change (Abs.)
Value added 10000 11000 +1000
Total population 1000 1020 +20
Working-age population 700 710 +10
Labour force 450 455 +5
Employment 400 420 +20
Value added: Agriculture 500 500 +0
Value added: Industry 5500 6200 +700
Value added: Services 4000 4300 +300
Employment: Agriculture 40 35 -5
Employment: Industry 200 213 +13
Employment: Services 160 172 +12

Based on these raw data, it is straightforward to derive the main ingredients for equations (3)—(8)
which consist of ratios that are calculated on the basis of the raw data. These look as follows:

Variable Symbol  Year 1 Year 2 Growth
(in per cent)

Value added per capita y 10.000 10.784 +7.84
Working-age in total population p 0.700 0.696 -0.56

Labour force participation rate / 0.643 0.641 -0.31

Employment rate e 0.889 0.923 +3.85
Labour productivity w 25.000 26.190 +4.76
Share of agriculture in total employment JAeR 0.100 0.083 -16.67

Share of industry in total employment jMme 0.500 0.507 +1.43
Share of services in total employment J5ER 0.400 0.410 +2.38
Labour productivity: Agriculture wASk 12500 14.286 +14.29
Labour productivity: Industry wNP 27.500 29.108 +5.85
Labour productivity: Services wSER 25.000 25.000 +0.00

Step 1. Decomposing total value added per capita growth into labour productivity,
employment rate, labour force participation and demographic component

Using the Shapley methodology to decompose economic growth into components that can be
associated with changes in labour productivity, the employment rate, labour force participation and
the share of working-age in total population, respectively, equations (3)-(6) produce the following
result for the given example:

Growth component Symbol Growth component

(in percentage points)

Total in working-age population p -0.58
Labour force participation rate I -0.33
Employment rate e +3.92
Labour productivity w +4.83
Value added per capita growth v +7.84

The growth components roughly correspond to the growth rates of labour productivity, the employ-
ment rate, labour force participation and the share of working-age in total population, respectively,
which facilitates the interpretation. However, in contrast to the individual growth rates, all growth
components add up exactly to total value added per capita growth.
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Step 2. Decomposing the labour productivity component into within-sector
and across-sector subcomponents

The second step decomposes the labour productivity component of growth into a subcomponent
that can be associated with productivity changes within a sector, where the example distinguishes
between agriculture, industry and services, and one that can be associated with productivity
changes that occur due to the reallocation of employment across sector, also labelled as productive
structural change. On the basis of equations (7) and (8), the following values for the within and
across sector components can be calculated:

Growth component Growth component

(in percentage points)

Labour productivity: Within agriculture W W AGR +0.66
Labour productivity: Within industry W IND +3.29
Labour productivity: Within services VW SER +0.00
Labour productivity: Across wAC +0.88
Labour productivity w +4.83

In the example, the within-services labour productivity component takes on a value of zero, since
labour productivity in services does not change from year 1 to year 2. The within-agriculture and
within-industry components are positive, given that labour productivity in these sectors increase.
The across-sector component has equally a positive value, since the employment share in agri-
culture is lower in year 2 compared with year 1, while the reverse is true for industry and services.
This information combined with the fact that agriculture is a low-productivity sector and industry
and services are high-productivity sectors in our example makes the overall productive structural
change component contribute positively to value added per capita growth.

In summary, transforming the raw data through the decomposition quantifies the drivers of growth,
which are not always immediately apparent from the raw data.

Appendix 2. Forecasts and imputations of value added

The growth decompositions that are detailed out in Appendix 1 require data on total gross
value added and gross value added at the sector level. For the decomposition that takes into
account agriculture, industry and services as sectors, this chapter contains regional figures
which, for consistency over time, have to rely on a balanced dataset for the countries that make
part of the regions. The chapter also contains projections of value added per capita growth and
its sources. This Appendix describes the methodology that is used to:

® estimate missing data points for total and sectoral value added in 1991-2011 in the wave
non-response case, i.e. when countries report data for some, but not all years,

® project total and sectoral value added in 2012-17.

The decomposition of growth by region requires balanced value added data for 1991-2011
and forecasts for 2012-17° The World Bank’s World Development Indicators database
(WDI) contains sectoral value added data in constant US$2000 for 161 countries from 1991
to 2011.°¢ For 73 of these countries, total and sector value added data are balanced from 1991
to 2011. For the other 88 countries, 35.5 per cent of data points for total value added from
1991 to 2011 are missing with the information on all three sectors’ value added being either
incomplete or missing. To the 161 countries, data for six additional countries are added from
the UN Statistics Division.

The sample is restricted to these 167 countries for which at least some data points are
available. For four out of these 167 countries, the generation of a balanced dataset with

*> Data for 2012 are not yet available at the time this report is released.

*¢ Note that these numbers refer to data availability as of beginning of September 2012.
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imputations and forecasts for 1991 to 2011 of total and sector value added is infeasible, since
some input data for the projection model are not available.

For 163 countries, the projection model outlined below allows a balanced value added
dataset to be created and it is those countries that enter the regional aggregates for which value
added per capita growth decompositions are implemented. It is equally those 163 countries
that enter the empirical analysis in which growth components are related to labour market
indicators. These 163 countries account for 97.4 per cent of employment worldwide.””

Total value added

In the first step, the projection model completes the data series for all 163 countries with
respect to total value added, imputing 1991-2011 values whenever there are missing data
points and projecting 2012-17 values for all countries.

Since the available series do not contain any gaps, but instead are incomplete either at the
beginning of the data period or at the end or both, value added is simply extrapolated back-
wards and forwards on the basis of real GDP growth rates as estimated and projected by the
IMF in its World Economic Outlook, October 2012. This procedure produces a balanced panel
for 1991-2011. In the next step, the IMF’s projections of real GDP growth rates for 2012-17
are applied to all 163 countries’ gross value added. This procedure complements the balanced
panel of total value added, arriving at a dataset for 163 countries for 1991-2017.

As a first quality check, it is insightful to verify how value added and GDP are related to
cach other when both are observed, given that GDP growth rates are used to extrapolate value
added. For this purpose, the check compares 1991-2011 data on GDP from the IMF with
our 1991-2011 sample of value added data for 163 countries from the World Bank and the
UN Statistics Division. The correlations between levels and growth rates are above 0.99 and
0.86, respectively. Correlations in a comparable range can also be observed when looking at
cach region separately. These results provide strong empirical support for the validity of using
GDP growth rates to impute value added.

A second quality check investigates whether growth rates of GDP are systematically
higher or lower than growth rates of value added. The pattern is relatively balanced with
1,337 observations, where value added grows faster than GDP and 1,484 observations, where
the reverse is true. The pattern is similarly balanced when considering each region separately.
As a consequence, there is no reason to worry about a systematic over- or underestimation of

imputed value added.

Value added by sector

The second step of the projection model imputes sector value added data for those coun-
tries that do not report balanced data for agriculture, industry and services value added, and
derives mid-term projections for these variables.

For this purpose, an empirical model is set up to predict the shares of each sector in total
value added. Since the dependent variables are shares and have the specific property of lying
between zero and one and adding up to one, we apply a log-ratio transformation to ensure that
predictions fulfil these properties. The logarithm of the share of agriculture over the share of
services in value added, and the logarithm of the share of industry over the share of services
in value added in differenced form are then the dependent variables of two equations. It is
worth noting that in this framework, it does not matter for the predictions which sector’s

*” This data coverage ratio is calculated for 2011.

114 Giobal Employment Trends 2013 | Recovering from a second jobs dip T



value added share is chosen to be the denominator of the dependent variables, given that all
choices produce the same predictions.

The equations are estimated for each region separately using Zellner’s seemingly unre-
lated regression (SUR) estimation methodology®® and look as follows:

Alog (1‘% jz a,+ o, A logGDPPC,+ o, Alog GDPPC, +c, A logURB,+ o, AlogURB, + 1!
it
1
Alog(% ]: B,+ B, AlogGDPPC + 3, Alog GDPPC, + B, A logURB, + 3, AlogURB,  + ,u;
it

A, Iand § are the shares of agriculture, industry and services, respectively, in total value added.
In order to account for the well-established relation between the level of development and the
sectoral structure of an economy (Chenery and Taylor, 1968), GDPPC is included and stands
for GDP per capita in constant 2005 international US dollars, taken from the World Bank’s
WDI. Urbanization rate URB comes from the UN Population Division. Moving out of agri-
culture is expected to come along with increased urbanization.

All variables are introduced in log-differences and enter the equation both contempo-
raneously and with a lag”® Looking at the regression results by region, the four independent
variables are jointly significant at the 5 per cent level in 16 of the 18 equations that are esti-
mated for nine regions. In 13 of the equations they are significant at the 1 per cent level.

Based on the estimated coefficients, predictions of the dependent variables can be calcu-
lated, which, after a re-transformation, can be applied in differenced form in a backward and
forward manner to the available data on sectoral shares in value added. This includes again
the projection period 2012-17. For this purpose, GDPPC is extrapolated on the basis of GDP
growth rates from World Economic Outlook (IMF, 2012b) and population data from the UN
population division. Equally, urbanization forecasts are taken from the UN population divi-
sion. The application of this procedure results in a balanced dataset of sector value added for
163 countries for 1991-2017.

To check for the quality of predictions, cross-validation techniques are applied, ran-
domly excluding 10 per cent of the observed sample, before estimating equations (1) and (2)
and predicting sectoral value added shares on the basis of this reduced sample. This random
drop of observations is repeated 300 times in a jack-knife type of procedure. Each time, the
implemented algorithm calculates separately for agriculture, industry and services how well
predicted values fit the actual values of the excluded observations in terms of the percentage
deviation. Table 7 shows the cross-validation results.

To understand the table, consider for example the first upper-left cell. This cell implies
that on average, 84.5 per cent of the predictions of agricultural value added shares deviated less
than 10 per cent from the actual data point for the observations that had been excluded from

Table 7. Cross-validation results on the precision of sectoral value added share predictions

Summary Percentage of observations with a percentage deviation of the predicted
statistics over from the actual value of less than 1%, 5% or 10%
300 random . .
repetitions Agriculture Industry Services
<10% <5% <10% <10%
Mean 84.5 61.5 159 96.3 88.1 445 92.8 79.8 28.3
Maximum 89.8 70.0 21.8 99.0 93.1 52.0 974 85.8 35.1
Minimum 76.9 54.6 10.3 92.7 82.8 373 87.8 73.6 21.1

** SUR s in our case equivalent to OLS, since we include the same set of explanatory variables into both equations.

*® The inclusion of further lags does not add significantly to the explanatory power of the regressions.
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the sample. In one of the 300 repetitions, it happened that 89.8 per cent of the predictions
were within the 10% per cent-range around the actual data point. The minimum observed
was 76.9 per cent.

If the actual data point for the agricultural share was 20 per cent, a deviation of less
than 10 per cent implies a prediction for the share in the range between 18 and 22 per cent.
A deviation of less than 5 per cent implies in the same example a prediction between 19 and
21 per cent. A deviation of less than 1 per cent corresponds to a prediction between 19.8 per
cent and 22.2 per cent, the prediction hitting almost exactly the target.

From cross-validation, it becomes apparent that the predictions of services value added
are most accurate, while those for agriculture value added tend to be the least accurate. On
the whole, the cross-validation procedure gives very satisfying results with large prediction
errors occurring only with a very low probability, providing confidence in the validity of the
chosen approach.

Appendix 3. Patterns of growth and labour market outcomes

In order to analyse whether a certain pattern of growth is supportive for good labour market
outcomes, the analysis in this chapter relies on country-specific growth decompositions as a
tool through which growth patterns can be identified.

Inference is made on the basis of regression techniques, using changes in selected labour
market indicators as dependent variable. As independent variables, both the respective com-
ponent of value added per capita growth from the growth decomposition and the total value
added per capita growth rate enter the regression. Specifying the regression equation in this
way ensures that it is the intensity of growth that is captured. In other words, it makes a dif-
ference if we observe a certain value for a growth component in an economy in recession with
a negative growth rate or in an economy that grows at double-digit speed. The inclusion of
value added per capita growth accounts for this difference.

Regressions account for differences in short- and long-run effects. The short-run ana-
lysis aims at capturing the immediate relationship between a particular pattern of growth
and a particular labour market outcome, relying on data from annual growth decomposi-
tions, annual changes in labour market indicators and annual value added per capita growth
at the country-level for 1991-2011. The following equation is estimated with ordinary least-
squares (OLS) country-specific fixed-effects panel estimation techniques:

ALMI = o +a COMP, +a,p, +€ +&,

In contrast, the long-run analysis, which is designed to capture the relationship between a par-
ticular pattern of growth and a particular labour market outcome within a longer time period,
makes use of growth decompositions, changes in labour market indicators and average annual
per capita growth over this longer period. The following cross-section equation is estimated in
this case with simple OLS estimation techniques:

ALMI = o, + 0, COMP + o, p, + €,

In the above two equations, LM stands for one of the labour market indicators and COMP
corresponds to the respective component of growth. 3 represents value added per capita
growth, € the country-specific fixed effect and €, the error term.

Results are presented in Figure 53 through Figure 57, which show the point estimate of
a, together with the 90 per cent confidence interval. The variable COMP is taken from the
growth decompositions that are described in Appendix 1 of this chapter.

The results for Developing Economies and Developed Economies are generated by set-

ting COMP in the above two equations equal to €, [, WS, w"* 4% "0 qnd "' SER

5
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measuring how much value added per capita growth is driven by changes in labour force par-
ticipation and employment, structural change and labour productivity changes in agriculture,
industry and services, respectively. All components COMP in this case are taken from the
growth decompositions that distinguish between these three sectors. The period that is con-
sidered for the long-run analysis is 1999-2011.

Results for Developed Economies (Selection), shown in Figure 56 and Figure 57 use
for COMP the components from those growth decompositions that consider 21 sectors.
Following the above, the analysis uses /, € and W€ of this decomposition to measure how
intensive growth is in labour force participation, employment and structural change, respec-
tively. To measure how much growth is driven by within-sector labour productivity improve-
ments, the within components of the 21 more disaggregate sectors are aggregated to the three
broad sectors, before they enter the regression. The period for the long-run analysis is, due to
data limitations, set to 1999-2007.
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5. Recovering from the second jobs dip:
Challenges and policies

In 2012, the world of work began experiencing a double dip in jobs. With growth weak-
ening in major economies and regions and the global slowdown affecting ever more countries,
employment growth has sharply decelerated and unemployment has begun to rise. While

ad
-—
growth is projected to modestly accelerate in 2013, mounting uncertainty regarding the out-
look and the capacity of policy-makers to find appropriate instruments to deal with the crisis, @
is holding back investment and hiring, «
The persistent problems in employment generation have mounted severe challenges. Long-
term unemployment is on the rise; mismatches in skills and occupations make it increasingly e
difficult for those without a job to find decent work opportunities. This is threatening long-
term progress in poverty reduction and increased living standards that the world economy has
managed to achieve over the past decade.
Policy-makers need to take the necessary actions to prevent a further deterioration of
the economic and social outlook. The global economy is far from a regular, cyclical downturn
that would correct itself automatically. Rather, without decisive corrective action, it might be
pushed into a period of stagnation and social turmoil for years to come. As this report has
shown, past experiences from historical financial crises point to the risk of a prolonged period
of low growth and high joblessness if no further action is taken. To avoid a further deteriora-
tion, policy-makers should concentrate on four interrelated issues: (i) tackling policy uncer-
tainty, (ii) coordinating action to support aggregate demand, (iii) addressing rising labour
market mismatch problems and (iv) focusing action on youth joblessness.

Tackle uncertainty to increase investment and job creation

The crisis in the Euro area, the fiscal cliff and now the debt ceiling debate in the United
States, growing policy incoherence (discussed in Chapter 1) and failure to implement timely
reform measures, largely in the advanced economies, have led to heightened uncertainty and
currently prevent a broader and more sustainable recovery in developed economies, which
has had negative spillover effects to some developing economies. In advanced economies,
firms are holding back their investment and hiring plans until they see the new risks and
opportunities more clearly. Similarly, deleveraging of banks and houscholds has gone una-
bated through the recovery period, partly as a result of the uncertain outlook. Private actors,
largely in the EU area, prefer to lower their outstanding commitments in order to be able to
better face new, upcoming risks. As long as this high uncertainty continues, the recovery is
unlikely to take off and recessionary conditions will continue to spread globally. Stabilizing
expectations and providing a more transparent policy outlook is therefore key to jumpstart
the global economy.

Depressed labour markets and low wage growth are weighing on household disposable
income, thereby lowering aggregate demand and prolonging the deleveraging process, in par-
ticular in countries that had experienced a strong housing bubble in the build-up of the crisis.
Weak private consumption and low consumer confidence further add to the unwillingness of
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firms to expand capacity. Recent discussions in Spain to install a debt moratorium for house-
holds with large, unsustainable mortgages are a step in the right direction to foster stronger
consumption growth and ultimately job creation. In addition, targeted credit provision to sec-
tors with impaired access to funds and which are contributing strongly to employment growth,
such as small and medium-sized enterprises in the service industry can strengthen employment
creation and overcome the liquidity constraints that firms continue to face (Calvo, 2011).

A second source of uncertainty stems from the lack of a credible exit strategy for dis-
tressed countries. In several (mostly European) countries, sovereign debt levels have reached
barely sustainable levels, with serious adverse consequences for the real economy in these
countries. So far, policy-makers have not seemed ready to provide a consistent and sound
strategy to surmount real and financial problems in these countries. A number of solutions
have been implemented to face immediate liquidity problems, such as the outright monetary
transaction program (OMT) of the ECB, and the European Stability Mechanism (ESM),
which allows direct support to individual banks and helps to break the vicious circle between
bank bailouts and national debt. What is further needed is mutualisation of at least part of
the debt these countries have accumulated (ILO, 2012d). More ad hoc solutions to problems
as they emerge are unlikely to reduce uncertainty.

Finally, several policy measures need to be implemented quickly to restore confidence in
financial market stability. First, reform proposals for the financial sector and targeted meas-
ures to support the banking industry need to be implemented swiftly. In this regard, the fact
that some of the reform instruments that were signed into law in 2010 in the United States
as part of the Dodd-Frank Act are still not fully operational, continues to contribute to the
uncertain outlook. Similarly, in the Euro area new measures to safeguard the banking sector
have in principle been voted and enshrined in the European Stability Mechanism (ESM) but
will not actually start to function before the summer of 2013. These measures need to come
into effect to further improve financial intermediation. Also, many policy efforts have been
aimed at improving conditions for sovereigns to (re-) finance their debt burden, with far less
policy action to improve credit conditions for businesses. A better functioning financial sector
would also be one that directs more credit and investment towards the real economy, spur-
ring investment and employment. As indicated in the last issue of the Global Employment
Trends report, a fully fledged, operational reform framework that stabilizes financial mar-
kets is likely to contribute substantially to stronger employment growth. Waiting longer and
delaying implementation further adds to uncertainty, thereby restricting credit especially to
SMEs and keeping unemployment high and even rising.

Coordinate stimulus for global demand
and employment creation

What is needed is an internationally coordinated effort to support global demand more
broadly. Currently, the attempt to solve high and unsustainable sovereign debt through aus-
terity measures has created a dangerous downward spiral whereby fiscal retrenchment in
one country spills over to neighbours, creating new imbalances that require even more fiscal
adjustments. Such policies are unlikely to lead to a sustainable recovery even if the downward
spiral eventually bottoms out. Similarly, the strategy currently followed in some European
countries to focus on export competitiveness in order to restore engines of growth cannot
succeed for all member countries at the same time; as price competitiveness improves in one
country, competitors within the region will have to follow suit, further adding to the danger
of a downward, deflationary spiral (see ILO, 2010).

Rather, policy actions need to be coordinated globally in order to rebalance growth and to
foster multi-polar growth engines. Currently, global growth is impaired by crisis conditions in a
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few countries that have spilled over, affecting global trade and financial conditions throughout
the world. Global growth should rest on strong domestic conditions in several large economies
to help stabilize economic activity around the world. This requires that many more coun-
tries than currently should strengthen their domestic economy rather than relying strongly
on export-driven growth. Those countries that have been harmed by large and persistent cur-
rent-account deficits that have led to a dangerous foreign-debt overhang may need to focus on
restoring external competitiveness through internal or external devaluation. Other countries,
particular among emerging economies, should start focusing more on strengthening domestic
demand. This will allow more diversification of the global drivers of growth.

The growing purchasing power of the emerging middle-class in many developing econ-
omies could help bring about such a development, supporting stronger investment and con-
sumption in these economies. In time, this could help provide a substantial boost to global
aggregate demand, contributing to more balanced and sustainable global economic growth.

Coordinated stimulus requires monetary policy to remain accommodative and to con-
tinue its reflationary stance. In particular, major central banks need to keep up with pro-
viding liquidity through unconventional policy interventions. In this respect, the deceleration
in global inflation is likely to make the task of global rebalancing more difficult for policy-
makers. On the one hand, in the presence of nominal wage rigidities it will prevent crisis
countries in the Euro area from benefiting from faster improvements in competitiveness, as
they cannot devalue their nominal exchange rate. On the other hand, low inflation and even
more the risk of a deflation keeps the debt burden up or even rising, thereby further pushing
sovereigns, banks and households into deleveraging. Monetary policy-makers, therefore,
need to ensure that inflation expectations remain stable or slightly upward-rising. Temporary
surges of inflation, in this respect, can help prevent deflationary sentiments from taking hold
and might provide growth margins for crisis countries in the Euro area (Schmitt-Groh¢ and
Uribe, 2012).

Address labour market mismatch
and promote structural change

The bulk of unemployment created by the crisis has been cyclical. However, the deep and
prolonged recession in labour markets has intensified structural problems that predated the
crisis. In particular, skills mismatches and occupational shifts have worsened, which is ham-
pering the jobs recovery and reducing the effectiveness of policy interventions to stimulate
growth. At the same time, global economic woes have lowered the pace of structural change
in many developing regions, an essential ingredient for them to improve employment quality
and offer more decent work opportunities to their working-age population. Both call for pol-
icies to facilitate workers’ mobility across sectors in order to support continuous job creation
and stimulate successful productive transformation. In addition, developing countries need
to accelerate productivity growth within sectors, especially in agriculture. This in itself can
enable structural change out of agriculture and into higher value-added sectors.

Skill and occupational mismatches can prove to be a transitory phenomenon if properly
addressed. In particular during times of rapid structural change, new jobs appear in different
sectors and with different competence requirements than those that disappear. Targeted edu-
cational and vocational training policies can help to address these problems and prevent job-
seckers from losing employability in the more dynamic sectors of the economy. Such policies
should be integrated into a wider package of active labour market policies in order to provide
the right mix of training and incentives that help workers quickly move to new opportunities.

In addition, well-designed unemployment benefit systems can support a quick and suc-
cessful restructuring of the economy. As documented by chapter 4 productive structural
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change, i.e. the reallocation of jobs from low- to high-productive sectors, comes along with
less vulnerable employment, less working poverty and a larger working middle-class. However,
moving from agriculture to jobs in industry or services often involves significant costs. Workers
often have to move from rural to urban areas and face an initial period of unemployment
during their job search. Moreover, they face increased risks of unemployment related to pro-
bationary periods and potential skills mismatch. Unemployment benefits can alleviate these
costs and risks, thereby encouraging and facilitating structural change. In particular, they
can help improve the quality of labour market matches, reducing skill and occupational mis-
match, and bring benefits both to employment quality and productivity (Acemoglu, 2001;
Centeno, 2004; Caliendo et al., 2009). By facilitating labour market turnover, well-designed
unemployment benefits also help lift job creation rates and — particularly relevant for devel-
oping countries — a shift from agricultural to service employment of around 3 percentage
points over the medium run (Boeri and Macis, 2010). Both results suggest that income-sup-
port for job-seekers as part of the Social Protection floor or — where available and afford-
able - a fully fledged unemployment benefit system can play a strong role both in addressing
skills mismatch and in promoting structural change. Where employment in agriculture is
particularly significant, governments also need to pursue measures to accelerate productivity
growth in that sector and diversify the work and investment opportunities in rural areas.

Increase efforts to promote youth employment —
with a special focus on long-term unemployment for youth

Policy makers must focus on the problem of youth unemployment. The high youth un-
employment rates that continue rising globally have spurred concerns over a “lost genera-
tion” with long-term adverse consequences both for their labour market chances and for the
economy more broadly (see ILO 2012a, 2012c). Long-term unemployment in eatly career has
long-lasting consequences in terms of skill loss, lower productivity and additional strain on
public finances, which is difficult to compensate for. To draw further attention to this par-
ticularly vulnerable group, the ILO devoted its 101st International Labour Conference to
discussing policies and measures that are required to tackle the high joblessness among young
people. This culminated in “The Youth Employment Crisis: A call for action”, a set of tripar-
tite conclusions agreed by governments, workers and employers that contain a list of tried and
tested interventions to promote youth employment in five policy areas.® Besides pro-employ-
ment macroeconomic policies and active labour market policies, three specific interventions
relevant for youth employment should also receive wider consideration in dealing with the
youth employment crisis. In particular, governments should:

® Enhance young people’s employability. Key areas include: improving the links between
education, training and the world of work through social dialogue on skills mismatch;
enhancing technical vocational education and training, including apprenticeships; intro-
ducing mechanisms for early identification of potential early school leavers to encourage
them to stay in school or access other employment, education or training opportunities;
including job-search techniques in school curricula; improving young people’s access to
information on career opportunities; and implementing youth employment guarantee
schemes.

® Encourage youth entrepreneurship. Policy areas related to this include ensuring that there is
an enabling environment for young people to start and run businesses and improving access

¢ The conclusions are available for download at: htep://www.ilo.org/wemsp5/groups/public/---ed_norm/---relconf/
documents/meetingdocument/wems_185950.pdf
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to finance (by subsidizing credit, guaranteeing loans and supporting microcredit initiatives)
for the operation of sustainable youth enterprises, in particular micro-, small and medium-
sized enterprises, cooperatives and social enterprises.

® Promote labour standards and rights of young people. Key areas include adopting a rights-
based approach to youth employment, by ensuring that young people receive equal treat-
ment and are afforded rights at work; committing to develop youth employment policies
that take international labour standards into account; promoting and protecting young
workers’ rights to organize and to bargain collectively; and ensuring adequate social protec-
tion for all young workers to facilitate transitions into stable employment and decent work.
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Annex 1. Global and regional tables

Table Al. Annual real GDP growth rates, world and regions (%)

Region 2008 2009

World 5.3 5.4 2.8 -0.6 51 3.8
Developed Economies 3.0 2.7 0.1 -3.7 2.5 1.5
and European Union

Central and South- 8.2 7.8 4.3 -6.0 5.5 5.5

Eastern Europe
(non-EU) and CIS

East Asia 10.9 12.1 79 7.1 9.9 8.2
South-East Asia 6.1 6.7 4.5 1.6 7.6 4.6
and the Pacific

South Asia 89 9.4 6.5 5.5 9.1 6.5
Latin America 5.7 58 4.2 -1.5 6.2 45
and the Caribbean

Middle East 6.3 5.6 4.4 2.1 5.5 5.0
North Africa 6.1 5.9 49 3.6 4.1 -0.5

Sub-Saharan Africa 6.4 71 5.6 2.8 53 52

2012*

3.3
1.2

35

6.8

52

49
3.2

3.2
9.8
53

2013*

3.6
14

3.8

7.4

55

57
39

3.3
44
5.3

2014*

41
21

4.0

7.7

55

6.1
41

35
4.5
5.6

2015*

4.4
25

4.1

7.8

5.7

6.5
4.0

3.8
54
5.8

2016* 2017*
4.5 4.6
2.5 25
41 41
7.8 7.8
5.8 59
6.6 6.7
4.0 4.0
39 4.0
56 56
56 5.8

* 2012 are preliminary estimates; 2013-17 are projections.
Source: IMF, World Economic Outlook, October 2012.
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Table A2. Unemployment rate by sex, world and regions (%)

Both sexes 2000 2005 2006 2007 2008 2009 2012*
Cl Lower
Bound
World 6.3 6.1 5.7 54 5.6 6.2 6.0 5.9 5.8
Developed Economies 6.7 6.9 6.3 5.8 6.1 8.4 8.8 8.4 8.4
and European Union
Central and South-Eastern 10.7 9.1 9.0 8.3 83 10.1 9.4 8.7 8.1
Europe (non-EU) and CIS
East Asia 4.5 4.2 4.0 3.8 4.3 4.4 4.2 4.3 4.3
South-East Asia 5.0 6.4 6.1 55 53 5.2 4.7 4.4 4.3
and the Pacific
South Asia 4.5 4.7 4.1 39 39 4.1 39 38 3.7
Latin America 8.6 8.1 7.5 7.0 6.6 7.8 6.8 6.5 6.4
and the Caribbean
Middle East 115 11.2 10.9 10.3 10.5 10.7 11.2 11.1 10.5
North Africa 13.2 11.0 10.0 9.6 9.1 9.1 89 10.0 9.9
Sub-Saharan Africa 8.5 7.5 7.5 7.4 7.5 7.6 7.6 7.6 7.4
2012*
Cl Lower
Bound
World 6.1 5.8 5.5 5.2 5.4 6.1 5.8 5.7 5.6
Developed Economies 6.3 6.6 6.1 5.6 6.0 8.8 9.1 8.7 8.7
and European Union
Central and South-Eastern 10.5 9.3 9.2 8.6 8.6 10.5 9.7 8.8 8.2
Europe (non-EU) and CIS
East Asia 5.1 4.7 4.5 4.3 49 5.0 4.8 49 49
South-East Asia 5.1 6.0 5.7 53 5.1 5.2 4.4 4.1 4.1
and the Pacific
South Asia 4.4 43 4.0 3.6 3.7 4.0 35 34 35
Latin America 7.3 6.6 6.1 5.6 53 6.5 5.8 5.6 54
and the Caribbean
Middle East 9.8 9.4 9.0 8.5 8.7 9.0 9.3 9.2 8.7
North Africa 11.6 9.1 8.3 8.2 7.5 7.2 7.0 7.7 7.7
Sub-Saharan Africa 7.9 7.0 6.9 7.0 7.1 7.2 7.2 7.1 7.0
Females 2012*
ClI Lower
Bound
World 6.6 6.5 6.1 5.7 5.8 6.4 6.3 6.2 6.1
Developed Economies 7.3 7.3 6.7 6.1 6.2 7.9 8.4 8.2 8.2
and European Union
Central and South-Eastern 10.9 89 8.8 8.0 8.0 9.6 9.1 8.5 7.9
Europe (non-EU) and CIS
East Asia 3.8 35 33 31 3.6 3.7 35 3.6 3.6
South-East Asia 49 6.9 6.6 5.7 5.4 5.1 5.1 4.7 4.7
and the Pacific
South Asia 4.7 5.6 4.4 4.6 4.3 4.5 4.9 4.6 4.5
Latin America 10.8 104 9.7 9.1 8.5 9.6 8.3 7.9 7.7
and the Caribbean
Middle East 19.6 19.0 18.9 18.2 18.6 18.4 19.7 19.5 18.3
North Africa 18.6 17.2 15.6 13.8 14.1 15.1 14.7 17.1 16.7
Sub-Saharan Africa 9.2 8.1 8.1 8.0 8.1 8.1 8.1 8.1 8.0

Preliminary  Cl Upper

Estimate

59
8.6

8.2

4.4
4.4

38
6.6

11.1
10.3
7.5

Preliminary
Estimate

5.7
8.8

84

51
4.1

35
5.6

9.3
79
7.1

Preliminary  Cl Upper

Estimate

6.2
83

81

37
47

4.6
79

19.3
17.2
8.1

Bound

6.1
8.6

84

4.6
4.5

39
6.7

11.8
10.6
7.6

Cl Upper

Bound

59
89

8.6

52
4.2

3.6
5.7

9.8
8.2
7.2

Bound

6.4
8.4

8.2

38
48

4.7
8.1

20.4
17.7
8.2

* 2012 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends Econometric Models, October 2012; for further information see Annex 4 and “Estimates and projections of labour
market indicators”, in particular Trends Econometric Models: A Review of Methodology, available at: http://www.ilo.org/fempelm/what/
projects/lang--en/WCMS_114246/index.htm. Differences from earlier estimates are due to revisions of World Bank and IMF estimates
of GDP and its components that are used in the models, as well as updates of the labour market information used. The latter is based
on ILO, Key Indicators of the Labour Market, 7th Edition, 2012 update.
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Table A3. Unemployment rate for youth and adults, world and regions (%)

2000 2005 2006 2007 2008 2009 2010 2012*
Cl Lower Preliminary Cl Upper
Bound Estimate Bound
World 12.7 12.8 12.2 11.6 11.8 12.8 12.6 12.4 12.3 12.6 12.8
Developed Economies 13.5 14.3 13.3 125 13.3 17.4 18.1 17.6 17.7 179 18.1
and European Union
Central and South-Eastern 19.7 18.2 18.3 17.4 17.0 20.4 19.2 17.7 16.8 17.1 17.5
Europe (non-EU) and CIS
East Asia 9.3 8.6 8.3 7.9 9.1 9.2 89 9.2 9.3 9.5 9.8
South-East Asia 13.2 17.5 17.1 149 14.1 14.0 13.4 12.7 12.8 13.0 13.1
and the Pacific
South Asia 10.3 10.0 9.3 9.3 9.0 9.7 10.2 9.7 9.6 9.8 10.0
Latin America 15.7 16.4 15.3 14.2 13.6 15.7 14.1 13.4 13.1 135 13.9
and the Caribbean
Middle East 25.5 25.5 25.3 24.6 25.4 25.5 27.5 27.6 26.6 28.1 29.6
North Africa 26.1 24.4 22.2 20.8 20.3 20.4 20.1 233 23.1 23.8 24.5
Sub-Saharan Africa 13.2 12.0 11.8 11.8 11.9 12.0 11.9 11.9 11.7 11.9 12.0
Adults 2012*
Cl Lower Preliminary Cl Upper
Bound Estimate Bound
World 4.6 4.4 4.2 39 4.1 4.7 45 45 4.4 45 4.6
Developed Economies 5.6 5.8 53 4.8 5.0 7.1 7.5 7.2 7.2 7.3 7.4
and European Union
Central and South-Eastern 89 7.4 7.3 6.7 6.8 8.3 7.8 7.2 6.7 6.9 7.0
Europe (non-EU) and CIS
East Asia 35 3.2 3.0 29 3.3 34 3.3 34 34 35 3.6
South-East Asia 2.5 3.3 3.1 31 3.1 3.0 2.7 2.5 2.4 2.5 2.5
and the Pacific
South Asia 2.6 3.0 2.6 2.3 24 2.6 2.3 2.2 2.3 2.3 24
Latin America 6.4 5.8 54 5.1 4.8 5.7 5.0 49 4.8 49 5.0
and the Caribbean
Middle East 6.8 6.8 6.6 6.4 6.6 7.0 7.4 7.4 7.0 7.5 7.9
North Africa 9.0 6.8 6.5 6.5 6.1 6.2 6.2 6.8 6.9 7.1 7.3
Sub-Saharan Africa 6.7 5.9 5.8 5.8 5.9 6.0 6.0 6.0 5.9 6.0 6.0

* 2012 are preliminary estimates; Cl = confidence interval.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.

Table A4. Unemployment in the world (millions)

2005 2006 2007 2008 2012*
Cl Lower Preliminary  Cl Upper
Bound Estimate Bound
Total 1749 185.7 177.1 169.0 175.7 198.4 194.6 193.1 193.0 197.3 201.4
Male 102.0 105.8 101.8 97.2 102.0 117.0 113.0 112.0 112.0 114.6 117.0
Female 729 79.9 75.2 71.8 73.7 814 81.7 81.1 81.0 82.7 84.4
Youth 72.8 779 74.1 70.4 71.0 76.2 74.7 73.2 72.2 73.8 75.4
Adult 102.1 107.9 102.9 98.5 104.7 122.2 120.0 1199 120.8 123.5 126.0

* 2012 are preliminary estimates; Cl = confidence interval.
Note: Totals may differ due to rounding.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.

I B Annexes 135



Table A5. Employment-to-population ratio, world and regions (%)

Both sexes 2000

World 61.2
Developed Economies 56.6
and European Union

Central and South-Eastern 52.3
Europe (non-EU) and CIS

East Asia 72.6
South-East Asia 66.9
and the Pacific

South Asia 57.2
Latin America 58.5
and the Caribbean

Middle East 40.7
North Africa 42.0
Sub-Saharan Africa 63.8

World 73.8
Developed Economies 65.8
and European Union

Central and South-Eastern 61.9
Europe (non-EU) and CIS

East Asia 779
South-East Asia 78.6
and the Pacific

South Asia 79.6
Latin America 74.8
and the Caribbean

Middle East 66.7
North Africa 66.2
Sub-Saharan Africa 70.9

Females

World 48.6
Developed Economies 48.0
and European Union

Central and South-Eastern 43.8
Europe (non-EU) and CIS

East Asia 67.0
South-East Asia 55.6
and the Pacific

South Asia 33.3
Latin America 429
and the Caribbean

Middle East 13.1
North Africa 18.0
Sub-Saharan Africa 56.9

2005

61.2
56.2

52.4

714
65.9

58.2
60.1

42.5
43.4
64.7

73.4
64.4

61.8

76.9
77.8

799
749

67.1
68.3
70.6

49.0
48.4

44.2

65.7
54.4

353
46.0

15.4
18.7
589

2006

61.2
56.7

52.7

713
65.9

57.8
60.6

42.4
434
64.8

73.5
64.8

62.1

76.8
77.7

79.8
753

66.9
68.0
70.7

49.0
49.0

445

65.6
54.4

34.7
46.5

15.2
19.2
59.0

2007

61.3
57.1

53.5

71.3
66.3

57.1
60.9

42.5
44.0
64.9

73.6
65.2

63.0

76.8
77.7

79.6
754

67.0
68.0
70.7

49.0
49.5

45.2

65.6
55.1

335
47.1

15.1
20.3
59.1

2008

61.0
57.1

53.9

70.6
66.4

56.4
6l.4

418
443
64.9

733
64.9

63.6

76.1
77.7

79.1
75.7

66.3
68.6
70.8

48.7
49.7

453

64.8
555

32.5
47.7

14.4
20.4
59.2

2009

60.3
55.5

53.0

70.3
66.4

555
60.7

420
443
64.9

72.6
62.4

62.4

75.8
77.6

785
74.5

66.5
68.8
70.7

48.1
48.9

44.8

64.5
55.5

313
47.6

14.5
20.2
59.2

60.3
55.0

53.6

70.3
66.8

54.9
61.6

42.1
44.5
64.8

72.6
61.8

63.2

75.8
78.2

785
75.2

66.7
68.9
70.6

47.9
48.6

45.2

64.6
55.6

30.2
48.8

14.5
20.4
59.2

60.3
55.0

54.4

70.1
67.0

55.0
61.8

42.5
44.1
65.0

72.7
61.8

64.2

75.6
78.5

78.5
75.1

67.1
68.5
70.8

47.9
48.5

45.8

64.3
55.9

30.3
49.1

14.8
20.0
59.3

2012*

Cl Lower
Bound

60.4
54.9

54.9

69.9
67.1

55.0
62.0

43.1
44.3
65.2
2012*

Cl Lower
Bound

72.8
61.7

64.9

755
78.5

78.5
75.2

67.8
68.6
71.0

2012*

ClI Lower
Bound

48.0
48.5

46.2

64.1
56.0

30.4
49.5

153
20.3
59.4

Preliminary
Estimate

60.3
54.8

54.8

69.8
67.0

55.0
61.9

428
44.1
65.1

Preliminary
Estimate

72.7
61.6

64.8

754
784

784
75.1

67.4
68.4
709

Preliminary
Estimate

47.9
48.4

46.1

64.0
56.0

30.4
49.4

15.1
20.2
59.4

Cl Upper
Bound

60.2
54.8

54.7

69.7
67.0

549
61.8

42.4
43.9
65.0

Cl Upper
Bound

72.6
61.5

64.6

753
784

784
75.0

67.0
68.2
709

CI Upper
Bound

47.8
48.4

46.0

63.9
55.9

30.3
49.3

14.9
20.1
59.3

* 2012 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table A6. Annual employment growth, world and regions (%)

Region 2001-06

World 1.8
Developed Economies 0.8
and European Union

Central and South-Eastern 0.9
Europe (non-EU) and CIS

East Asia 1.2
South-East Asia 1.7
and the Pacific

South Asia 25
Latin America 25
and the Caribbean

Middle East 4.6
North Africa 3.2
Sub-Saharan Africa 3.0

2007

1.7
15

2.1

1.2
24

0.9
2.3

38
3.7
2.8

2008

1.1
0.6

1.2

0.0
2.1

0.7
2.6

1.7
3.0
29

2009

0.4
-2.2

-1.1

0.6
1.7

05
06

34
2.2
2.7

2010

14
-0.2

15

1.0
2.3

10
32

3.2
25
2.8

15
0.4

1.7

0.6
2.1

2.1
2.0

34
1.1
29

2012*

Cl Lower

Bound

1.2
0.2

0.8

0.4
15

19
16

2.2
1.6
2.8

Preliminary  Cl Upper

Estimate

13
0.3

1.0

0.5
1.6

2.0
18

3.0
2.0
29

Bound

15
0.4

12

0.7
1.7

2.0
2.0

3.7
23
3.0

* 2012 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.

Table A7. Output per worker, level and annual growth

Output
per worker
2011
World 22685
Developed Economies 72898
and European Union
Central and South-Eastern 25747
Europe (non-EU) and CIS
East Asia 14895
South-East Asia 9965
and the Pacific
South Asia 7698
Latin America 23368
and the Caribbean
Middle East 40528
North Africa 17806
Sub-Saharan Africa 5491

2001-06

2.0
14

55

7.4
3.6

4.2
0.6

0.1
13
2.0

3.5
1.1

56

10.8

42

8.1
3.2

15
1.8
3.7

2007

2008

14

-0.5

3.0

7.9
2.2

3.1
15

29
2.2
2.3

-1.3
-1.8

-5.1

6.4
-0.1

7.1
-2.3

-1.9
15
-0.1

2009

3.7
3.0

3.8

89
53

7.7
2.6

1.7
16
2.3

2011

2.2
1.0

34

7.6
24

4.2
2.3

2.0
0.2
16

2012~

Cl Lower
Bound

18
0.8

2.2

6.1
35

2.8
12

-0.5

9.3
2.1

Preliminary  Cl Upper

Estimate

1.9
09

24

6.3
35

29
14

0.3
9.7
2.2

Bound

2.0
1.0

2.6

6.4
3.6

3.0
1.6

1.0
10.0
2.3

* 2012 are preliminary estimates; Cl = confidence interval.

Note: Output calculated on the basis of constant 2005 PPP-adjusted international dollars.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table A8. Labour force participation rate by sex, world and regions (%)

Both sexes 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*
World 652 651 651 650 651 652 650 648 646 643 641 641 641
Developed Economies 60.7 605 603 602 602 603 605 606 608 605 603 600 60.0

and European Union

Central and South-Eastern 585 57.8 579 576 574 577 579 584 588 59.0 592 596 59.8
Europe (non-EU) and CIS

East Asia 760 757 754 750 747 745 743 741 738 736 734 733 731
South-East Asia 705 708 705 706 706 704 702 701 701 700 701 701 70.1
and the Pacific

South Asia 509 601 602 605 607 610 603 595 586 579 571 571 571
Latin America 640 643 646 645 652 654 655 655 657 658 661 661 663
and the Caribbean

Middle East 46.0 462 465 469 473 479 475 474 467 470 475 478 481
North Africa 484 478 475 481 485 488 483 487 488 488 488 49.0 491
Sub-Saharan Africa 69.7 698 699 699 699 699 700 701 702 702 702 703 704
Males 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*
World 786 783 781 780 780 779 778 776 775 773 771 771 771
Developed Economies 702 698 694 69.1 689 690 690 690 690 684 680 676 675

and European Union

Central and South-Eastern  69.2 683 680 676 678 682 683 689 696 697 700 704 707
Europe (non-EU) and CIS

East Asia 821 817 814 811 809 807 804 8.3 8.0 798 796 796 794
South-East Asia 828 831 88 81 832 827 824 8.1 819 818 819 818 818
and the Pacific

South Asia 833 833 833 833 833 834 831 86 8.1 817 814 813 813
Latin America 80.7 805 803 8.0 802 802 8.1 799 8.0 797 798 796 795
and the Caribbean

Middle East 740 739 738 738 738 740 735 733 727 731 736 740 743
North Africa 749 742 741 745 750 752 741 741 741 741 741 742 743
Sub-Saharan Africa 770 767 765 762 759 759 759 760 762 761 761 762 763
Females 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*
World 520 520 521 521 522 524 522 520 51.7 514 512 511 511
Developed Economies 518 51.7 51.7 519 520 522 525 527 530 530 530 528 528

and European Union

Central and South-Eastern  49.2 486 49.1 487 483 485 488 49.1 493 496 49.7 500 502
Europe (non-EU) and CIS

East Asia 69.7 694 69.1 687 683 680 678 677 672 670 669 667 664
South-East Asia 585 588 584 584 584 585 583 585 587 585 586 587 588
and the Pacific

South Asia 350 354 358 363 368 374 363 351 339 328 317 318 318
Latin America 481 487 496 498 508 513 5H515 518 521 526 531 533 536
and the Caribbean

Middle East 163 167 172 178 183 190 187 185 177 178 181 184 187
North Africa 221 217 212 219 224 226 227 236 237 238 240 242 244
Sub-Saharan Africa 62.7 631 635 638 640 641 642 642 644 644 644 645 646

* 2012 are preliminary projections.
Source: ILO, Economically Active Population Estimates and Projections (EAPEP) database, 6th edition (July 2012 update).®!

¢ The July 2012 update version of the ILO EAPEP database (6th edition) only updates the 2011 estimates for those
countries where the reported participation rates became available, and hence the base year for the projections.
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Table A9. Labour force participation rate for adults and youth, world and regions (%)

Youth 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*
World 529 B25 522 519 519 519 513 506 50.1 494 488 486 485
Developed Economies 526 517 509 499 499 500 504 50.1 500 487 475 471 473

and European Union

Central and South-Eastern 432 419 415 405 402 40.1 402 406 419 421 420 419 420
Europe (non-EU) and CIS

East Asia 655 643 635 629 624 620 618 616 608 606 603 602 598
South-East Asia 563 568 559 560 559 553 543 535 530 527 525 523 523
and the Pacific

South Asia 480 481 483 484 485 486 473 456 441 427 413 412 410
Latin America 546 546 544 536 541 542 537 534 534 526 528 526 525
and the Caribbean

Middle East 327 328 329 331 332 333 324 316 305 303 303 303 303
North Africa 36.1 342 349 357 365 368 349 343 341 337 336 335 334
Sub-Saharan Africa 539 540 541 541 542 541 540 539 539 537 536 536 536
Adults 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*
World 694 694 694 695 695 696 695 694 693 691 690 689 688
Developed Economies 623 622 621 622 622 623 624 626 627 626 626 623 622

and European Union

Central and South-Eastern 629 624 627 626 625 628 630 634 634 635 636 639 639
Europe (non-EU) and CIS

East Asia 788 787 785 783 781 779 777 775 773 770 768 766 763
South-East Asia 762 764 762 763 762 761 761 762 762 760 761 760 760
and the Pacific

South Asia 652 653 655 657 660 663 6568 652 646 640 634 634 634
Latin America 678 681 686 687 693 695 697 697 700 703 706 706 70.7
and the Caribbean

Middle East 532 535 539 543 548 553 551 551 543 545 547 549 550
North Africa 544 544 536 540 542 543 544 550 551 551 b51 B51  bB51
Sub-Saharan Africa 785 786 787 787 787 787 788 790 792 792 791 792 793

* 2012 are preliminary projections.
Source: ILO, EAPEP database, 6th edition (July 2012 update); see also source of Table A8.
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Table A10. Employment shares by sector and sex, world and regions (%)

Both sexes Agriculture Industry Services
2000 2007 2011 2012* 2000 2007 2011 2012* 2000 2007 2011 2012*
World 40.5 355 33.3 335 204 22.1 22.6 225 39.1 42.4 44.1 44.0
Developed Economies 55 39 3.6 35 27.3 25.1 22.5 22.6 67.3 70.9 73.8 73.9
and European Union
Central and South-Eastern  25.2 18.8 19.8 18.8 25.2 26.3 24.6 27.1 49.6 54.9 55.5 54.1
Europe (non-EU) and CIS
East Asia 47.7 389 334 33.7 234 27.2 29.8 29.2 28.9 339 36.8 37.1
South-East Asia 49.6 44.2 40.8 415 164 18.3 19.0 19.0 34.0 37.6 40.2 39.6
and the Pacific
South Asia 59.5 53.1 51.0 50.8 15.6 195 21.0 21.0 24.9 27.4 28.1 28.1
"I Latin America 20.3 17.0 158 15.7 21.6 225 21.7 21.7 58.0 60.4 62.4 62.6
and the Caribbean
_’ Middle East 22.4 19.1 16.5 16.4 24.3 26.1 26.4 26.4 53.3 54.8 57.1 57.2
w North Africa 32.4 30.9 27.2 29.8 19.5 21.1 24.0 22.4 48.1 48.0 489 47.8
Sub-Saharan Africa 66.4 63.1 61.8 62.0 7.9 85 8.7 8.7 25.7 28.4 29.5 29.3
‘— Males Agriculture Industry Services
I‘_ 2000 2007 2011 2012* 2000 2007 2011 2012* 2000 2007 2011 2012*
World 38.2 336 32.0 326 239 26.1 26.3 26.0 379 404 41.7 414
Developed Economies 6.0 4.5 4.3 4.2 36.4 35.0 32.1 32.0 57.6 60.5 63.6 63.7
and European Union
Central and South-Eastern  25.2 19.1 20.4 18.3 30.9 33.3 29.7 33.7 439 47.6 499 48.0
Europe (non-EU) and CIS
East Asia 414 343 30.1 313 26.3 30.1 32.6 31.2 322 35.6 37.3 375
South-East Asia 48.5 43.5 40.1 42.0 184 20.8 215 21.2 331 35.6 384 36.8
and the Pacific
South Asia 53.3 46.3 445 443 174 216 23.0 23.0 29.3 321 325 32.6
Latin America 251 215 20.8 20.7 26.3 28.2 27.6 27.6 48.6 50.3 51.6 51.7
and the Caribbean
Middle East 19.8 16.5 14.1 14.0 26.6 28.4 29.2 29.3 53.6 55.2 56.7 56.7
North Africa 30.3 28.3 255 29.0 21.8 24.0 26.8 24.6 479 47.7 47.8 46.3
Sub-Saharan Africa 65.3 62.4 61.1 61.8 9.6 10.6 10.7 10.6 25.1 27.0 28.2 27.6
Females Agriculture Industry Services
2000 2007 2011 2012* 2000 2007 2011 2012* 2000 2007 2011 2012*
World 44.0 384 354 35.0 15.1 16.2 169 17.1 40.9 454 47.7 479
Developed Economies 4.7 3.2 2.8 2.7 155 129 11.0 11.1 79.8 839 86.1 86.2

and European Union

Central and South-Eastern  25.2 185 19.1 19.4 18.2 17.6 18.3 18.9 56.7 63.9 62.5 61.7
Europe (non-EU) and CIS

East Asia 55.2 44.5 375 36.7 199 23.7 26.4 26.8 24.9 31.8 36.1 36.5
South-East Asia 51.1 45.0 41.7 40.7 13.7 14.8 15.6 16.0 35.2 40.2 42.7 433
and the Pacific

South Asia 75.2 70.1 68.6 68.4 11.0 14.2 155 15.6 13.8 15.7 16.0 16.0
Latin America 12.4 10.2 8.6 8.4 13.8 13.9 13.2 13.2 73.8 75.9 78.2 78.3
and the Caribbean

Middle East 36.4 32.0 28.5 28.3 11.7 14.9 12.2 12.0 51.9 53.0 59.4 59.7
North Africa 39.9 39.6 329 323 11.1 116 14.6 14.9 49.0 48.9 52.5 52.8
Sub-Saharan Africa 67.8 63.9 62.6 62.2 5.7 6.1 6.4 6.5 26.5 30.0 31.0 313

* 2012 are preliminary projections.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table A11l. Employment by sector and sex, world and regions (millions)

Both sexes Agriculture Industry Services
World 1057.3 1048.6 10284 10488 533.6 653.8 696.6 703.2 1020.3 1251.3 1360.6 13754
Developed Economies 24.2 18.7 17.0 165 1212 1191 1054 105.7 299.2 3364 3451 3465
and European Union
Central and South-Eastern 37.1 299 325 312 37.2 41.7 40.4 449 73.0 87.2 91.2 89.8
Europe (non-EU) and CIS
East Asia 3542 3142 2760 280.0 1740 219.7 2459 2424 2150 2738 3035 3078
South-East Asia 120.1 1212 1213 1253 39.7 50.2 56.6 57.3 823 103.1 1196 1196
and the Pacific
South Asia 3045 3183 3192 3246 79.7 1170 1313 1343 1276 1646 1758 1797
Latin America 42.2 419 42.2 42.6 449 b5.4 58.0 59.1 1204 1486 166.7 170.2
and the Caribbean
Middle East 9.1 10.6 10.2 10.5 9.9 14.4 16.4 169 21.7 30.3 355 36.6
North Africa 153 18.2 17.5 19.5 9.2 12.5 15.4 14.7 22.7 28.3 314 31.4
Sub-Saharan Africa 1504 1757 1924 198.6 17.8 23.8 27.1 27.9 58.3 79.0 91.7 93.9
Males Agriculture Industry Services

2000 2007 2011 2012* 2000 2007 2011 2012* 2000 2007 2011 2012*
World 600.2 5947 5944 6134 3765 4620 489.3 4908 5956 715.1 7748 780.1
Developed Economies 15.1 119 11.0 10.8 91.0 919 82.0 82.1 1440 159.0 1626 1633
and European Union
Central and South-Eastern 20.6 16.7 185 16.8 25.3 29.1 27.0 309 359 41.7 45.2 44.0
Europe (non-EU) and CIS
East Asia 169.0 1525 1369 1435 1074 1335 1482 1428 1314 1580 170.0 1719
South-East Asia 68.0 69.1 68.8 73.2 25.7 33.0 36.9 36.9 46.4 56.5 65.8 64.2
and the Pacific
South Asia 1959 1984 2036 206.8 63.8 92.7 1052 1073 1076 1378 1489 1522
Latin America 326 319 329 332 34.2 419 43.7 44.4 63.1 74.6 81.7 83.2
and the Caribbean
Middle East 6.8 7.6 7.3 7.5 9.2 13.0 15.2 15.6 18.4 25.4 29.4 30.2
North Africa 11.2 12.8 12.6 14.6 8.1 109 133 124 17.7 216 23.7 234
Sub-Saharan Africa 81.0 93.8 1028 107.0 12.0 159 18.0 184 31.2 40.5 47.4 47.8
Females Agriculture Industry Services

2000 2007 2011 2012* 2000 2007 2011 2012* 2000 2007 2011 2012*
World 457.1 4539 4340 4354 157.1 1918 2072 2124 4247 536.2 5859 5953
Developed Economies 9.2 6.7 6.0 5.8 30.2 27.2 23.4 236 1553 1774 1825 1832

and European Union

Central and South-Eastern 16.5 13.2 14.1 14.4 11.9 12.6 13.5 14.0 37.2 45.6 459 458
Europe (non-EU) and CIS

East Asia 1852 1616 139.1 1364 66.6 86.2 97.7 99.6 836 1158 1336 1359
South-East Asia 52.1 52.1 52.5 52.1 14.0 17.1 19.6 20.5 359 46.6 53.8 55.5
and the Pacific

South Asia 1086 120.0 1156 1179 15.9 24.3 26.1 27.0 199 26.9 26.9 27.5
Latin America 9.7 10.0 9.4 9.3 10.7 135 14.3 14.7 57.3 74.0 85.0 87.0
and the Caribbean

Middle East 2.3 3.0 29 3.0 0.7 14 1.2 1.3 33 4.9 6.1 6.4
North Africa 4.1 5.4 4.8 49 1.1 1.6 2.2 2.3 5.0 6.7 7.7 8.0
Sub-Saharan Africa 69.4 81.9 89.7 916 59 79 9.1 9.5 27.2 384 44.4 46.1

* 2012 are preliminary projections.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table A12. Vulnerable employment shares by sex, world and regions (%)

Both sexes 2000 2005 2006 2007 2008 2009 2010 2011 2012*
World 53.1 52.3 51.9 51.4 50.3 50.0 50.2 49.6 49.2
Developed Economies 11.2 10.8 10.6 104 10.2 10.1 10.3 10.1 10.1

and European Union

Central and South-Eastern 23.8 22.3 21.6 20.3 20.0 20.2 20.3 20.0 19.7
Europe (non-EU) and CIS

East Asia 58.4 56.1 55.8 55.1 52.6 51.1 51.2 50.0 489
South-East Asia 65.2 62.9 62.7 62.4 62.5 61.6 62.0 61.2 61.1
and the Pacific

South Asia 81.3 80.7 80.2 799 79.0 78.2 78.6 77.5 76.9
Latin America 35.8 338 329 323 318 319 319 315 315
and the Caribbean

Middle East 335 316 30.8 29.6 284 28.4 27.4 27.1 27.0
North Africa 42.1 43.1 41.8 419 413 414 40.6 413 414
Sub-Saharan Africa 81.8 79.7 79.3 78.8 78.1 78.5 78.2 77.5 77.2
Males 2000 2005 2006 2007 2008 2009 2010 2011 2012*
World 51.3 50.7 50.5 50.0 49.2 49.0 493 48.7 48.4
Developed Economies 11.8 119 11.7 11.6 11.4 11.4 11.7 11.4 11.4

and European Union

Central and South-Eastern 24.0 22.6 219 20.4 20.1 20.5 20.1 19.7 19.5
Europe (non-EU) and CIS

East Asia 53.4 51.6 51.5 50.9 48.8 47.7 47.8 46.9 46.0
South-East Asia 61.4 59.5 59.4 58.8 59.4 58.5 58.9 58.3 58.2
and the Pacific

South Asia 78.6 77.9 78.1 77.8 76.9 76.2 76.7 75.6 75.0
Latin America 353 335 325 318 313 314 31.7 313 313
and the Caribbean

Middle East 30.8 28.6 279 26.7 26.0 26.1 25.3 25.0 249
North Africa 373 379 36.5 36.2 35.5 359 34.7 353 355
Sub-Saharan Africa 76.4 73.3 72.9 72.3 71.4 72.0 71.8 71.0 70.6
Females 2000 2005 2006 2007 2008 2009 2010 2011 2012*
World 55.8 54.8 54.1 53.5 52.1 51.4 51.5 50.8 50.4
Developed Economies 10.5 9.5 9.2 9.0 8.7 8.6 8.7 8.5 8.5

and European Union

Central and South-Eastern 23.6 219 21.1 20.2 20.0 19.9 20.5 20.4 19.9
Europe (non-EU) and CIS

East Asia 64.5 61.6 61.2 60.3 57.2 55.2 55.3 53.8 52.4
South-East Asia 70.6 67.6 67.2 67.3 66.7 65.8 66.2 65.2 65.1
and the Pacific

South Asia 88.1 87.4 85.5 85.3 84.3 83.4 83.9 82.6 81.9
Latin America 36.7 34.2 335 33.0 32.6 32.7 324 31.9 319
and the Caribbean

Middle East 48.3 46.3 45.1 435 404 39.7 38.2 378 37.6
North Africa 59.6 62.0 60.5 60.9 60.6 60.2 60.1 61.4 61.2
Sub-Saharan Africa 88.2 87.2 86.9 86.5 85.9 86.1 85.8 85.1 84.9

2017*

484
96

19.0

46.1
59.4

75.8
31.0

26.5
40.1
75.5

2017~

47.8
10.9

18.8

44.0
56.7

74.0
30.8

24.3
34.1
68.6

2017*

49.4
8.0

19.2

48.8
63.0

80.6
313

36.4
58.9
83.6

*2012/7 are preliminary projections.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table A13. Vulnerable employment by sex, world and regions (millions)

Both sexes

World

Developed Economies
and European Union

Central and South-Eastern
Europe (non-EU) and CIS

East Asia

South-East Asia
and the Pacific

South Asia

Latin America
and the Caribbean

Middle East
North Africa
Sub-Saharan Africa

Males

World

Developed Economies
and European Union

Central and South-Eastern
Europe (non-EU) and CIS

East Asia

South-East Asia
and the Pacific

South Asia

Latin America
and the Caribbean

Middle East
North Africa
Sub-Saharan Africa

Females

World

Developed Economies
and European Union

Central and South-Eastern
Europe (non-EU) and CIS

East Asia

South-East Asia
and the Pacific

South Asia

Latin America
and the Caribbean

Middle East
North Africa
Sub-Saharan Africa

2000
1386.2

50.0

351

434.1
158.0

415.9
744

13.7
199
185.3

2000
806.7

29.6

19.6

217.7

86.0

2005

1493.4
49.8

34.2

442.2
165.8

472.1
79.2

16.3
239
209.8

2005

866.7

30.5

19.2

223.7

91.2

458 478
10.6 12.2
13.8 16.5
949 104.1
2000 2005
5795 626.7
20.4 19.3
155 15.0
216.3 2185
72.0 74.5
1273 150.7
285 314
3.1 4.1
6.1 7.5
904 105.7

288.6 3215 3286 3336

2006 2007
1507.7 1517.8
49.4 49.4
335 32.3
4457 4453
168.1 1713
477.0 4795
79.0 794
16.4 16.4
23.8 24.7
2148 2195
2006 2007
878.4 8859
30.3 30.4
18.8 17.9
2258 226.2
926 933
47.3 47.2
12.4 12.3
16.2 16.4
106.5 108.7
2006 2007
629.3 6319
19.1 19.0
14.8 14.4
2199 2191
755 78.0
1484 1459
31.6 322
4.1 4.1
7.6 8.3
108.3 1108

2008 2009 2010
1502.7 1498.8 1525.8
48.6 47.2 48.0
32.2 32.1 32.7
4245 4152 420.1
1751 1755 180.6
4772 4746 4819
80.2 81.0 836
16.0 16.5 16.5
25.1 257 258
2238 2309 236.6
2008 2009 2010
881.8 883.7 903.1
29.9 29.0 29.6
17.8 179 17.9
217.1 2137 2164
959 96.0 99.1
3343 3352 3439
47.5 47.7 49.3
123 12.7 12.8
16.6 17.2 17.0
1104 1143 117.1
2008 2009 2010
6209 6151 622.7
18.6 18.2 18.3
14.4 14.2 14.8
2074 2015 203.7
79.3 79.5 81.5
1429 1394 138.0
328 333 343
3.7 3.8 3.7
85 8.6 8.8
1133 1166 1195

2011

1529.2
47.1

32.9

413.2
182.1

485.1
84.2

16.8
26.5
241.3

2011

905.9
29.1

17.9

213.7
100.0

345.9
49.5

13.0
17.5
119.4

2011

623.3
18.1

15.0

199.4
82.1

139.2
34.7

39
9.0
121.9

2012*

1538.8
47.2

32.7

405.9
184.7

490.9
85.7

17.3
27.2
2474

2012*

912.8
29.2

179

210.9
101.4

349.8
50.3

13.3
17.9
122.3
2012*

626.0
18.0

14.8

195.0
83.3

141.1
354

4.0
9.3
125.1

2017*

1609.5
46.1

32.0

388.5
192.4

530.6
91.4

19.2
29.3
280.1

2017~

959.4
28.7

17.6

206.2
105.7

376.8
53.1

145
189
137.9
2017*

650.1
17.4

14.4

182.3
86.7

153.8
383

4.6
10.3
142.2

*2012/7 are preliminary projections.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table Al4a. Working poor indicators, world and regions (US$ 1.25 a day)

Both sexes

World

(non-EU) and CIS

East Asia

South-East Asia and the Pacific
South Asia

Latin America and the Caribbean
Middle East

North Africa

Sub-Saharan Africa

Central and South-Eastern Europe

Numbers of people (millions)

2000

695.3
7.3

232.2
81.7
224.5
le.1
0.6
4.5
128.4

2007

488.0
3.9

93.3
49.0
198.0
11.3
0.8
31
128.6

2011*

396.7
3.1

52.2
36.8
160.9
9.7
1.0
3.1
129.8

2012*

383.8
29

46.3
354
155.9
9.6
1.1
4.2
128.4

2017~

288.3
1.8

14.6
22.2
1194
7.7
1.0
4.1
117.4

Share in total employment (%)

2000

26.6
5.0

31.2
33.7
43.9
7.8
14
9.5
56.7

2007

16.5
25

115
17.9
33.0
4.6
15
53
46.2

2011*

12.9
1.9

6.3
12.4
25.7

3.6

16

4.9
41.7

2012*

12.3
1.7

5.6
11.7
244

35

18

6.4
40.1

2017*

87
1.1

1.7
6.9
17.1
2.6
14
5.6
31.6

* 2011 are preliminary estimates; 2012/7 are preliminary projections.

Note: Totals may differ due to rounding.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.

Table Al4b. Working poor indicators, world and regions (US$ 2 a day)

Both sexes

World

Central and South-Eastern Europe
(non-EU) and CIS

East Asia

South-East Asia and the Pacific
South Asia

Latin America and the Caribbean
Middle East

North Africa

Sub-Saharan Africa

Numbers of people (millions)

2000

1195.1

19.1

410.2
148.2
397.4
32.3
33
12.6
172.0

2007

991.6
9.3

221.0
115.8
414.3
235
4.5
11.3
191.9

2011*

868.3
8.1

1285
100.8
391.1
20.4
4.8
11.4
203.2

853.7
7.8

113.2
98.3
391.2
20.1
52
129
204.9

730.8
6.3

36.7
73.6
371.4
17.2
52
12.8
207.6

Share in total employment (%)

2000

45.8
12.9

55.2
61.2
77.7
15.6

8.0
26.7
759

2007

33.6
59

27.4
42.2
69.1

9.6

81
19.2
68.9

2011*

28.1
4.9

15.6
339
62.5

7.6

7.8
17.8
65.3

2012*

27.3
47

13.6
325
61.3

7.4

8.1
19.7
64.0

2017*

22.0
37

4.4
22.7
53.0

5.8

7.2
17.5
55.9

* 2011 are preliminary estimates; 2012/7 are preliminary projections.

Note: Totals may differ due to rounding.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2.
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Table A15a. Employment by economic class in developing world and regions, both sexes

Region Employment by class (millions)
Extremely Moderately Near poor Developing Developed
poor (below poor (between (between US$2 middle class middle class
US$1.25) US$1.25 and US$4) (between US$4  and above
and US$2) and US$13) (above US$13)
Developing world 1991 835 396 283 235 98
2001 678 507 519 399 104
2011* 397 472 661 800 290
2017~ 288 442 637 943 536
Central and South- 1991 4 7 23 79 35
Eastern Europe 2001 7 11 35 81 13
(non-EU) and CIS 2011* 3 5 17 %0 48
2017* 2 4 15 83 65
East Asia 1991 401 156 84 21 11
2001 218 174 210 126 23
2011* 52 76 210 375 112
2017~ 15 22 109 407 290
South-East Asia 1991 93 48 33 20 4
and the Pacific 2001 74 69 62 34 7
2011* 37 64 102 76 18
2017* 22 51 107 111 33
South Asia 1991 221 129 62 6 3
2001 228 179 102 15 2
2011* 161 230 185 47 4
2017* 119 252 237 86 6
Latin America 1991 13 14 34 73 29
and the Caribbean 2001 17 17 44 94 41
2011* 10 11 40 129 77
2017~ 8 9 38 140 100
Middle East 1991 1 2 7 11 9
2001 1 3 11 17 11
2011* 1 4 14 25 18
2017* 1 4 16 29 22
North Africa 1991 5 7 14 9 3
2001 4 8 20 13 2
2011* 3 8 28 22 4
2017~ 4 9 29 25 6
Sub-Saharan Africa 1991 97 33 27 14 4
2001 129 46 36 18 4
2011* 130 73 64 35 9
2017* 117 90 86 62 15

* 2011 are preliminary estimates. 2017 are preliminary projections.

Note: Totals may differ due to rounding.

Source: Kapsos and Bourmpoula (forthcoming).
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Table A15b. Employment shares by economic class in developing world and regions, both sexes

Employment by class (% of total)

Extremely

poor (below
US$1.25)

Moderately
poor (between
US$1.25

and US$2)

Near poor
(between US$2
and US$4)

Developing
middle class
(between US$4
and US$13)

Developed
middle class
and above
(above US$13)

Developing world 1991 45.2 21.4 15.3 12.7 53
2001 307 230 235 18.1 47
2011* 152 18.0 25.2 305 11.1
2017 101 15.5 204 331 188
Central and South- 1991 26 47 15.7 53.4 237
(non-EU) and 01 2001 46 75 240 55.1 87
2011* 19 30 106 55.0 29.4
2017 1.1 27 89 492 383
East Asia 1991 59.7 232 12.4 31 16
2001 29.1 232 280 16.7 31
2011* 63 9.2 255 454 136
2017+ 17 26 12.9 483 344
South-East Asia 1991 47.0 24.1 16.6 10.2 22
and the Pacific 2001 299 280 250 14.0 3.0
2011* 124 215 344 255 6.1
2017 69 15.9 330 342 10.1
South Asia 1991 52.5 308 14.7 1.4 06
2001 434 340 19.3 28 04
2011* 257 3638 29.5 75 06
2017*  17.1 36.0 339 123 08
Latin America 1991 8.1 8.3 20.8 45.1 17.7
and the Caribbean 2001 8.0 79 206 44.4 19.1
2011* 36 40 15.1 484 289
2017+ 26 32 12.9 475 338
Middle East 1991 22 7.2 226 3638 313
2001 1.4 69 251 40.4 26.2
2011* 16 6.2 224 410 288
2017 14 57 218 401 310
North Africa 1991 12.7 188 36.2 24.8 7.4
2001 89 16.9 418 27.8 46
2011 49 129 433 335 55
2017+ 56 119 401 346 7.8
Sub-Saharan Africa 1991 55.3 18.7 15.4 83 23
2001 55.4 19.8 15.4 7.6 1.8
2011* 417 236 206 114 28
2017 316 243 23.2 16.7 42

* 2011 are preliminary estimates. 2017 are preliminary projections.

Note: Totals may differ due to rounding.

Source: Kapsos and Bourmpoula (forthcoming).
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Annex 2. Unemployment projections

Table P1. Unemployment 2007-17 (rates)

Rate (%)

2007 2008 2009 2010 2011 2012* 2013* 2014* 2015* 2016* 2017*
World 54 5.6 6.2 6.0 5.9 5.9 6.0 6.0 6.0 6.0 6.0
Developed Economies 5.8 6.1 8.4 8.8 8.4 8.6 8.7 8.6 8.4 8.2 8.0
and European Union
Central and South-Eastern 8.3 8.3 10.1 9.4 8.7 8.2 8.2 8.1 8.0 8.0 7.9
Europe (non-EU) and CIS
East Asia 3.8 4.3 4.4 4.2 4.3 4.4 4.5 4.6 4.6 4.7 4.7
South-East Asia 5.5 5.3 5.2 4.7 4.4 4.4 4.5 4.5 4.5 4.5 4.5
and the Pacific
South Asia 3.9 39 4.1 39 3.8 3.8 39 39 4.0 4.0 4.0
Latin America 7.0 6.6 7.8 6.8 6.5 6.6 6.7 6.8 6.8 6.8 6.8
and the Caribbean
Middle East 10.3 10.5 10.7 11.2 11.1 11.1 111 111 11.1 11.1 11.1
North Africa 9.6 9.1 9.1 8.9 10.0 10.3 10.3 10.2 10.1 10.0 9.9
Sub-Saharan Africa 7.4 7.5 7.6 7.6 7.6 7.5 7.5 7.5 7.4 7.4 7.4
Region Change from 2007 (percentage points)

2008 2009 2010 2011 2012* 2013* 2014* 2015* 2016* 2017*

World 0.1 0.8 0.6 0.5 0.5 0.6 0.6 0.6 0.6 0.5
Developed Economies 0.3 2.6 3.0 2.7 2.8 2.9 2.8 2.6 2.4 2.2
and European Union
Central and South-Eastern 0.0 1.8 1.1 0.3 -0.1 -0.1 -0.2 -0.3 -0.4 -0.4
Europe (non-EU) and CIS
East Asia 0.6 0.7 0.4 0.6 0.7 0.8 0.8 0.9 0.9 0.9
South-East Asia and the Pacific -0.2 -0.3 -0.8 -1.1 -1.1 -1.0 -1.0 -1.0 -1.0 -1.0
South Asia 0.0 0.2 0.0 -0.1 -0.1 0.0 0.0 0.1 0.1 0.1
Latin America and the Caribbean -0.4 0.7 -0.2 -0.5 -0.5 -0.3 -0.3 -0.2 -0.2 -0.2
Middle East 0.1 0.4 0.9 0.8 0.8 0.8 0.8 0.8 0.7 0.7
North Africa -0.5 -0.5 -0.7 0.4 0.7 0.7 0.6 0.5 0.4 0.3
Sub-Saharan Africa 0.1 0.2 0.1 0.1 0.1 0.1 0.0 0.0 0.0 -0.1

* 2012 are preliminary estimates; 2013-17 are preliminary projections; the Upper and Lower bound of the confidence interval are shown in the figures of Annex 3.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Table P2. Unemployment 2007-17 (numbers of people)

Region Number (millions)

2007 2008 2010 2011 2012*
World 169.0 175.7 198.4 194.6 193.1 197.3
Developed Economies 29.1 30.8 42.6 44.7 43.1 43.9

and European Union

Central and South-Eastern 14.4 14.6 17.9 16.8 15.6 14.9
Europe (non-EU) and CIS

East Asia 31.6 36.6 37.7 36.1 373 38.6
South-East Asia 16.0 156 155 144 13.6 139
and the Pacific

South Asia 24.3 24.3 26.1 24.9 24.5 254
Latin America 18.6 17.8 21.3 19.2 18.7 19.1
and the Caribbean

Middle East 6.4 6.6 7.0 7.6 7.7 8.0
North Africa 6.2 6.1 6.2 6.2 7.2 7.5
Sub-Saharan Africa 22.4 23.4 24.2 24.8 254 26.1

Change from 2007 (millions)

2008 2009 2010

World 6.7 29.5 25.7 24.1 28.4
Developed Economies 1.7 135 15.6 14.0 14.8
and European Union

Central and South-Eastern 0.2 3.4 2.4 1.1 0.5
Europe (non-EU) and CIS

East Asia 5.0 6.0 45 5.7 7.0
South-East Asia and the Pacific -0.4 -0.5 -1.6 2.3 -2.1
South Asia 0.0 1.8 0.6 0.2 1.1
Latin America and the Caribbean -0.8 2.7 0.6 0.1 0.5
Middle East 0.2 0.6 1.2 1.4 1.6
North Africa -0.2 0.0 0.0 0.9 1.2
Sub-Saharan Africa 1.0 1.8 2.4 3.1 3.7

2013*

202.5
44.8

149

39.6
144

26.4
198

8.2
7.7
26.8

335
15.7

0.4

8.0
-1.6
2.1
1.2
19
14
4.4

2014*

205.3
44.4

14.7

40.2
147

27.2
20.3

84
7.8
27.5

36.4
153

03

8.6
-1.3
29
1.7
2.1
15
51

2015*

207.3
435

14.6

40.8
15.0

279
20.8

8.6
79
28.2

384
14.4

0.2

9.2
-1.0
3.7
2.2
2.2
1.6
5.8

2016*

209.0
42.5

14.6

41.3
15.2

28.5
21.2

88
79
28.9

40.0
135

0.2

9.7
-0.8
4.3
2.6
24
1.7
6.5

210.6
41.7

145

41.7
154

29.1
21.6

9.0
8.0
29.6

41.7
12.6

0.1

10.1
-0.6
4.8
3.0
26
18
7.2

*2012 are preliminary estimates; 2013-17 are preliminary projections; the Upper and Lower bound of the confidence interval are shown in the figures of Annex 3.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Table P3. Unemployment 2007-17 (rates), downside scenario

Region Rate (%)

2007 2008 2009 2010 2011 2012* 2013* 2014* 2015* 2016* 2017*
World 54 5.6 6.2 6.0 5.9 5.9 6.1 6.2 6.2 6.2 6.1
Developed Economies 58 6.1 8.4 8.8 8.4 8.6 9.2 9.5 9.5 9.1 8.8
and European Union
Central and South-Eastern 8.3 8.3 10.1 9.4 8.7 8.2 8.3 8.2 8.1 8.0 8.0
Europe (non-EU) and CIS
East Asia 3.8 4.3 4.4 4.2 43 4.4 4.6 4.7 4.8 4.8 4.8
South-East Asia 55 5.3 5.2 4.7 4.4 4.4 4.5 4.6 4.7 4.6 4.6
and the Pacific
South Asia 39 39 4.1 39 38 38 39 3.9 4.0 4.0 4.0
Latin America 7.0 6.6 7.8 6.8 6.5 6.6 6.7 6.8 6.8 6.8 6.8
and the Caribbean
Middle East 10.3 10.5 10.7 11.2 11.1 11.1 11.2 11.2 11.1 11.1 11.1
North Africa 9.6 9.1 9.1 8.9 10.0 10.3 10.3 10.3 10.2 10.0 9.9
Sub-Saharan Africa 7.4 7.5 7.6 7.6 7.6 7.5 7.5 7.5 7.5 7.4 7.4
Region Change from 2007 (percentage points)

2008 2009 2010 2011 2012* 2013* 2014* 2015* 2016* 2017*

World 0.1 0.8 0.6 0.5 0.5 0.7 0.8 0.8 0.8 0.7
Developed Economies 0.3 2.6 3.0 2.7 2.8 34 38 3.7 3.4 3.0
and European Union
Central and South-Eastern 0.0 1.8 1.1 0.3 -0.1 0.0 -0.1 -0.2 -0.3 -0.4
Europe (non-EU) and CIS
East Asia 0.6 0.7 0.4 0.6 0.7 0.9 0.9 1.0 1.0 1.0
South-East Asia and the Pacific -0.2 -0.3 -0.8 -1.1 -1.1 -1.0 -0.9 -0.8 -0.9 -0.9
South Asia 0.0 0.2 0.0 -0.1 -0.1 0.0 0.1 0.1 0.1 0.1
Latin America and the Caribbean -0.4 0.7 -0.2 -0.5 -0.5 -0.3 -0.2 -0.2 -0.2 -0.2
Middle East 0.1 04 0.9 0.8 0.8 0.8 0.8 0.8 0.8 0.8
North Africa -0.5 -0.5 -0.7 04 0.7 0.7 0.7 0.6 0.5 0.4
Sub-Saharan Africa 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0

* 2012 are preliminary estimates; 2013-17 are preliminary projections based on the downside scenario.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Table P4. Unemployment 2007-17 (numbers of people), downside scenario

Region

2007
World 169.0
Developed Economies 29.1
and European Union
Central and South-Eastern 14.4
Europe (non-EU) and CIS
East Asia 31.6
South-East Asia 16.0
and the Pacific
South Asia 24.3
Latin America 18.6
and the Caribbean
Middle East 6.4
North Africa 6.2
Sub-Saharan Africa 22.4

World

Developed Economies
and European Union

Central and South-Eastern
Europe (non-EU) and CIS

East Asia

South-East Asia and the Pacific
South Asia

Latin America and the Caribbean
Middle East

North Africa

Sub-Saharan Africa

Number (millions)

2008 2010
1757 1984 1946
30.8 42.6 447
14.6 179 16.8
36.6 37.7 36.1
15.6 155 14.4
24.3 26.1 24.9

17.8 213 19.2

6.6 7.0 7.6
6.1 6.2 6.2
23.4 24.2 24.8

Change from 2007 (millions)

2008 2009 2010
6.7 295 257
17 135 156
0.2 34 24
5.0 6.0 45

-0.4 -05 -16
0.0 18 0.6

-0.8 2.7 0.6
0.2 0.6 12

-0.2 0.0 0.0
1.0 18 2.4

2011

193.1
43.1

15.6

37.3
13.6

24.5
18.7

7.7
7.2
254

24.1
14.0

1.1

57
-2.3
0.2
0.1
14
09
3.1

2012*

197.3
43.9

14.9

38.6
139

254
19.1

8.0
7.5
26.1

28.4
14.8

0.5

7.0
2.1
1.1
0.5
16
12
3.7

2013*

206.0
47.2

15.0

40.5
143

26.3
19.9

83
7.7
26.8

37.1
18.2

0.6

8.8
-1.6
2.0
13
19
15
4.5

2014*

212.2
49.2

149

41.4
151

27.3
20.4

85
7.8
27.6

43.2
20.1

0.5

9.8
-0.9
3.0
19
2.1
1.6
52

2015*

215.0
49.1

14.8

41.9
154

28.1
209

87
79
28.3

46.1
20.0

0.4

103
-0.6
38
23
23
1.7
59

2016*

215.5
47.4

14.7

42.1
15.6

28.7
21.3

89
8.0
289

46.6
184

0.2

105
-0.4
4.4
2.7
2.5
1.7
6.6

215.6
45.6

14.6

42.3
15.6

29.2
21.6

9.0
8.1
29.7

46.7
16.5

0.2

10.6
-0.4
4.9
3.1
2.7
18
7.3

* 2012 are preliminary estimates; 2013-17 are preliminary projections based on the downside scenario.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.

150  Global Employment Trends 2013 | Recovering from a second jobs dip i e —




Table P5. Youth unemployment 2007-17 (rates)

Region Rate (%)

2007 2008 2009 2010 2011
World 11.6 11.8 12.8 12.6 12.4
Developed Economies 12.5 13.3 17.4 18.1 176
and European Union
Central and South-Eastern  17.4 17.0 20.4 19.2 17.7
Europe (non-EU) and CIS
East Asia 7.9 9.1 9.2 89 9.2
South-East Asia 149 14.1 14.0 134 12.7
and the Pacific
South Asia 9.3 9.0 9.7 10.2 9.7
Latin America 14.2 13.6 15.7 14.1 134
and the Caribbean
Middle East 24.6 25.4 255 27.5 27.6
North Africa 20.8 20.3 20.4 20.1 233
Sub-Saharan Africa 11.8 11.9 12.0 11.9 11.9
Region Change from 2007 (percentage points)

2008 2009 2010 2011

World 0.2 1.2 1.0 0.8
Developed Economies 0.8 49 5.7 5.2
and European Union
Central and South-Eastern -0.4 3.0 1.8 0.3
Europe (non-EU) and CIS
East Asia 1.1 1.3 0.9 13
South-East Asia and the Pacific -0.7 -0.9 -14 2.1
South Asia -0.4 0.4 0.9 0.4
Latin America and the Caribbean -0.6 1.5 -0.2 -0.8
Middle East 0.8 1.0 29 31
North Africa -0.5 -0.4 -0.8 25
Sub-Saharan Africa 0.1 0.1 0.1 0.0

2012*

12.6
17.9

17.1

9.5
13.0

9.8
135

28.1
23.8
119

2012*

1.0
55

-0.3

16
-1.9
0.5
-0.7
35
3.0
0.0

2013*

12.7
17.7

17.3

9.8
134

10.0
136

28.7
23.9
119

2013*

11
52

-0.1

1.9
-1.5
0.6
-0.6
4.1
3.1
0.0

2014

12.8
17.3

17.3

10.0
13.7

10.1
13.7

289
23.8
11.8

2014*

1.2
4.8

-0.1

2.1
-1.2
0.7
-0.5
4.4
29
0.0

2015*

12.8
16.8

17.3

10.2
13.9

10.2
13.7

29.2
23.5
11.8

2015*

1.2
43

-0.1

2.2
-1.0
0.8
-0.5
4.6
2.7
0.0

2016* 2017*

12.8 12.9
16.3 159
17.4 17.4
10.3 10.5
14.0 142
10.2 10.3
13.8 13.8
29.3 29.4
23.3 23.2
11.8 11.8

2016* 2017*

1.2 1.2
3.8 34
0.0 0.0
24 2.6
-0.9 -0.7
09 1.0
-0.4 -0.4
4.7 4.8
25 24
0.0 0.0

* 2012 are preliminary estimates; 2013-17 are preliminary projections.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Table P6. Youth unemployment 2007-17 (numbers of people)

Region Number (millions)

2007 2008 2013* 2014* 2015* 2016* 2017*
World 70.4 71.0 76.2 74.7 73.2 73.8 74.2 74.1 73.8 73.5 73.3
Developed Economies 8.1 85 10.8 10.9 10.4 10.6 104 10.1 9.7 9.4 9.1
and European Union
Central and South-Eastern 4.6 4.6 5.4 5.0 4.4 4.1 4.0 39 3.8 36 3.6
Europe (non-EU) and CIS
East Asia 11.9 13.4 13.6 12.9 13.1 13.3 13.2 13.0 12.8 12.6 12.4
South-East Asia 8.8 8.3 8.2 7.8 7.4 7.5 7.7 7.8 7.9 7.9 7.9
and the Pacific
South Asia 13.1 12.3 13.1 134 129 13.0 133 135 13.6 13.7 13.7
Latin America 8.0 7.6 8.7 7.9 7.5 7.5 7.6 7.7 7.7 7.7 7.8
and the Caribbean
Middle East 3.3 3.3 33 35 3.5 3.6 3.6 3.6 35 3.6 3.6
North Africa 29 2.9 2.8 2.8 3.2 33 33 3.2 3.2 3.2 31
Sub-Saharan Africa 9.7 10.0 10.3 104 10.7 10.9 11.1 11.4 11.6 11.8 12.1

Change from 2007 (millions)

2008 2009 2010 2013~ 2014* 2015* 2016* 2017*

World 0.6 5.8 4.2 2.8 34 3.8 3.6 3.4 3.0 2.8
Developed Economies 0.5 2.8 2.9 2.4 25 2.3 2.1 1.7 1.3 1.0
and European Union

Central and South-Eastern 0.0 0.8 0.4 -0.2 -0.5 -0.6 -0.7 -0.9 -1.0 -1.1
Europe (non-EU) and CIS

East Asia 1.5 1.7 1.0 1.2 14 1.3 1.1 0.9 0.7 0.5
South-East Asia and the Pacific -0.5 -0.6 -1.0 -14 -1.3 -1.1 -1.0 -09 -0.9 -09
South Asia -0.8 0.0 0.3 -0.3 -0.1 0.2 0.3 0.5 0.5 0.6
Latin America and the Caribbean -0.3 0.8 -0.1 -0.5 -0.4 -0.3 -0.3 -0.3 -0.2 -0.2
Middle East 0.0 0.0 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
North Africa -0.1 -0.1 -0.2 0.3 0.3 0.3 0.3 0.2 0.2 0.2
Sub-Saharan Africa 0.3 0.5 0.7 0.9 1.2 14 1.6 1.9 2.1 2.4

* 2012 are preliminary estimates; 2013-17 are preliminary projections.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Table P7. Youth unemployment 2007-17 (rates), downside scenario

Region Rate (%)

2007 2008 2009 2010 2011
World 11.6 11.8 12.8 12.6 12.4
Developed Economies 12.5 13.3 17.4 18.1 176
and European Union
Central and South-Eastern  17.4 17.0 20.4 19.2 17.7
Europe (non-EU) and CIS
East Asia 7.9 9.1 9.2 89 9.2
South-East Asia 149 14.1 14.0 134 12.7
and the Pacific
South Asia 9.3 9.0 9.7 10.2 9.7
Latin America 14.2 13.6 15.7 14.1 134
and the Caribbean
Middle East 24.6 25.4 255 27.5 27.6
North Africa 20.8 20.3 20.4 20.1 233
Sub-Saharan Africa 11.8 11.9 12.0 11.9 11.9
Region Change from 2007 (percentage points)

2008 2009 2010 2011

World 0.2 1.2 1.0 0.8
Developed Economies 0.8 49 5.7 5.2
and European Union
Central and South-Eastern -0.4 3.0 1.8 0.3
Europe (non-EU) and CIS
East Asia 1.1 1.3 0.9 13
South-East Asia and the Pacific -0.7 -0.9 -14 2.1
South Asia -0.4 0.4 0.9 0.4
Latin America and the Caribbean -0.6 1.5 -0.2 -0.8
Middle East 0.8 1.0 29 31
North Africa -0.5 -0.4 -0.8 25
Sub-Saharan Africa 0.1 0.1 0.1 0.0

2012*

12.6
17.9

17.1

9.5
13.0

9.8
135

28.1
23.8
119

2012*

1.0
55

-0.3

16
-1.9
0.5
-0.7
35
3.0
0.0

2013*

12.8
18.3

17.4

10.0
134

9.9
136

28.7
24.0
119

2013*

1.2
58

0.0

2.1
-1.5
0.6
-0.6
4.1
3.2
0.0

2014

13.0
185

17.6

10.3
14.0

10.1
13.7

29.1
23.9
119

2014*

14
6.0

0.2

23
-0.8
0.8
-0.5
4.5
31
0.0

2015*

13.1
18.1

17.6

10.4
14.3

10.2
13.8

29.4
23.7
119

2015*

15
5.7

0.2

25
-0.6
09
-0.4
4.8
29
0.0

2016* 2017*

13.1 13.0
17.4 16.6
17.6 17.6
10.5 10.6
144 144
10.3 10.3
13.8 13.8
29.5 29.5
23.4 23.2
11.8 11.8

2016* 2017*

14 14
5.0 4.2
0.2 0.2
2.6 2.7
-0.5 -0.5
09 1.0
-0.4 -0.4
4.9 49
2.6 24
0.0 0.0

* 2012 are preliminary estimates; 2013-17 are preliminary projections based on the downside scenario.

Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Table P8. Youth unemployment 2007-17 (numbers of people), downside scenario

Region Number (millions)

2007 2008 2014* 2015* 2016* 2017*
World 70.4 71.0 76.2 74.7 73.2 73.8 74.8 75.5 75.4 74.8 74.1
Developed Economies 8.1 85 10.8 10.9 10.4 10.6 10.7 10.8 10.5 10.0 9.5
and European Union
Central and South-Eastern 4.6 4.6 5.4 5.0 4.4 4.1 4.1 39 3.8 3.7 3.6
Europe (non-EU) and CIS
East Asia 11.9 13.4 13.6 12.9 13.1 13.3 13.4 13.3 13.1 12.8 12.6
South-East Asia 8.8 8.3 8.2 7.8 7.4 7.5 7.7 8.0 8.2 8.1 8.1
and the Pacific
South Asia 13.1 12.3 13.1 134 129 13.0 13.2 135 13.6 13.7 13.8
Latin America 8.0 7.6 8.7 7.9 7.5 7.5 7.6 7.7 7.8 7.8 7.8
and the Caribbean
Middle East 3.3 3.3 33 35 3.5 3.6 3.6 3.6 3.6 3.6 3.6
North Africa 29 2.9 2.8 2.8 3.2 33 33 3.2 3.2 3.2 31
Sub-Saharan Africa 9.7 10.0 10.3 104 10.7 10.9 11.1 11.4 11.6 11.9 12.1

Change from 2007 (millions)

2008 2009 2010 2014* 2015* 2016* 2017*

World 0.6 5.8 4.2 2.8 34 4.4 5.1 5.0 4.4 3.7
Developed Economies 0.5 2.8 2.9 2.4 25 2.7 2.7 25 2.0 1.5
and European Union

Central and South-Eastern 0.0 0.8 0.4 -0.2 -0.5 -0.5 -0.7 -0.8 -0.9 -1.0
Europe (non-EU) and CIS

East Asia 1.5 1.7 1.0 1.2 14 1.5 14 1.2 0.9 0.7
South-East Asia and the Pacific -0.5 -0.6 -1.0 -14 -1.3 -1.1 -0.8 -0.7 -0.7 -0.7
South Asia -0.8 0.0 0.3 -0.3 -0.1 0.1 0.4 0.5 0.6 0.6
Latin America and the Caribbean -0.3 0.8 -0.1 -0.5 -0.4 -0.3 -0.3 -0.2 -0.2 -0.2
Middle East 0.0 0.0 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
North Africa -0.1 -0.1 -0.2 0.3 0.3 0.3 0.3 0.3 0.2 0.2
Sub-Saharan Africa 0.3 0.5 0.7 0.9 1.2 14 1.7 1.9 2.2 2.4

* 2012 are preliminary estimates; 2013-17 are preliminary projections based on the downside scenario.
Source: ILO, Trends Econometric Models, October 2012; see also source of Table A2 and Annex 5.
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Annex 3. Global and regional figures
World
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Developed Economies and European Union
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Central and South-Eastern Europe (non-EU) and CIS
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East Asia
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South-East Asia and the Pacific
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South Asia
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Latin America and the Caribbean
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Middle East
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North Africa
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Sub-Saharan Africa
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Annex 4. Note on global and regional estimates

The source of all global and regional labour market estimates in this Global Employment Trends
report is ILO, Trends Econometric Models, October 2012. The ILO Employment Trends Unit
has designed and actively maintains econometric models which are used to produce estimates
of labour market indicators in the countries and years for which country-reported data are
unavailable. These give the ILO the ability to produce and analyse global and regional esti-
mates of key labour market indicators and the related trends.

The Global Employment Trends Model (GET Model) is used to produce estimates — dis-
aggregated by age and sex as appropriate — of unemployment, employment, status in employ-
ment and employment by sector. The output of the model is a complete matrix of data for
178 countries. The country-level data can then be aggregated to produce regional and global
estimates of labour market indicators such as the unemployment rate, the employment-to-
population ratio, sector-level employment shares, status in employment shares and vulnerable
employment.

Prior to running the GET Model, labour market information specialists in the Employ-
ment Trends Unit, in cooperation with specialists in ILO field offices, evaluate existing
country-reported data and select only those observations deemed sufficiently comparable
across countries — with criteria including: (1) type of data source; (2) geographic coverage;
and (3) age group coverage.

® With regard to the first criterion, in order for data to be included in the model, they must
be derived from either a labour force survey or population census. National labour force
surveys are typically similar across countries, and the data derived from these surveys are
more comparable than data obtained from other sources. A strict preference is therefore
given to labour force survey-based data in the selection process. Yet many developing coun-
tries without adequate resources to carry out a labour force survey do report labour market
information based on population censuses. Consequently, due to the need to balance the
competing goals of data comparability and data coverage, some population census-based
data are included in the model.

® The second criterion is that only nationally representative (i.e. not prohibitively geograph-
ically limited) labour market indicators are included. Observations corresponding to only
urban or only rural areas are not included, as large differences typically exist between rural
and urban labour markets, and using only rural or urban data would not be consistent with
benchmark indicators such as GDP.

® The third criterion is that the age groups covered by the observed data must be sufhciently
comparable across countries. Countries report labour market information for a variety of
age groups and the age group selected can have an influence on the observed value of a given
labour market indicator.

Apart from country-reported labour market information, the GET Model uses the following

benchmark files:

® United Nations World Population Prospects, 2010 revision, for population estimates and
projections.
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® JLO Economically Active Population, Estimates and Projections (6th edition, July update)
for labour force estimates and projections.

¢ IMF/World Bank data on GDP (PPP, per capita GDP and GDP growth rates) from the
World Development Indicators and the World Economic Outlook October 2012 database.

® World Bank poverty estimates from the PovcalNet database.

The first phase of the GET Model produces estimates of unemployment rates, which also
allows for the calculation of total employment and unemployment and employment-to-popu-
lation ratios. After all comparable unemployment rates are compiled, multivariate regressions
are run separately for different regions in the world, in which unemployment rates broken
down by age and sex (youth male, youth female, adult male, adult female) are regressed on
GDP growth rates. Weights are used in the regressions to correct for biases that may result
from the fact that countries that report unemployment rates tend to be different (in statisti-
cally important respects) than countries that do not report unemployment rates.* The regres-
sions, together with considerations based on regional proximity, are used to fill in missing
values in the countries and years for which country-reported data are unavailable.

During subsequent phases, employment by sector and status in employment are esti-
mated. Additional econometric models are used to produce global and regional estimates
of labour force participation, working poverty and employment elasticities. The models use
similar techniques to the GET Model to impute missing values at the country level.

For more information on the methodology of producing world and regional estimates,
see www.ilo.org/trends.

* For instance, if simple averages of unemployment rates in reporting countries in a given region were used to estimate
the unemployment rate in that region, and the countries that do not report unemployment rates are different with re-
spect to unemployment rates than reporting countries, without such a correction mechanism, the resulting estimated
regional unemployment rate would be biased. The “weighted least squares” approach taken up in the GET Model serves
to correct for this potential problem.
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Annex 5. Note on global and regional projections

Unemployment rate projections are obtained using the historical relationship between un-
employment rates and GDP growth during the worst crisis/ddownturn period for each
country between 1991 and 2005 and during the corresponding recovery period.” This was
done through the inclusion of interaction terms of crisis and recovery dummy variables with
GDP growth in fixed effects panel regressions.** Specifically, the logistically transformed un-
employment rate was regressed on a set of covariates, including the lagged unemployment
rate, the GDP growth rate, the lagged GDP growth rate and a set of covariates consisting of
the interaction of the crisis dummy, and of the interaction of the recovery dummy with each
of the other variables.

Separate panel regressions were run across three different groupings of countries, based on:

(1) geographic proximity and economic/institutional similarities;

ad
v
(2) income levels;” @
*
<

(3) level of export dependence (measured as exports as a percentage of GDP).*¢

The rationale behind these groupings is the following. Countries within the same geographic
area or with similar economic/institutional characteristics are likely to be similarly affected
by the crisis and have similar mechanisms to attenuate the crisis impact on their labour mar-
kets. Furthermore, because countries within geographic areas often have strong trade and
financial linkages, the crisis is likely to spill over from one economy to its neighbour (e.g.
Canada’s economy and labour market developments are intricately linked to developments in
the United States). Countries with similar income levels are also likely to have more similar
labour market institutions (e.g. social protection measures) and similar capacities to imple-
ment fiscal stimulus and other policies to counter the crisis impact. Finally, as the decline in
exports was the primary crisis transmission channel from developed to developing economies,
countries were grouped according to their level of exposure to this channel, as measured by
their exports as a percentage of GDP. The impact of the crisis on labour markets through the
export channel also depends on the type of exports (the affected sectors of the economy), the
share of domestic value added in exports and the relative importance of domestic consump-
tion (for instance, countries such as India or Indonesia with a large domestic market were
less vulnerable than countries such as Singapore and Thailand). These characteristics are con-
trolled for by using fixed effects in the regressions.

In addition to the panel regressions, country-level regressions were run for countries with
sufficient data. The ordinary least-squares country-level regressions included the same vari-
ables as the panel regressions. The final projection was generated as a simple average of the
estimates obtained from the three group panel regressions and, for countries with sufficient
data, the country-level regressions as well.

¢ The crisis period comprises the span between the year in which a country experienced the largest drop in GDP growth,
and the “turning point year”, when growth reached its lowest level following the crisis, before starting to climb back to
its pre-crisis level. The recovery period comprises the years between the “turning point year” and the year when growth
has returned to its pre-crisis level.

¢* In order to project unemployment during the current recovery period, the crisis-year and recovery-year dummies were
adjusted based on the following definition: a country was considered “currently in crisis” if the drop in GDP growth after
2007 was larger than 75 per cent of the absolute value of the standard deviation of GDP growth over the 1991-2008
period and/or larger than 3 percentage points.

¢ The income groups correspond to the World Bank income group classification of four income categories, based on
countries’ 2008 GNI per capita (calculated using the Atlas method): low-income countries, US$ 975 or less; lower
middle-income countries, US$ 976-3,855; upper middle-income countries, US$ 3,856-11,905; and high-income coun-
tries, US$ 11,906 or more.

¢¢ The export dependence-based groups are: highest exports (exports 270 per cent of GDP); high exports (exports
<70 per cent but 250 per cent of GDP); medium exports (exports <50 per cent but 220 per cent of GDP); and low ex-
ports (exports <20 per cent of GDP).
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Refinement of the global and regional projections

In the beginning of Q4 2012, at the time of production of this Global Employment Trends
report, 60 out of a total sample of 178 countries had released monthly or quarterly un-
employment estimates for a portion of 2012. In five countries, estimates were available
through September; in 17 countries, estimates were available through August; in six coun-
tries estimates were available through July; in 27 countries, estimates were available through
June (Q2); and in 5 countries, estimates were available through March (Q1). These monthly/
quarterly data are utilized in order to generate an estimate of the 2012 annual unemployment
rate. The 2012 projection for the rest of the sample (countries without any data for 2012), as
well as projections for 2013 onwards are produced by the extension of the GET Model using
the relationship between economic growth and unemployment during countries’ previous
recovery periods, as described above.

In generating the 2012 point estimate for the 60 countries for which partial 2012 data
are available, the first step is to take an unweighted average of the (seasonally adjusted) un-
employment rate over the available months or quarters of 2012, which is defined as the point
estimate. Around this point estimate a confidence interval is generated, based on the standard
deviation of the monthly or quarterly unemployment rate since the beginning of 2008, mul-
tiplied by the ratio of the remaining months or quarters to 12 (for monthly estimates) or four
(for quarterly estimates).”” Thus, all else being equal, the more months of data that are avail-
able for a country, the more certain is the estimate of the annual unemployment rate, with
uncertainty declining in proportion to the months of available data.

In order to integrate the short term and medium-term trends in the movement of un-
employment rates, the above point estimate is adjusted according to whether the two trends
are in agreement.*® Specifically,

® if both trends are positive (negative), then the above point estimate is recalculated as a
weighted average of 60 (40) per cent of the upper bound and 40 (60) per cent of the lower
bound;

® if the two trends are in opposite directions, the unemployment rate of the latest month
or quarter available is assigned to the remaining months or quarters of the 2012, and the
above point estimate is recalculated as an unweighted average over the 12 months or four
quarters of 2012.

The underlying assumption is that in cases where there is a clear upward (downward) trend
over two consecutive periods, the tendency for the 2012 point estimate will be for some-
what higher (lower) unemployment rates than in the latest month of available data. In cases
in which there is no discernible trend over the past two periods, unemployment is expected
to remain at the most recent rate, and therefore more weight is given to the latest informa-
tion available. The final 2012 unemployment rate estimate for these countries is equal to the
adjusted point estimate.

The same procedure is followed for the unemployment rate of the youth sub-components
for the countries with at least two quarters available in 2012 (41 out of 60 countries). The
projections for the unemployment rate of the rest of the sub-components for 2012 onwards
are produced with the extension of the GET Model, using separately for each sub-component
the same model specifications as for the total unemployment rate. The nominal unadjusted

7 In cases where the ratio of the point estimate and the standard deviation is less than or equal to S, the standard de-
viation is instead constructed since the beginning of 2009. The rationale is that the exceptionally high volatility of un-
employment rates during the early period of the global financial crisis is unlikely to persist over the short-to-medium
term. Rather, the most recent level of volatility can be expected to persist.

¢ The short-term and the longer-term trend are defined, respectively, as the percentage point differences between the
unemployment rate of the latest month M (or quarter Q) available and the unemployment rate of the month M-3 (or
quarter Q-1), and of the month M-6 (or quarter Q-2), respectively.
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total unemployment level, which may differ from what the above procedure yields for total
nominal unemployment. The difference between the total nominal unemployment produced
as the sum of the sub-components and the total nominal unemployment estimated separately
is distributed among the sub-components in proportion to each sub-component’s share of
total unemployment.®” These adjusted point estimates are the final point estimates for the
sub-components.

For the 60 countries for which partial 2012 data are available, the confidence interval
remains as described above. For the rest of the countries and for the projections for 2013
onwards, the confidence intervals around the projections are generated with one standard
deviation across the projections of the various models’ projections, as described above. In order
to construct the confidence interval for each sub-component, the ratio of the sub-component
unemployment rate to total unemployment rate is applied to the upper- and lower-bound esti-
mates of the total unemployment rate.

Projections based on the downside scenario

In its latest World Economic Outlook (WEQO),”® the International Monetary Fund (IMF)
takes into account that high uncertainty around the global economy and produces a down-
side scenario. This scenario is based on a version of the Global Integrated Monetary and
Fiscal (GIMF) Model calibrated to represent the United States, Japan, the Euro area (core
and peripheral), emerging Asia, Latin America, and the rest of the world. The downside
scenario assumes a rise in financial stress that policy-makers fail to avert; a sharp credit
contraction in the periphery Euro area and to a lesser extent in the remaining area caused
by Euro area banks’ deleveraging with risk concerns overflowing around the globe. In this
scenario, GDP in the core Euro area would fall by 1.7 per cent in 2013 in relation to the
baseline projection and by 5.9 per cent in the peripheral Euro area. The ILO has produced
a downside scenario for global unemployment based on GDP growth estimates from the
IMF downside scenario. This scenario is incorporated in the GET Model by introducing the
corresponding changes to the annual GDP growth rates, and running the extension of the

GET Model as described above.

¢ The underlying assumption is that the relationship between the total unemployment rate and GDP growth is better
understood than the relationship between unemployment rates of sub-groups of workers and GDP growth.

7 See IMF, World Economic Outlook: Coping with High Debt and Sluggish Growth (2012b).
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Annex 6. Global employment trends — Regional groupings

Developed Economies
and European Union
European Union
Austria

Belgium
Bulgaria

Cyprus

Czech Republic
Denmark
Estonia

Finland

France
Germany
Greece
Hungary

Ireland

[taly

Latvia

Lithuania
Luxembourg
Malta
Netherlands
Poland

Portugal
Romania
Slovakia
Slovenia

Spain

Sweden

United Kingdom
North America
Canada

United States
Other developed
economies
Australia

Israel

Japan

New Zealand
Western Europe (non-EU)
Iceland

Norway
Switzerland

Central and South-Eastern

Europe (non-EU) and CIS

Central and South-Eastern

Europe (non-EU)

Albania

Bosnia and Herzegovina

Croatia

Serbia and Montenegro

The former Yugoslav
Republic of Macedonia

Turkey

Commonwealth of

Independent States

Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan

Kyrgyzstan

Republic of Moldova

Russian Federation

Tajikistan

Turkmenistan

Ukraine

Uzbekistan

South Asia
Afghanistan
Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan

Sri Lanka

South-East Asia

and the Pacific

South-East Asia

Brunei Darussalam

Cambodia

East Timor

Indonesia

Lao People’s Democratic
Republic

Malaysia

Myanmar

Philippines

Singapore

Thailand

Viet Nam

Pacific Islands

Fiji

Papua New Guinea

Solomon Islands

East Asia

China

Hong Kong, China

Korea, Democratic
People’s Republic of

Korea, Republic of

Macau, China

Mongolia

Taiwan, China

Latin America

and the Caribbean

Caribbean

Bahamas

Barbados

Cuba

Dominican Republic

Guadeloupe

Guyana

Haiti

Jamaica

Martinique

Netherlands Antilles

Puerto Rico

Suriname

Trinidad and Tobago

Central America

Belize

Costa Rica

El Salvador

Guatemala

Honduras

Mexico

Nicaragua

Panama

South America

Argentina

Bolivia

Brazil

Chile

Colombia

Ecuador

Paraguay

Peru

Uruguay

Venezuela, Bolivarian
republic of

Middle East

Bahrain

Iran, Islamic Republic of

Iraq

Jordan

Kuwait

Lebanon

Oman

Qatar

Saudi Arabia

Syrian Arab Republic

United Arab Emirates

Occupied Palestinian
Territory

Yemen

North Africa
Algeria
Egypt

Libya
Morocco
Sudan
Tunisia

Sub-Saharan Africa

Eastern Africa

Burundi

Comoros

Eritrea

Ethiopia

Kenya

Madagascar

Malawi

Mauritius

Mozambique

Réunion

Rwanda

Somalia

Tanzania,
United Republic of

Uganda

Zambia

Zimbabwe

Middle Africa

Angola

Cameroon

Central African Republic

Chad

Congo

Congo, Democratic
Republic of

Equatorial Guinea

Gabon

Southern Africa

Botswana

Lesotho

Namibia

South Africa

Swaziland

Western Africa

Benin

Burkina Faso

Cape Verde

Cote d’lvoire

Gambia

Ghana

Guinea

Guinea-Bissau

Liberia

Mali

Mauritania

Niger

Nigeria

Senegal

Sierra Leone

Togo
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Global Employment Trends 2013

The annual Global Employment Trends (GET) reports provide the latest
global and regional estimates of employment and unemployment, employ-
ment by sector, vulnerable employment, labour productivity and working
poverty, while also analysing country-level issues and trends in the labour
market.

Based on the most recently available data and taking into account macro-
economic trends and forecasts, the GET reports seek to shed light on cur-
rent labour market trends and challenges. The reports build on the ILO’s
Key Indicators of the Labour Market (KILM) and include a consistent set of
tables with regional and global estimates of labour market indicators. Each
report contains a short-term labour market outlook, assessing likely trends
and drivers of labour market developments around the world.

The Global Employment Trends 2013 report highlights how the crisis is in-
creasingly raising trend unemployment rates, partly driven by sectoral shifts
of jobs that had been triggered by the crisis. Despite historically low interest
rates in many advanced economies, investment and employment have not
shown tangible signs of recovery. Depressed growth prospects have started
to spread to the developing world where low productivity and wage growth
continues to remain an issue in most regions, preventing further improve-
ments in employment and disposable incomes, in particular among poorer
countries.

The report argues that policy-makers need to tackle uncertainty to increase
investment and job creation, in particular by providing better coordina-
tion of different policy instruments. Also, in countries with high and ris-
ing unemployment, job guarantee programmes for targeted labour market
groups should be the preferred policy measure. Finally, rising labour market
discouragement and structural unemployment should be tackled with new
skills and training initiatives to help jobseekers find employment in alterna-
tive industries and to promote their employability more broadly.

January 2013
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