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Executive summary

The world faces a challenge of creating 600 million jobs over the next decade

The world enters the year 2012 facing a serious jobs challenge and widespread decent work
deficits. After three years of continuous crisis conditions in global labour markets and against
the prospect of a further deterioration of economic activity, there is a backlog of global un-
employment of 200 million — an increase of 27 million since the start of the crisis. In add-
ition, more than 400 million new jobs will be needed over the next decade to avoid a further
increase in unemployment. Hence, to generate sustainable growth while maintaining social
cohesion, the world must rise to the urgent challenge of creating 600 million productive jobs
over the next decade, which would still leave 900 million workers living with their families
below the US$2 a day poverty line, largely in developing countries.

Global labour markets show little improvement

Against these labour market challenges, the outlook for global job creation has been wors-
ening. The baseline projection shows no change in the global unemployment rate between
now and 2016, remaining at 6 per cent of the global labour force. This would lead to an addi-
tional 3 million unemployed around the world in 2012, or a total of 200 million, rising to
206 million by 2016. If downside risks materialize and global growth falls to below 2 per cent
in 2012, global unemployment would rise more rapidly to more than 204 million in 2012, at
least 4 million more than under the baseline scenario, with a further increase to 209 million
in 2013, 6 million more than under the baseline scenario. Alternatively, under a more benign
scenario — which assumes a quick resolution of the euro debt crisis — global unemployment
would be around 1 million lower than under the baseline scenario in 2012, and 1.7 million
lower in 2013. This would still not be sufhicient to significantly alter the trajectory of the
global unemployment rate, which is projected to remain stuck at around 6 per cent.

Youth are particularly hard hit by the crisis

In 2011, 74.8 million youth aged 15-24 were unemployed, an increase of more than 4 million
since 2007. The global youth unemployment rate, at 12.7 per cent, remains a full percentage
point higher than the pre-crisis level. Globally, young people are nearly three times as likely
as adults to be unemployed. In addition, an estimated 6.4 million young people have given
up hope of finding a job and have dropped out of the labour market altogether. Even those
young people who are employed are increasingly likely to find themselves in part-time employ-
ment and often on temporary contracts. In developing countries, youth are disproportion-
ately among the working poor. As the number and share of unemployed youth is projected to
remain essentially unchanged in 2012, and as the share of young people withdrawing from
the labour market altogether continues to rise, on the present course there is little hope for a
substantial improvement in near-term employment prospects for young people.
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Falling labour force participation masks an even worse global unemployment situation

In the world as a whole, there were nearly 29 million fewer people in the labour force in 2011
than expected based on pre-crisis trends, with 6.4 million fewer youth and 22.3 million fewer
adults. This is equal to nearly 1 per cent of the actual global labour force in 2011, and nearly
15 per cent of the total number of unemployed in the world. If all of these potential workers
were available to work and sought work, the number of unemployed would swell to over
225 million, or to a rate of 6.9 per cent, versus the actual rate of 6 per cent. Participation rates
have plunged in many countries in the Developed Economies and European Union region,
resulting in there being 6 million fewer people in the workforce than expected based on pre-
crisis trends. Adding this cohort to the unemployed would raise the region’s unemployment
rate from 8.5 per cent to 9.6 per cent.

The global economy has substantially reduced its capacity to add new jobs

Globally, the employment-to-population ratio declined sharply during the crisis, from
61.2 per cent in 2007 to 60.2 per cent in 2010. This represents the largest such decline on
record (since 1991). Based on current macroeconomic forecasts, the ILO’s baseline projection
for the employment-to-population ratio is not encouraging, with a flat to slightly declining
trend projected to 2016. The ILO’s downside scenario would result in a double dip in the
global employment-to-population ratio, with the ratio likely to fall to the lowest rate on record
around 2013. The upside scenario also would not result in growth rates sufficient to bring
about a substantial rise in the global employment-to-population ratio, which would remain
well below pre-crisis levels for the next several years.

Outside of Asia, developing regions have lagged behind developed economies in labour productivity growth,
raising the risk of a further divergence in living standards and limiting prospects for poverty reduction

As the global economy is slowing down again, the convergence of living standards across
countries has also been slowing. The labour productivity gap between the developed and the
developing world — an important indicator for the convergence of income levels across coun-
tries — has narrowed over the past two decades, but remains substantial: output per worker
in the Developed Economies and European Union region was US$72,900 in 2011 versus
an average of US$13,600 in developing regions. This means that, adjusted for differences in
prices across countries, the average worker in a developing country produces less than one-
fifth of the output of the average worker in a developed country. The three Asian regions
have accounted for all of the catch-up in levels of labour productivity between the developing
and developed world between 1991 and 2011, with other developing regions lagging behind.

Progress has been made in reducing extreme poverty among workers
at the global level, but working poverty remains widespread

Among the 900 million working poor, there were an estimated 456 million workers around the
world living in extreme poverty below the US$1.25 a day poverty line in 2011, a reduction of
233 million since 2000 and a decline of 38 million since 2007. However, this global aggregate is
heavily influenced by the dramatic decline in extreme working poverty in the East Asia region,
where, owing to rapid economic growth and poverty reduction in China, the number of poor
workers has declined by 158 million since 2000 and by 24 million since 2007. Moreover, there
has been a marked slowdown in the rate of progress in reducing working poverty since 2008.
A projection of pre-crisis (2002 to 2007) trends shows 50 million more working poor in 2011
than expected on the basis of pre-crisis trends. Similarly, there are an estimated 55 million more
workers in 2011 living with their families below the US$2 a day poverty line than expected.
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Vulnerable employment has increased by 23 million since 2009

The number of workers in vulnerable employment globally in 2011 is estimated at 1.52 bil-
lion, an increase of 136 million since 2000 and of nearly 23 million since 2009. The East
Asia region has seen a reduction in vulnerable employment of 40 million since 2007, versus
increases of 22 million in Sub-Saharan Africa, 12 million in South Asia, nearly 6 million in
South-East Asia and the Pacific, 5 million in Latin America and the Caribbean and more
than 1 million in the Middle East. The share of women in vulnerable employment (50.5 per
cent) exceeds the corresponding share for men (48.2 per cent). Women are far more likely
than men to be in vulnerable employment in North Africa (55 per cent versus 32 per cent),
the Middle East (42 per cent versus 27 per cent) and Sub-Saharan Africa (nearly 85 per cent
versus 70 per cent).

Job-poor growth in the developed world and weak productivity in developing regions
threaten a broader recovery and limit economic development prospects

There is growing evidence of a negative feedback loop between the labour market and the
macro-economy, particularly in developed economies: high unemployment and low wage
growth are reducing demand for goods and services, which further damages business confi-
dence and leaves firms hesitant to invest and hire. Breaking this negative loop will be essen-
tial if a sustainable recovery is to take root. In much of the developing world, such sustainable
increases in productivity will require accelerated structural transformation — shifting to
higher value added activities while moving away from subsistence agriculture as a main source
of employment and reducing reliance on volatile commodity markets for export earnings.
Further gains in education and skills development, adequate social protection schemes that
ensure a basic standard of living for the most vulnerable, and strengthened dialogue between
workers, employers and governments are needed to ensure broad-based development built on
a fair and just distribution of economic gains.

Global growth is set to weaken in 2012

The recovery that started in 2009 has been short-lived and shallow and a large employment
gap remains. Since summer 2011, macroeconomic woes in some advanced economies have
worsened as investment and global job creation have remained weak. Financial sector insta-
bility and rising risk premiums on the back of an uncertain outlook on sovereign debt have
limited private sector access to credit and have cast shadows over business and consumer senti-
ment. Even though only a few countries are facing serious and long-term economic and fiscal
challenges, the global economy has weakened rapidly as uncertainty spread beyond advanced
economies. As a result, the world economy has moved even further away from the pre-crisis
trend path and, at the current juncture, even a double dip remains a distinct possibility.

A three-stage crisis

Entering the fourth year of global economic turmoil, there is now evidence of a three-stage
crisis. The initial shock of the crisis was met by coordinated fiscal and monetary stimulus,
which led to recovery in growth and avoided further contraction and higher unemployment,
but proved insufficient to bring about a sustainable jobs recovery, most notably in advanced
economies.

In the second stage, higher public deficits and sovereign debt problems led to increased
austerity measures in an attempt to bring confidence to capital markets. As a consequence,
fiscal stimuli started to wane, and support of economic activity in advanced economies con-
centrated on quantitative easing monetary policies. The combined impact appears to have

I Executive summary 11



been a weakening of both GDP growth and employment. GDP growth dropped globally,
from 5 per cent in 2010 to 4 per cent over 2011, led by advanced economies, whose forecast
for 2011 was revised downwards by the IMF in September 2011 to 1.4 per cent. In the mean-
time, this also affected emerging economies, where growth remained strong throughout 2011,
although the first signs of weakness were seen in the last quarter of 2011 with lower indus-
trial orders.

The tightening of policies and the persistently high levels of unemployment have increased
the potential for a dangerous third stage, characterized by increased risk of a second dip in
growth and employment in some of the advanced economies, exacerbating the severe labour
market distress that has emerged since the onset of the crisis.

Policy space has been diminished

In this third stage of the crisis, policy space has been seriously limited, making it difficult
to stop, or even to slow down, the further weakening of economic conditions. At the initial
stage of the global crisis, countries had been quick to set up financial sector support measures,
as well as stimulus packages. Despite much effort — in some cases up to 90 per cent of addi-
tional public spending went into bailing out banks — the financial industry remains highly
vulnerable, weakening its capacity to lend to the real economy. Credit conditions have become
tighter again in recent months, partly related to the high level of uncertainty about the global
economic outlook. At the same time, high levels of sovereign debt in advanced economies
have limited the capacity of governments in these countries to implement a further round of
stimulus programmes.

Economic conditions have proved to be more resilient in emerging economies in East
Asia and Latin America, leaving more policy space there. Nevertheless, some spillover effects
resulting from the difficulties in advanced economies are already visible there as well. Sources
of global growth have been shifting substantially since the beginning of the crisis, with
emerging economies increasingly contributing to world demand. Growing trade between
emerging economies has contributed to this gradual decoupling and to the emergence of
new centres of growth, which have the potential to stabilize global growth and prevent a
double-dip recession. In these countries, favourable economic conditions pushed job creation
rates above labour force growth, thereby supporting domestic demand, particularly in larger
emerging economies in Latin America and Fast Asia. However, as emerging economies con-
tinue to rely on exports to advanced economies, they too saw their growth rates decelerate in
the last quarter of 2011. In this regard, a coordinated effort by policy-makers in both advanced
and emerging economies could help benefit the global economy from these new centres of
growth and prevent a further global economic slowdown.

Investment remains depressed, weighing on job creation

With growing uncertainty over the global outlook, investment has developed unequally
across the globe. In advanced economies and Eastern Europe, the unresolved financial sector
problems, high levels of uncertainty regarding global prospects and a lower propensity of
households to consume have slowed the recovery in corporate investment. At the begin-
ning of the crisis, business investment declined to historically low levels, often leading to
net destruction of the capital stock, with particularly adverse effects on job creation. Given
the slow recovery in investment, job creation has been unable to resume, further adding to
employment losses. Conversely, emerging economies, on the back of their strong overall per-
formance, have already returned to pre-crisis investment rates and are expected to exceed
those rates over the medium term. This slowdown in investment bodes ill for stronger job
creation in advanced economies, given the strong links between the two in the past. Indeed,
strong investment growth — more than the expansion of production — was a leading indicator
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for falling unemployment rates. In this regard, the ILO estimates that strengthening incen-
tives for a faster recovery in investment — increasing it by an additional 2 percentage points
of global GDP, or US$1,200 billion worldwide — is necessary to fully absorb the employment
gap that has been opened by the crisis.

Structural imbalances are dragging down medium-term trends in employment growth

Structural imbalances that have built up over the past decade are further worsening the employ-
ment outlook. Housing and other asset price bubbles prior to the crisis created substantial sec-
toral misalignments that need to be fixed and which will require lengthy and costly job shifts,
both across the economy and across countries. Strong liquidity growth created housing and
financial sector booms, which are still ongoing in some economies, leading to misallocation
of resources and creating structural problems in the labour market that are likely to take time
to be fully absorbed. These structural frictions are also responsible for the low employment
response to growth, particularly in those economies where the boom has already been followed
by a bust, such as the United States, Spain and Ireland. Going forward, the re-adjustment of
these imbalances is likely to limit the effectiveness of policy interventions as traditional macro-
economic policies may be less effective when it comes to rebalancing sectoral growth patterns.
To address these obstacles, additional policy levers are needed in order to allow a more rapid
reallocation of jobs and workers across the economy to allow for faster job growth.

To address these issues, policies need to coordinate globally, ...

To address the protracted labour market recession and put the world economy on a more sus-
tainable recovery path, several policy changes are necessary. First, global policies need to be co-
ordinated more firmly. Deficit-financed public spending and monetary easing simultaneously
implemented by many advanced and emerging economies at the beginning of the crisis is no
longer a feasible option for all of them. Indeed, the large increase in public debt and ensuing
concerns about the sustainability of public finances in some countries have forced those most
exposed to rising sovereign debt risk premiums to implement strict belt-tightening. However,
cross-country spillover effects from fiscal spending and liquidity creation can be substantial
and — if used in a coordinated way — could allow countries that still have room for manoeuvre
to support both their own economies as well as the global economy. It is such coordinated
public finance measures that are now necessary to support global aggregate demand and stim-
ulate job creation going forward.

...repair and regulate the financial system, ...

Second, more substantial repair and regulation of the financial system would restore cred-
ibility and confidence, allowing banks to overcome the credit risk that has dogged this crisis.
All firms would gain from this, but especially SMEs, which not only need the credit more,
but also end up creating more than 70 per cent of jobs. An encompassing reform of financial
markets, including larger safety margins in the domestic banking sector, would substantially
help the labour market and could add up to half a percentage point in employment growth,
depending on country circumstances.

...target stimulus measures to employment...

Third, what is most needed now is to target the real economy to support job growth. Faltering
employment creation and ensuing weak growth in labour incomes have been at the heart
of the slowdown in global economic activity and the further worsening of public finances.
The ILO’s particular concern is that despite large stimulus packages, these measures have not
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managed to roll back the 27 million increase in unemployed since the initial impact of the
crisis. Clearly, the policy measures have not been well targeted and need reassessment in terms
of their effectiveness. Indeed, estimates for advanced economies regarding different labour
market instruments show that both active and passive labour market policies have proven
very effective in stimulating job creation and supporting incomes. Country evidence across
a range of labour market policies — including the extension of unemployment benefits and
work sharing programmes, the re-evaluation of minimum wages and wage subsidies as well
as enhancing public employment services, public works programmes and entrepreneurship
incentives — show impacts on employment and incomes.

...and encourage the private sector to invest...

Fourth, additional public support measures alone will not be sufhicient to foster a sustain-
able jobs recovery. Policy-makers must act decisively and in a coordinated fashion to reduce
the fear and uncertainty that is hindering private investment so that the private sector can
restart the main engine of global job creation. Incentives to businesses to invest in plant and
equipment and to expand their payrolls will be essential to stimulate a strong and sustainable
recovery in employment.

...Without putting fiscal stability at risk

Fifth, to be effective, additional stimulus packages must not put the sustainability of public
finances at risk by further raising public debt. In this respect, public spending fully matched
by revenue increases can still provide a stimulus to the real economy, thanks to the balanced-
budget multiplier. In times of faltering demand, expanding the role of government in aggre-
gate demand helps stabilize the economy and sets forth a new stimulus, even if the spending
increase is fully matched by simultaneous rises in tax revenues. As argued in this report,
balanced-budget multipliers can be large, especially in the current environment of massively
underutilized capacities and high unemployment rates. At the same time, balancing spending
with higher revenues ensures that budgetary risk is kept low enough to satisty capital markets.
Interest rates are therefore likely to remain unaffected by such a policy option, allowing the
stimulus to develop its full effect on the economy.
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1. The macroeconomic outlook
Is deteriorating

The global economy has been weakening rapidly

Global growth has decelerated rapidly, increasing the threat of a prolonged jobs recession.
Following the deepest global recession since the end of the Second World War, the recovery
has been short lived and shallow, barely recovering to rates prior to the crisis and unable
to close the gap that has opened up. In the meantime, the macroeconomic woes in some
advanced economies have worsened, increasing global uncertainty. While only a few countries
have been facing serious and long-term economic and fiscal challenges, the global economy
has cooled down fast as uncertainty has spread beyond the advanced economies, moving the
world economy even further away from the pre-crisis trend path. At the current juncture, even
a double dip remains a distinct possibilicy."

Partly, the protracted nature of the recovery is due to the nature and depth of the crisis as
well as its synchronized impact, which required policy action and economic adjustments on
several fronts. A combination of unresolved financial market problems and financial reforms
that have not yet been fully operationalized, a shift of private debt into public debt and sub-
sequent sovereign debt sustainability issues, an ongoing process of private sector deleveraging
and a global and sectoral restructuring of activities triggered by the crisis has put the brakes
on global growth.

As a result of the weaker than expected recovery, labour markets are unlikely to recover
from the strain they have suffered since the beginning of the crisis. Globally, nearly 27 million
new jobseckers have been added to the already high global unemployment figure of almost
171 million prior to the crisis, and this gap is expected to open gradually further as new
entrants into the labour market struggle to find gainful employment. Under current trends,
unemployment will be a reality for more than 200 million people in 2012; and if the situation
aggravates further, more than 209 million workers may be affected by 2013. The return of new
uncertainty, in particular the risk of another recession in advanced economies during the first
half of 2012, pushes further back any strong uptick in employment creation.

Short-term outlook

The outlook for a self-sustained global recovery worsened considerably during the summer
months of 2011. After a V-shaped recovery in output, the mounting sovereign debt problems
in some advanced economies have raised worries about a double dip in economic activity
throughout the world. High levels of volatility have returned to financial markets which,
combined with the continuing deleveraging in the private sector in advanced economies and
the effects of fiscal austerity measures on global demand, have lowered expectations of a quick
return to pre-crisis trends.

! There is no generally agreed definition of a global recession or a global double dip in economic activity. In the past,
the International Monetary Fund (IMF) has considered global growth of less than 3 per cent to be the equivalent of a
global recession (IMF, 2008).
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Crisis conditions are spreading out again from advanced economies

Global economic growth has decelerated sharply, falling to 4 per cent in 2011 from 5.1 per
cent in the previous year, and is projected to decelerate further over the medium term (IMF,
2011a). In part this is related to the still lacklustre growth in advanced economies. As a conse-
quence, job creation in this region has been slow, limiting disposable income growth, putting
substantial strain on public finances and depressing private consumption, business invest-
ment and trade in these countries. At the same time, emerging economies that managed to
return to pre-crisis trend growth rates continue to rely heavily on demand conditions in more
advanced economies, which has left them exposed to deterioration in economic conditions in
this region. This vulnerability stems partly from the continued reliance of these economies
on export-oriented growth. However, their recoveries also seem to have been driven by addi-
tional liquidity from central bank interventions around the globe which have led to asset price
booms, although these are likely to be unsustainable over the medium term.

Demand conditions have worsened on a broad front as private households and firms have
continued to choose to save rather than consume (see figure 1). Since 2010, public spending

Figure 1. Decomposition of demand conditions: Pre-crisis vs. crisis period
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has lost substantial momentum. After having prevented a worse decline in output and employ-
ment through a decisive, albeit shortlived, fiscal stimulus, governments around the globe have
felt the need to enact austerity measures that further depress GDP growth and job creation.
At the same time, private sector demand has not reached a sustainable trajectory that would
help pick up the slack caused by reduced public sector stimulus. Private spending has taken a
hit from efforts to deleverage and is unlikely to return to pre-crisis levels (which were in any
case unsustainable, at least in those countries where it had been supported by strong credit
expansion). In this environment of heightened insecurity and depressed consumer confidence,
business investment has also not recovered to pre-crisis levels, further dragging down aggre-
gate demand. In particular, non-financial sector firms have accumulated substantial amounts
of cash without injecting new funds into the economy.

Against this gloomy outlook, the risk now is that growth will remain below the job cre-
ation threshold necessary for continuous and self-sustained employment generation, locking
countries into an adverse equilibrium in which low output growth and subdued job creation
reinforce each other. Given the need for the world economy to absorb an average of 40 million
new labour market entrants each year, even a modest weakening in global economic activity
of 0.2 percentage points would lead to an increase in the number of unemployed of 1.7 mil-

lion by 2013.

Overly tight fiscal policies weigh on aggregate demand

Before the recent return of crisis conditions, most governments around the world turned
towards a less accommodative policy stance, under the rationale of bringing public debt devel-
opments under control. However, the uncoordinated manner in which fiscal tightening has
been carried out has led to an overly tight stance on budgetary positions, at least from a
global standpoint. Indeed, even though budget deficits are still large, particularly in advanced
economies, most of the budget shortfalls have been predominantly driven by reduced tax rev-
enues rather than by additional expenditures from fiscal stimulus packages (IMF, 2010a). Pro-
vided that activity resumes sufficiently, some of these large deficits can be expected to shrink
automatically. In addition, sovereign debt positions have worsened substantially following a
transfer of private debt (banking sector) to public debt, as governments tried to prevent large-
scale banking failures at the beginning of the crisis. In order to address mounting concerns
about the sustainability of government budget positions and rising sovereign debt risk pre-
miums, many countries have started implementing substantial spending cuts which are likely
to depress activity further, leading to a downward spiral of worsening growth and deterio-
rating public balances (see table 1 for an overview of recent austerity measures).

Table 1. Overview of fiscal austerity measures

Details of consolidation measures Projected

consolidation
period

Australia  Increase in tax on tobacco products and federal resource tax; planned introduction of 2012
30 per cent Resource Super Profits Tax in mining business (July 2012)

Brazil Spending cuts helped achieve a primary fiscal surplus of 3.1 per cent of GDP in 2011, 2011-14
but further austerity measures have been delayed

Canada Planned cuts in federal spending programme (with the exemption of pensions, education 2010-15
and health), especially targeting public sector wages; cuts in operating costs of federal
departments

Denmark Nominal freeze of several social benefits (unemployment, student financial aid, welfare) 2010-13
and foreign aid; reduction in duration of unemployment benefits; cuts in salaries of min-
isters by 5 per cent (around 2 billion Kroner); introduction of ceiling on family benefits;
higher excise duties on unhealthy foods and tobacco
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Details of consolidation measures

Projected

consolidation
period

Estonia

France

Germany

Greece

Hungary

India
Indonesia
Ireland
[taly

Japan

Latvia

Lithuania

Nether-
lands

Portugal

Romania

Russia
Slovenia

Spain

Turkey

United
Kingdom

United
States

Increase of VAT (2 percentage points) and excise taxes; reduction in social benefits
(health, pensions); operating spending cuts; (temporary) increase in second pillar pen-
sion contributions; land sales; discretionary spending cuts

Cuts in public pensions, healthcare and public administration; raising of retirement age
(from 60 years to 62 years by 2017); increase in taxes on capital; increase in top income
tax rate by 1 percentage point

Yearly consolidation of €25 billion from additional taxes (banks, air traffic, nuclear power;
total around €8 billion); cuts in spending on social security and labour market policies
(around €8 billion); cuts in military and administrative expenses (around €5 billion)

Elimination of tax exemptions; increase in property taxes; higher excise tax on cigarettes
and alcohol; higher tax on mobile telephones and petrol; special levy on profitable firms
and on high-value real estate; 10 per cent reduction in general government expenditure
on salary allowances; public sector recruitment freeze in 2010 and partial replacement of
retiring civil servants; reduction in operating costs and subsidies for pension funds; sig-
nificant reduction in the number of public sector special committees; amalgamation and
drastic reduction in the number of the public bodies/entities linked to local authorities

Introduction of 16 per cent flat rate of income tax over two years; cuts to the public
sector (reduction of wages, elimination of certain benefits); six-year tax for financial insti-
tutions; reduction of bureaucracy for investors; ban on foreign exchange mortgages

Reduction in social sector spending
Efforts to reduce corruption and improve government efficiency and tax enforcement
Tax increases and spending cuts (public sector wages, social welfare benefits)

Public sector hiring freeze and public sector wage cuts (for civil servants with gross
salary above €75,000); cuts in healthcare spending; strengthening of efforts against tax
evasion; reduction in transfers from central to regional and local governments

Revision of spending plans to freeze deterioration of primary balance; limitation of sover-
eign debt issuance in 2012 to 2011 levels

Increase of VAT (3 percentage points); introduction of capital income tax; increase of
personal income flat tax rate (3 percentage points); broadened base for property tax;
public sector wage cuts; pensions cuts; structural reforms in public administration; edu-
cation and healthcare (revenue vs. spending consolidation in the ratio 20:80)

Cuts in salaries of politicians; reduction in military appropriations; scrap indexation
of minimum wages; revision of maternity leave allowances; rationalization of public
expenses; increase of personal income tax flat rate to 20 per cent; increase of excise
taxes (fuel, tobacco, gambling); introduction of a corporate tax on agricultural entities

Consolidation effort of €18 billion until 2015 (around 3 per cent of GDP), with cuts con-
centrated in social security reforms (tighter eligibility criteria for childcare allowance, dis-
ability and unemployment benefits), development cooperation and military spending

Reduction in public sector pay and hiring (15 per cent reduction of central government
services and managerial positions compared with 2010); increase of VAT and taxes on
high-income earners; freezing of pensions, except for the lowest pensions; special contri-
bution on pensions above €1,500; reform of the unemployment benefit system.

25 per cent reduction in public sector wages; 15 per cent reduction in pensions and
unemployment benefits

Increase in non-energy tax revenues to lower deficit up to 2014
Announcement to reduce budget deficit by investment cuts (rather than public sector cuts)

Cut in public sector jobs (13,000 jobs) and pay (salary cuts of 5 per cent for civil serv-
ants and of up to 15 per cent for ministers and mayors); introduction of new income
tax; scrapping of newborn benefits; reduction in public investments by €6 billion; cuts
in public pensions; sale of public sector assets: one-third of public enterprises shall be
closed or sold off

Introduction of the “fiscal rule bill”, including cuts in social security, local and provincial
administration and unemployment benefits and levies for firms with floating capital

Emergency measures: abolition of the Child Trust Fund and cutting of employment pro-
grammes (Young Person’s Guarantee fund), civil service recruitment freeze. One-quarter of
higher revenues shall be achieved by tax increases: increase in VAT (2.5 percentage points)

The Budget Control Act, signed into law in August 2011, is expected to result in an
aggregate reduction in government spending of US$1.88 trillion over the period 2012 to
2021, with cuts to defence, education, national parks, low-income housing assistance
and medical research, among others
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Source: Updated from IILS, 2010.
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Fiscal positions have been weakened by financial sector support

Fiscal deficits can largely be explained by the fall in tax revenue associated with the eco-
nomic contraction or slower growth. In addition, an important contribution to the increased
expenditures is related to the substantial financial sector support measures implemented
at the beginning of the crisis, in particular in some European countries. Due to the finan-
cial sector origins of the crisis, these support programmes have targeted the banking sector
in advanced economies, in some cases channelling up to 90 per cent of additional public
spending into bailing out banks and buying up distressed financial assets (IILS, 2009). In a
survey of 77 countries (ILO and World Bank, forthcoming), the total budget for additional
fiscal spending of US$2.4 trillion during the crisis years was accounted for largely by the
high-income countries, whose share came to US$1.9 trillion, while the share of middle- and
low-income countries came to US$520 billion. Of the US$1.9 trillion sectoral budget for
high-income countries, US$1.2 trillion (almost two-thirds) went to the financial sector. This
financial bailout dwarfed all other sectoral support in high-income countries, far greater than
spending on healthcare (8 per cent), education and infrastructure (5 per cent each).

The often unconditional bailouts of the financial sector in advanced economies has com-
pounded sovereign debt problems, in particular in the euro zone (see box 1) with sizeable
spillovers to the global economy. Indeed, by buying up distressed assets and allowing banks to
benefit on a broad scale from direct access to central bank credit for their financing activities,
policy-makers have relieved banks from liquidity constraints, fearing that this would result in
massive bank failures. At the same time, incentives for private banks to buy up large amounts
of sovereign debt were strengthened as public guarantees relieved capital requirements for
such assets and returns on sovereign bonds skyrocketed. As a consequence, banks — relying
on such guarantees — started to buy sovereign debt from euro area countries at the height of
the financial crisis in the expectation of using these assets to access central bank liquidity fa-
cilities. The ensuing change in banks’ asset compositions has not only further weakened the
banking sector in certain advanced economies, it has also transferred disproportionate risk
onto sovereigns, which has led to the current re-emergence of crisis conditions.

In contrast, most emerging economies benefited from initially much better fiscal pos-
itions and lower financial sector stress, which allowed them to prioritize support for exports
and the real economy. This, in turn, led to much stronger recovery in these countries, thereby
helping to limit the impact of these measures on public debt and long-term sustainability.”
Of a total budget of US$520 billion, the largest allocation for support was to manufacturing,
with a 22 per cent share, followed by agriculture with a 9 per cent share, finance and construc-
tion, each with a 5 per cent share, and a 4 per cent share for infrastructure.

Even though the financial sector origins of the crisis explain the bias of advanced econ-
omies towards financial sector support, the choice of bailing out banks without any compen-
satory requirements remains a matter of much public debate. Now facing the risk of another
recession, many governments in advanced economies are left with little ammunition to sup-
port the real economy. At the same time, putting further stress on the banking sector at the
current juncture by having the sector pay for part of the clean-up costs, for instance via a
financial transaction tax, risks further derailing the economy. Clearly, this dilemma cannot be
solved at the level of any individual country but requires the coordinated intervention across a
larger group of countries, to mutualize at least part of the recession risk, and stronger support
for the global economy by more solvent countries.

* The largest number of countries, 40, adopted policies to support exports; 31 countries provided support for agriculture;
28 countries supported manufacturing; 19 countries supported construction; and 17 countries supported finance. Infra-
structure was not listed separately, but was approximated from communications, which was supported by nine countries,
and utilities, which was supported by seven countries (ILO and World Bank, forthcoming).
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Box 1. Sovereign debt problems in the euro zone

Financial crises often lead to sovereign debt
crises, threatening the chances for a sustainable
recovery (Reinhart and Rogoff, 2009). This time
is no exception. In particular, public finances in
advanced European Union countries have been
affected by large bailout programmes of their
banking system as well as rapidly declining tax
revenues. Already prior to the crisis many EU-27
countries had accumulated substantial amounts
of public debt that rapidly increased further with
the onset of the crisis, far beyond the thresholds
that had been fixed by the Stability and Growth
Pact. With the economic outlook deteriorating,
unemployment rates increasing and public
finances suffering, sovereign debt ratings plum-
meted, causing bond interest rates to sky-rocket
in some member countries and bond markets to
dry up. By summer 2011, these sovereign debt
problems reached a stage where even a break-
up of the euro area became conceivable, with
unknown adverse consequences for member
countries and the global economy alike.

In order to prevent a sovereign default of one
of their member countries, EcoFin — the Council
of European Economics and Finance Minis-
ters — together with the International Monetary
Fund undertook some short-term support meas-
ures to maintain sovereign solvency of some of
their member countries and to prevent high
long-term interest rates choking off the recovery
underway in the euro area. To this avail, the
European Financial Stability Facility (EFSF)
was set up alongside the European Financial
Stabilisation Mechanism (EFSM), two temp-
orary funding facilities from which distressed
countries are allowed to draw. Together EFSF
and EFSM provide a financial safety net for EU
countries’ sovereign debt of more than €1,000
billion. It is planned that, by mid-2013, these
temporary facilities be replaced by the Euro-
pean Stability Mechanism (ESM), or supplement
it, the contours of which, however, still need to
be approved in a treaty adopted by EU member
countries.

In addition to these fiscal safeguard meas-
ures, EU member countries also adopted a
Competitiveness Pact (the “Euro-Plus Pact”).
This pact intends to accelerate convergence
among member countries in order to avoid a
further divergence of economic fundamentals
that have already affected the cohesion of the
currency area. In particular, unit labour costs

were thought to be at the heart of the difficul-
ties that some of the member countries faced in
responding to the crisis and the ensuing wors-
ening of public finances. The pact suggests
measures to strengthen public finances through
tax policy coordination, especially regarding cor-
porate taxation. In addition, deflationary labour
market and social policy measures were being
emphasized on wage indexation, retirement
ages and labour taxation.

So far, the extent to which both the financial
safety facilities and the competitiveness pact
can address the fundamental weaknesses of the
economic governance in the euro area remains
to be seen. Recent conclusions adopted at an
EU summit in Brussels suggest that national
fiscal policies will come under greater scrutiny
by supranational institutions such as the Euro-
pean Court of Justice to ensure that deficit ceil-
ings and a debt brake are properly adhered to.
On the other hand, neither euro-wide sovereign
debt instruments (“euro bonds”) nor a larger
role of the European Central Bank as a lender of
last resort to governments have been adopted
during the summit, significantly limiting the ef-
fectiveness of the new EU fiscal framework.

In addition, supply-side measures such as
those focused on in the Euro-Plus Pact would
deliver results only over the medium term
through internal devaluation and at the cost
of prolonged periods of slow economic growth.
These measures force adjustment through wage
deflation, causing substantial social harm and
threatening a sustainable recovery. At the same
time, when carried out in isolation, they increase
capital costs relative to other member countries
for the entire adjustment period, depressing
investment and job creation. Worse, if such
measures are introduced in an uncoordinated
way, other euro area member countries are
likely to introduce similar measures to avoid
deterioration of their competitive situation, fur-
ther depressing the outlook for the entire cur-
rency union without solving the sovereign debt
problems at the origin of the crisis. Instead,
policy-makers should have taken advantage of
the relative closedness of the euro area to co-
ordinate their wage and fiscal policies such as
to allow distressed member countries to benefit
from demand spillover effects from countries
more advanced in their recovery process (Stock-
hammer et al., 2009).

Unresolved financial sector problems limit investment dynamics

Despite this strong support for financial sector bailouts, more than three years after the height
of the financial crisis many reforms to strengthen the stability of the financial system are
only gradually being introduced. Countries had initially been quick to bail out failing banks
and restrict certain types of financial transactions deemed to be particularly critical for the
stability of the financial sector, and later more structural measures were announced or — in
certain cases — legislated, such as the separation of commercial from investment banking ac-
tivities and the strengthening of banks’ equity bases. Most of these measures, however, are
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Figure 2. Financing conditions (USA, euro area and Japan)
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Source: OECD Economic Outlook 90.

still awaiting full implementation or are only gradually being phased in, such as the Basel III
accords on banking supervision.

Indeed, lending to small and medium-sized enterprises (SMEs) in particular has not
taken off in advanced economies. In the euro area in particular, lending conditions have
remained tighter than before the crisis despite a return towards more normal conditions in
most economies following the immediate aftermath of the crisis. In addition, lending con-
ditions have started to tighten again in recent months among advanced economies against
the backdrop of heightened market uncertainty (see figure 2). Given the importance of
SMEs in generating investment and employment, going forward it will be crucial to relieve
their financing conditions and allow them more broad-based access to banking and market-
based credit. In part, such an improvement in financing conditions can be achieved by
speeding up the implementation of the announced and agreed banking sector reforms to
help to transform the current banking sector model and make it more amenable for real
economy financing.

In this regard, it should be stressed that proper and comprehensive financial sector regu-
lation can actually contribute to faster employment growth (see box 2). It will relieve enter-
prises and banks from economic and regulatory uncertainty and put the business model of the
banking sector on a more stable footing. The reduced volatility in domestic and international
markets that such tighter regulation might induce is a prime requisite factor for stimulating
both investment and employment growth and might help to reduce precautionary saving. In
addition, stricter prudential regulation and the limitation of implicit public guarantees against
bank failures will help phase out current exceptional monetary measures, restoring market
forces in the banking sector. This will improve financial conditions in the real economy, as
banks will have greater incentives to channel their funds toward productive ends rather than
volatile financial products. Adding up these effects, estimates by the ILO show that broad-
based financial sector regulation could add more than half a percentage point to job creation
rates (ILO, 2011a).

Policy space to boost the recovery remains limited
Policy space has been further restricted by recent turbulence in sovereign debt markets. Given

the lack of adequate international coordination, and the mood of policy-makers around the
globe, returns to a more expansionary stance of fiscal policy are unlikely — despite the adverse
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Box 2. Could financial market reforms increase employment growth?

Few existing studies have tried to identify the impact of
financial market regulation on the real economy. Efforts
have mostly concentrated on the effects of higher capital
costs and the availability of credit due to stricter rules on
GDP growth, and on regulation of international financial
flows, such as international transaction taxes and capital
controls, which are also expected to reduce financial
depth and credit market activity. The extent to which such
reduction in financial activity will lead to a slowdown of
the real economy is still hotly debated, as are the actual
effects of tighter regulation on the banks’ dominant busi-
ness model and its consequences for financing costs
(see lIF, 2010; Kashyap et al., 2010; Admati et al., 2011).
Disregarding methodological and conceptual differences
across these studies, however, most agree that some — at
least temporary — shortfall of GDP might be expected, if
at least to account for the fact that the banking sector will
have to reorient its activities to other, potentially less prof-
itable domains.

None of the discussions presented in recent years, how-
ever, has looked into effects of financial market regula-
tion on employment creation. They assume a stable and
constant link between GDP and employment that is suf-
ficient to derive relevant estimates for the number of jobs
being affected. This is misleading for at least two reasons.

First, a reduction in financial market stress may have an
additional stimulus effect on employment creation, over
and above positive effects for GDP, as uncertainty directly
affects hiring incentives of firms. Second, financial reforms
might also lead to changes in corporate governance, to the
extent that credit or bond financing will be less available
and might be replaced by increased fundraising on equity
markets (for example, via private equity investment). Both
effects constitute additional forces for job creation.

Recent estimates that take these transmission mech-
anisms into account present a more balanced picture
regarding the extent to which labour markets will be affected
by financial reforms (Ernst, 2011a). In particular, it can be
shown that the labour market effects of financial regula
tion will depend on the extent to which financial reforms in
the domestic sector are being coordinated with changes
in the international financial architecture. Chiefly, this can
be related to the fact that increased regulation in both
areas would yield a double dividend in the form of more
stable financing conditions and a more equitable income
distribution, which helps strengthen domestic demand. In
the absence of changes in either domestic or international
financial regulation, reform measures would not have suf-
ficient positive effects to outweigh some of the costs they
bring about, at least in the short run (see figure below).
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consequences for global growth. Partly, this is related to the fact that regardless of the way
in which current fiscal austerity measures are being implemented, the crisis has revealed the
fragile state of public finances in many advanced economies:
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Automatic stabilizers have helped much more during the crisis than discretionary meas-

ures. The swift increase in public spending and automatic reductions in tax pressure have

contributed to a large extent to stabilizing demand conditions. It is estimated that overall,
automatic stabilizers contributed up to 80 per cent to the overall stimulus that governments

provided to their economies (OECD, 2009).

Passive labour market policies and income-support measures have contributed strongly
to limit the impact of the crisis on aggregate demand. In addition, active labour market




policies have acted as important flanking policies on the labour market, supporting job-
seckers in finding new opportunities in alternative sectors or firms.

® Tax breaks on hiring for private businesses to create employment do seem to provide some
relief despite the severe macroeconomic adversity. However, the deadweight costs of these
tax breaks have proven to limit their potential benefits. In a weak macroeconomic envir-
onment, many businesses simply will not hire. Earlier experiences already demonstrated
that these measures have been found to be very costly with only little additional effect on
employment creation (Hungerford and Gravelle, 2010).

Implementing these insights more broadly would substantially enhance the balanced-budget
multiplier, i.e. the capacity of governments to expand private demand even in the absence of
deficit spending. It is estimated that under the current conditions of ineffective monetary
policy, such reorientation of fiscal objectives (“smart spending”) could yield multiplier effects
of over 2, i.e. private demand would expand by more than two dollars for each dollar on the
public balance sheet (e.g. Woodford, 2010).

Monetary policy also will need to be adjusted soon. Central banks have little ammuni-
tion left for guaranteeing liquidity provision to the real economy, despite the tightening finan-
cial conditions observed in many advanced economies. Quantitative easing and the attempts
by both the Federal Reserve and the European Central Bank to lower long-term interest rates
by buying up sovereign debt has so far not satisfied expectations by policy-makers and market
participants. Risk premia, in particular on sovereign bonds of some countries, continue to be
unsustainably high and show no signs of receding without major policy actions — such as a
partial default by some sovereigns within the euro area.

Forces acting over the medium term

Underlying the weaker than expected recovery of global activity and the short-run downside
risks are structural changes that have been fuelling the crisis. In particular, the slowdown of
productivity growth in advanced economies and the concomitant shift of global activity to the
emerging world have opened up imbalances that have not yet been taken up in a satisfactory
manner. This has resulted in a gradual and - due to the crisis — permanent decline in poten-
tial output growth, which will further weigh on policy-makers’ options.

Structural imbalances have weighed upon the recovery

Structural imbalances that have built up over the past decade are likely to worsen the employ-
ment outlook. Housing and asset price bubbles as well as the ensuing crisis have created sub-
stantial sectoral misalignments that need to be fixed; this will require lengthy and costly
shifts in employment, not only across the economy, but also across countries (see figure 3).
Strong liquidity growth has created a boom in the housing and financial sectors, which is
still ongoing in some economies, leading to misallocation of resources and generating struc-
tural unemployment in the labour market that are likely to take time to be fully resolved.
These structural frictions are also responsible for a low employment response to growth, in
particular in those economies where the boom has already been followed by a bust, such as
the United States, Spain and Ireland. Going forward, the readjustment of these imbalances is
likely to limit the effectiveness of policy interventions as traditional macroeconomic policies
may be of limited help when it comes to rebalancing sectoral growth patterns. Additional
policy levers, therefore, are needed to allow a more rapid reallocation of jobs and workers
across the economy to promote faster employment growth.

B 1. The macroeconomic outlook is deteriorating 23



Figure 3. Sectoral employment change and housing price conditions
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Some parts of the world have seen a slowdown in productivity growth

Prior to the crisis, labour productivity growth had started to slow down in some parts of the
world (see figure 4). The sluggish recovery and the spread of structural imbalances to other
parts of the world has led to a broader deceleration of labour productivity growth rates. Such a
slowdown in productivity growth in both advanced and emerging economies is likely to keep
employment creation down as well. Ongoing structural change and shifts of resources across sec-
tors are — at least temporarily — expected to keep productivity growth down. In addition, longer
term trends have weighed on productivity growth as well: fast-growing emerging economies

Figure 4. Long-term trends in productivity growth
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Figure 5. Changes in investment shares and global
productivity growth (2000-10)
5.0 _
4.0
3.0

2.0

1.0 ®2002

2001
Or

T T T T T T 1
10 20/ _

2.0 J
-25 -2.0 -15 -1.0 -0.5 0 0.5 1.0 15

Change in investment share (percentage points)

Annual average productivity growth (%)

Note: Values for 2011 are forecasts.

Source: ILO Trends econometric models, October 2011; World Bank, World Development Indicators, 2011.

have been maturing (Eichengreen et al., 2011) and services-sector dominated advanced econ-
omies have faced difficulties in keeping technological progress at a constant high speed.

The slowdown in productivity trends and the expectation of lower rates of capital returns
will weigh on capital outlays and is likely to delay any return to the investment growth seen
prior to the crisis. On the one hand, lower productivity growth rates decrease expected rates
of return, thereby weighing on asset prices and hence investment (see Cochrane, 1991, 2008).
On the other hand, lower productivity growth might also limit the available cash flow to
enterprises, thereby reducing the capacity of firms to invest. Together, these trends will reduce
the economy’s potential to increase its capital stock and to recover from the loss in wealth
incurred during the crisis. This in turn will further weigh on future expected productivity
increases, running the risk of creating a downward spiral towards permanently lower rates of
trend growth (see the tight link between productivity growth and investment in figure 5).

Recovery in investment has been sluggish,
especially in advanced economies

Indeed, investment has already taken a large hit, both from the crisis and from unfavour-
able structural developments. Even though, investment managed to recover somewhat, but
unequally across the globe. In advanced economies as well as eastern Europe, the unresolved
financial sector problems, high levels of uncertainty regarding global prospects and the lower
propensity of households to consume have slowed the recovery in corporate investment. With
the onset of the crisis, business investment declined to historically low levels, often leading to
net destruction of the capital stock, with particularly adverse effects on job creation. Given
the slow recovery in investment, job creation has not resumed in these economies. Conversely,
emerging economies, on the back of their strong overall performance, have already returned
to pre-crisis investment rates and are expected to exceed them over the medium term.

This slowdown in investment bodes ill for stronger job creation in advanced economies,
given the strong links between the two in the past. Indeed, in the past only strong invest-
ment growth — more than the expansion of production — was a precondition for reduced un-
employment rates (see figure 6). In addition, the employment intensity of investment has been
depressed in the current macroeconomic environment, indicating that even faster investment

* For a detailed analysis of the impact of the observed slowdown in investment on employment dynamics, see IILS

(2011), Chapter 2.
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Figure 6. Investment and global unemployment
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growth than in the past is required to bring unemployment down. Indeed, as the crisis has
led to substantial capital scrapping and re-evaluation of existing capital stocks, the threshold
for investment growth necessary for job creation is likely to be higher than before the crisis,
and investment rates need to surpass pre-crisis levels to absorb unemployment (Zoega, 2010).
Moreover, investment in some emerging economies has not been as job-rich as in the past,
so the current acceleration is not expected to add many new jobs and so will not bring down
global unemployment.

World trade slowed, but has shown some recovery

World trade is central for a continuous, broad-based recovery in employment. At the height
of the crisis in 2009, faltering international trade caused substantial adverse spillover effects,
spreading crisis conditions to countries across the globe irrespective of their financial sector
situation. At the same time, once uncertainty dissipated, the strong recovery of trade also sup-
ported the global revival of economic activity and employment growth experienced between
the second half 0of 2009 and the beginning of 2011. Going forward, open world markets, and
especially the capacity for emerging economies to market their products in more advanced
economies, remain essential for preventing a more substantial deterioration of what is already
a bleak situation. In addition, growing trade among emerging countries has contributed to
a gradual decoupling of economies and the emergence of new centres of growth, which have
the potential to stabilize global growth and prevent a more severe double-dip recession.
Indeed, world trade has helped to allow new growth drivers to enter the recovery process.
Prior to the crisis, global growth had chiefly been driven by advanced economies (see table 2),
as strong private consumption in major developed countries, such as the United States, France
and Japan, had helped to absorb commodities and goods produced in the emerging world. With
the onset of the crisis and in the following recovery, the sources of global growth have changed
and partly moved to the emerging world. This indicates a major shift, not only regarding the
sources of global growth, but also in the direction of world trade, and is likely to have long-
term effects on the economic structure, in particular of advanced economies. As a matter of
fact, countries that were running large current account deficits prior to the crisis — such as the
United States and Spain — managed to regain some competitiveness and allow a stronger role
for manufacturing trade in their recovery. Overall, this shift of growth and trade allowed at
least a temporary reduction in the global imbalances that were at the origin of the global crisis.
World trade has already started to slow after the quick and strong recovery in 2010. On
the back of lower consumption growth, in particular in advanced economies, world trade
growth almost halved. However, the emergence of new centres of global growth among
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Table 2. Patterns of global growth

Growth in

Brazil China France Japan USA Brazil China France Japan

Prior to the crisis After the crisis

Brazil
China

France

Was driven by

Japan
USA

Note: The period “prior to the crisis” refers to the years 1998-2008, the one “after the crisis” to 2009-2010. The table presents sum-
mary evidence on the cross-country interactions between quarterly GDP growth rates using Granger causality tests. Reported test
results are significant at 5% level. All growth rates were filtered using the Hodrick-Prescott decomposition prior to testing. For details
on the methodology, see Ballon and Ernst (forthcoming). (a) Although it is not possible to reject the null hypothesis the test shows a
decrease of 66% of the probability value associated with the test. This might indicate a switch of Granger causality between Brazil and
France. (b) The null hypothesis is rejected at the 10% level. (c) Tests are for: 1993 to 2009Q1, and 2009Q2 to 2010Q4, respectively.

Source: ILO estimates based on EIU quarterly GDP data.

Figure 7. World trade growth: Baseline and downward scenario projections
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developing economies managed to keep world trade growing close to its historical average.
Given the recurrent problems in advanced economies, a further slowdown is to be expected
followed by a moderate rebound in 2013 (see figure 7).

Scenarios and policy responses

The ILO’s central projection foresees gradual slowdown
in activity and flat unemployment

In our baseline scenario, employment growth rates are expected to remain subdued for several
years. Against the background of high uncertainty and adverse long-term trends, investment
is likely to remain subdued for a prolonged period, preventing a fast recovery in employment
Rather, the slowdown in growth and the structural difhculties will lead to a further opening
of the jobs gap, although without necessarily increasing the global unemployment rate. Part
of the additional potential workforce will stay outside the labour market, thereby increasing
the pool of discouraged workers. In countries without well-developed social security systems,
people will increasingly be forced into low-quality, informal sector jobs to earn a living,
Going forward, this scenario implies a substantial drag not only on employment but also on
income and, particularly, on wages. Disposable income will be under pressure both from higher
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Figure 8. Global employment trends: Different scenarios
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taxation and lower public spending as governments aim to restore sound fiscal policies. At the
same time, slow employment growth offers little opportunity for increased wages. Finally, at the
current juncture, with strong liquidity creation but without much channelling through to the
real economy, further hikes in asset and commodity prices can be expected, fuelling global infla-
tion and lowering real wages across the world. The unemployment rate is expected to decline
only gradually, with the number of jobseekers increasing globally, in line with the continuous
growth of the labour force (see baseline projection, short-dashed line, in figure 8).

The situation could deteriorate substantially
If sovereign debt problems spill over to private credit

The situation would substantially deteriorate if current turbulence in sovereign debt markets
is not adequately addressed. In this situation, partial or full sovereign defaults, or even only a
continuous transfer of funds, is likely to spill over into the banking sector, leading to substan-
tial stress there and the possibility of bankruptcies of major European banks. The heightened
uncertainty will also affect global capital flows and business sentiment again, with strong
adverse effects on world trade (see figure 7). Such a disruption in economic activity together
with very tight policy space could lead to a downward spiral in economic activity and the
possibility of deflationary pressures, which would put off any recovery until well into 2013.
Unemployment would take a further hit, adding an additional 1 million jobseckers globally
over the next two years (see downside scenario, grey dashed-line, in figure 8).

A quick clean-up of the banking sector would
speed up investment and job creation

Prospects for employment creation could improve substantially if current problems in the
financial sector could be properly addressed. In particular, a quick implementation of finan-
cial sector reforms and the setting up of an operational framework that encompasses both
domestic and international financial market reforms would substantially help in reducing
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financial market volatility and stimulating employment growth. At the same time, a credible
announcement of medium-term fiscal policy reforms, in particular in those countries where
sovereign debt has reached critical levels, would ease market uncertainty and lower risk premia
and interest rates. This, in turn, could contribute to a more rapid normalization of central
bank activities, which would help restore confidence in the stability of the banking sector and
lead a return to more normal lending conditions.

Under such a scenario, investment growth could resume more strongly, helping to accel-
erate job creation. To the extent that global investment shares increase by an additional 2 per-
centage points up to 2016, this would close the employment gap that was opened by the crisis
and allow unemployment to decline to levels seen prior to the crisis (see boosting investment
scenario, long dashed line, in figure 8). Unemployment rates would trend downward — instead
of the current stagnation — and could reach pre-crisis levels before the end of 2013. At the
same time, with most unemployed people looking for jobs in advanced economies, this reduc-
tion would lead to a substantial expansion of gainful employment and an ensuing increase in
market incomes and aggregate demand, providing further stimulus to the global recovery.
At the current juncture, however, such a scenario has only a slim chance of materializing,
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2. Global labour market situation

The world enters the year 2012 facing a stark reality: one in three workers in the labour force
is currently either unemployed or poor. That is, out of a global labour force of 3.3 billion,
200 million are unemployed and a further 900 million are living with their families below
the US$2 a day poverty line. In fact, as these poverty estimates do not include the poor in
developed economies, this estimate actually understates the extent of the decent work deficit.

If current economic and labour market trends persist, there is a risk that the deficit will
rise further. The ILO projects 400 million new entrants into labour markets over the next ten
years. As a result, on top of the challenge of improving labour productivity in developing coun-
tries to lift the world’s 900 million working poor out of poverty, 400 million new jobs will be
needed simply to avoid a further increase in global unemployment. The situation is especially
desperate for the world’s youth: 75 million young people around the world are unemployed,
with the highest youth unemployment rates observed in precisely those regions of the world
facing the fastest growth in the labour force. A continuation of current trends risks further
undermining the already dim prospects and aspirations of the world’s youth, sowing the seeds
for continued social unrest and further weakening global economic prospects.

Unemployment and labour force participation

Following four years of elevated unemployment, the ILO’s central
forecast shows little improvement and significant downside risks

For the fourth consecutive year, global unemployment remained elevated in 2011, with more
than 197 million unemployed around the world, a figure unchanged from the year before
and still nearly 27 million more than in 2007 (see figure 9 and table A4). The number of
unemployed around the world increased by 5.8 million in 2008 and then surged by more
than 21 million in 2009, an increase from a rate of 5.5 per cent to 6.2 per cent. Global un-
employment remains stuck at a rate of around 6.0 per cent, despite rapid economic growth of
5.1 per cent in 2010 and 4 per cent in 2011. The baseline projection shows no change in the
global unemployment rate, which would lead to an additional 3 million unemployed around
the world, giving a total of 200 million in 2012.

Downside risks to economic activity have increased substantially since mid-2011, with
global growth of below 2 per cent in 2012 a growing possibility (IMF, 2011b). The most
notable risks are: the question of debt sustainability in weak sovereigns and exposure of banks
in a number of advanced economies, which could spark contagion; in countries such as Japan,
the United States and many in the euro area, policies that are insufficiently strong to address
the effects of the crisis on the major advanced economies; vulnerabilities (including risks of
overheating from surging credit growth) in some emerging market economies; and volatile
commodity prices and geopolitical tensions (IMF, 2011b).

As described in Chapter 1, the ILO has produced downside and upside scenarios for

global unemployment and employment, in addition to the baseline scenario (Annex 5 provides
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Figure 9. Global unemployment trends and projections, 2002-16
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a detailed description of the methodology and assumptions).* The downside scenario assumes
negative shocks in the euro area (primarily through bank capital reflecting losses on holdings
of public debt), the United States (through slower potential output growth and increasing
loan losses on mortgage portfolios) and emerging Asia (through losses on non-performing
loans). The scenario assumes fallout effects in other regions, for instance through a decline
in commodity prices, which impacts commodity exporters. In this scenario, global growth
would fall to 1.6 per cent in 2012 and then rise to around 5 per cent in 2013, versus the base-
line projection of 4 per cent growth in 2012 and 4.5 per cent in 2013.

In the downside scenario, global unemployment would rise to 204 million in 2012,
4 million more than under the baseline scenario, with a further increase to 209 million in
2013, 6 million more than in the baseline scenario. The largest impact is projected for the
Developed Economies and European Union region, which would have an additional 3 mil-
lion unemployed in 2012 and an additional 4 million unemployed in 2013 versus the base-
line scenario. This region’s unemployment rate would rise to 9 per cent in 2012 and edge up
to 9.1 per cent in 2013, versus projections of 8.5 per cent for 2012 and 8.4 per cent under the
baseline scenario. The three Asian regions would together have 1.4 million (nearly 2 per cent)
more unemployed in 2013 than under the baseline forecast.

The additional downside scenario presented in figure 9 shows the impact of global growth
decelerating to 1 per cent in 2012. In this scenario, global unemployment would rise by an
additional 2 million in 2012 (5 million more than in the baseline scenario), and by an addi-
tional 3 million in 2013 (9 million more than in the baseline scenario). Global unemployment
would rise to 212 million by 2014 and remain elevated through at least 2016.

The upside scenario for global unemployment and employment assumes a relatively
benign outcome from the euro debt crisis, which would lead to growth acceleration in the
Developed Economies and European Union region (from 1.4 per cent in 2011 to 2.5 per cent
in 2012), which in turn would lead to somewhat faster growth in regions with strong ties to
Europe and the United States, namely Central and South-Eastern Europe (non-EU) and CIS,
Latin America and the Caribbean and the Asian regions.

In the upside scenario, global unemployment would be around 1 million lower than
in the baseline scenario in 2012 and 1.7 million lower in 2013, however this would not be

* Tables in Annex 1 include confidence intervals around the ILO’s central estimates for employment and unemployment,
while tables in Annex 2 provide confidence intervals around the ILO’s central projections for these indicators.
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sufficient to significantly alter the trajectory of the global unemployment rate, which is pro-
jected to remain stuck at around 6 per cent. The reduction in unemployment would largely
occur in the Developed Economies and European Union region, where the unemployment
rate would fall from 8.5 per cent in 2011 to 8.3 per cent in 2012 and to 8.2 per cent in 2013.

Youth have been hard hit by the crisis

In 2011, 74.8 million youth aged 15-24 were unemployed, an increase of more than 4 million
since 2007. The global youth unemployment rate, at 12.7 per cent, remains a full percentage
point above the pre-crisis level. Globally, young people are nearly three times as likely as adults
to be unemployed. In this light, the increase in social unrest in many countries and regions
around the world is of little surprise (see IILS, 2011, Ch. 1). In the Middle East and North
Africa regions, for example, youth are around four times as likely as adults to be unemployed,
with youth unemployment rates well in excess of 25 per cent in both regions.

High youth unemployment is likely to cause long-term damage to labour market pro-
spects and potential growth. As noted in a recent ILO report on the topic, “the bad luck of
the generation entering the labour market in the years of the Great Recession brings not only
current discomfort (from unemployment, underemployment, and the stress and social haz-
ards associated with joblessness and prolonged inactivity), but also possible longer term con-
sequences in terms of lower future wages and distrust of the political and economic system”
(ILO, 2011b). As the number and share of unemployed youth is projected to remain essen-
tially unchanged in 2012, and as the share of young people withdrawing from the labour
market altogether continues to rise (see discussion below), if the present course is maintained
there is unfortunately little hope for a substantial improvement in near-term employment
prospects for young people.

Falling labour force participation masks
an even worse global unemployment situation

The increase in global unemployment of nearly 27 million since 2007 is unprecedented, and
this headline figure provides an indication of the severity of the shock to many labour markets
around the world. Nevertheless, the figure substantially understates the extent of the global
employment shortfall. In many countries there is evidence of an accelerated decline in labour
force participation.’ In the five years from 2002 to 2007, the global labour force participation
rate declined from 65.1 per cent to 64.8 per cent, a drop of 0.3 percentage points. In the four
years from 2007 to 2011, the rate dropped to 64.1 per cent, a decline of 0.7 percentage points.
The pace of decline in labour force participation at the global level since 2007 has been two-
and-a-half times greater than in the five years leading up to the crisis.

In order to gauge the extent of falling participation around the world and to estimate
the size of the employment gap that has resulted from this, a scenario was constructed in
which labour force participation rates at the country level for four groups (youth males, youth
females, adult males and adult females) were projected forward from 2007 to 2011 based on
historical trends over the 2002 to 2007 period. Specifically, the average annual change in
labour force participation rates between 2002 and 2007 was calculated for each of these four

* A country’s labour force is equal to the sum of persons in employment and unemployed persons. In order to be counted
among the unemployed, an individual must not have worked (even for one hour) during the reference period and must
have been actively secking and available to take up employment. A person who has decided to stop looking for work be-
cause they feel they have no chance at finding a job is considered economically inactive (i.c. outside the labour force) and
is therefore not counted among the unemployed. This also applies to young people who choose to remain in schooling
longer than they had intended and delay secking employment because of the perceived lack of job opportunities.
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groups and participation rates were projected over the 2008 to 2011 period using the histor-
ical average annual changes. The difference in participation rates was calculated, and this was
multiplied by each group’s population to obtain an estimate of the gap (positive or negative)
between the actual labour force in 2011 and the expected labour force based on pre-crisis
trends. The country-level gaps were then summed across all countries in each region to obtain
regional aggregates. Figure 10 provides the results of this analysis.

A global labour force gap of 29 million

In the world as a whole, there were nearly 29 million fewer people in the labour force in 2011
than would have been expected based on pre-crisis trends. This number is equal to nearly 1 per
cent of the actual global labour force in 2011, and to nearly 15 per cent of the total number
of unemployed in the world. Put another way, if all of these potential workers were avail-
able to work and sought work, the number of unemployed would swell to over 225 million,
or to a rate of 6.9 per cent, versus the actual rate of 6 per cent. Falling participation among
adult women accounts for two-thirds of the shortfall - an astounding figure given that adult
women comprise less than one-third of the actual labour force. The other hard-hit group is
young men, who account for over 17 per cent of the shortfall, versus less than 11 per cent
of the global labour force. The share of the total shortfall for both young women and adult
men is less than their respective shares in the labour force, implying that these groups have
been less hard hit at the global level in terms of unexpectedly large declines in labour force
participation. In total, there were 6.4 million fewer youth and 22.3 million fewer adults in
the workforce in 2011 than would have been expected based on long-term historical trends.

Figure 10 shows the gaps between the actual size of the labour force in 2011 and the
expected labour force based on pre-crisis trends, with the gap disaggregated into four popu-
lation groups: youth males, youth females, adult males and adult females. These gaps are rep-
resented by the bars in the figure. In addition, the figure shows the actual unemployment rate
in each region in 2011 along with the rate that would result if the labour force gap in each
region was added to the number of unemployed. The region with the largest gap between
the actual and expected labour force is South Asia, in which the labour force in 2011 was
21 million fewer than expected (see figure 10). This region therefore accounts for the bulk
of the global employment gap. It is important to note that the large labour force gap in
South Asia is unlikely to have been a direct consequence of the global economic crisis, given
that the region was not severely impacted. Identifying the root causes of the drop in partici-
pation will be crucial for designing and implementing appropriate labour market policies to
promote employment creation in the region. Adult women have been particularly affected,
accounting for 60 per cent of the region’s labour force shortfall while comprising less than
22 per cent of the labour force. Youth — both young women and young men — account for
a further 35 per cent of the shortfall though they comprise only 20 per cent of the labour
force. Adding this labour force shortfall to the region’s unemployed would dramatically raise
the unemployment rate: from 3.8 per cent to 7.1 per cent. Trends for this region are heavily
influenced by India, which accounts for 74 per cent of the region’s labour force (the South
Asia region section in Chapter 3 provides more detail on trends in employment and labour
force participation in India).

Participation rates have also plunged in many countries in the Developed Economies and
European Union region, resulting in 6 million fewer people in the labour force than would
have been expected based on pre-crisis trends. Adding this cohort to the unemployed would
raise the region’s unemployment rate from 8.5 per cent to 9.6 per cent. Youth in developed
economies have been hardest hit: youth comprise one-third of the labour force shortfall versus
less than 12 per cent of the region’s labour force, with a total of 2 million fewer youth in the
labour force than would have been expected.
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Figure 10. Gap between actual and expected labour force in 2011, total
unemployment rates and unemployment rates adjusted to account
for reduced labour force participation, world and regions, 2011
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The Middle East and North Africa regions have also seen falling participation rates,
which could raise unemployment rates by as much as 1 percentage point if this cohort of in-
active persons were added to the ranks of the unemployed. In both regions, the most affected
group is adult women, which is disconcerting given the very low female participation rates in
the regions and is potentially indicative of women being locked out of a labour market that
was already very difficult for them to enter.

In East Asia, South-East Asia and the Pacific, Latin America and the Caribbean and
Sub-Saharan Africa, changes in participation were not far from expectations based on pre-
crisis trends. The outlier is Central and South-Eastern Europe (non-EU) and CIS, where par-
ticipation rates among youth in the Russian Federation and, to a lesser extent, in Turkey rose
between 2007 and 2011, leading to more young workers in the labour market.

While participation rates have declined in many countries as discouragement has been
on the rise, it is important to note that the global labour force is projected to expand by
400 million over the decade beginning in 2012 (ILO, 2011c). The Middle East, North Africa
and Sub-Saharan African regions are projected to experience the fastest growth in the labour
force. In these regions nearly 15 million new jobs will be needed each year to avoid a further
increase in unemployment. In South Asia, over 12 million new jobs will be needed each year.

Employment and labour productivity

A sharp decline in the employment-generating
capacity of the global economy

The number of workers around the world continues to increase, though the pace of increase
has slowed in recent years (see figure 11). After an average increase in global employment of
52 million workers each year over the four years from 2004 to 2007, job expansion decel-
erated sharply to an average of only 33 million over the crisis years from 2008 to 2011. In
2008, it reached a record low of only 14.2 million, which is the lowest level of global employ-
ment growth ever recorded (with estimates available since 1991). The number of workers

2. Global labour market situation 39



Figure 11. Global employment trends and projections, 2002-16
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around the world grew by 38.1 million in 2009, the year in which global economic growth
contracted by 0.7 per cent. Despite the sharp upturn in global economic growth in 2010, to
a rate of 5.1 per cent, the number of employed around the world increased by only 37.5 mil-
lion — still well below the pre-crisis trend. While employment growth picked up somewhat
in 2011, thus far the world has failed to return employment generation to the levels achieved
before the crisis.

The stagnation in global employment generation is made clearer by an examination of
the employment-to-population ratio. The employment-to-population ratio is the proportion
of the working-age population (aged 15 and above) in employment and provides a picture of
the employment-generating capacity of economies. Globally, the employment-to-population
ratio declined sharply during the crisis, from 61.2 per cent in 2007 to 60.2 per cent in 2010.
This represents the largest such decline on record (since 1991). As shown in figure 11, based
on current macroeconomic forecasts, the ILO’s baseline projection for the employment-to-
population ratio is not encouraging, with a flat to slightly declining ratio projected to 2016.

The ILO’s downside scenario would result in a double dip in the global employment-to-
population ratio, with the ratio likely to fall to the lowest rate on record around 2013. The
upside scenario also would not result in growth rates sufficient to bring about a substantial
rise in the global employment-to-population ratio, which would remain well below pre-crisis
levels for the next several years.

Employment trends differ widely across regions and between the sexes

While the global employment-to-population ratio has declined sharply in recent years, looking
at longer term trends from 2002 to 2011 reveals substantial heterogeneity in trends across
regions as well as between the sexes (see figure 12). Over this period, the decline in the global
employment-to-population ratio was driven by declines in three regions: the Developed Econ-
omies and European Union, East Asia and South Asia, with the latter two regions having
registered particularly large drops.

In the other regions of the world, employment-to-population ratios actually rose after
2002, driven in part by increasing numbers of women in the workforce. In four of the six regions
with rising employment-to-population ratios — Latin America and the Caribbean, North
Africa, South-East Asia and the Pacific and Sub-Saharan Africa, employment-to-population
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Figure 12. Changes in employment-to-population ratios
by region and sex, 2002-11
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ratios for women rose faster than the corresponding ratios for men, resulting in a narrowing
of the gender employment gap. This was particularly noteworthy in Latin America and the
Caribbean, in which the employment-to-population ratio among women rose by 5 percentage
points between 2002 and 2011.

In most regions, the crisis has impacted on employment
to a greater extent than on labour productivity — a key factor
behind the sharp rise in unemployment

GDP growth can be broken down into employment growth and changes in labour product-
ivity, measured as the average output per worker. Viewing employment and productivity
growth rates together sheds light on whether the economic downturn has been characterized
more by impacts on employment or by impacts on productivity and whether employment
growth or productivity growth are likely to lead a recovery. Table 3 provides average annual
growth rates in employment and labour productivity for the world as a whole and for the
nine major regional groupings, over the pre-crisis period from 2002 to 2007, the crisis period
from 2008 to 2011, short-run projections for the 2012 to 2013 period and longer run projec-
tions for the 2014 to 2016 period. Cells are coloured according to the extent to which growth
rates deviate from historical trends over the 2002 to 2007 period. Dark grey indicates growth
rates more than one standard deviation below the average annual growth rate achieved over
the 2002 to 2007 period, light grey indicates growth that is less than one standard deviation
below trend, light blue indicates growth that is less than one standard deviation above trend
and dark blue indicates growth that is more than one standard deviation above trend.

Below trend employment growth is the predominant trend across regions and over time.
Globeally, employment grew at an average annual rate of 1.1 per cent between 2008 and 2011
and is projected to accelerate to 1.4 per cent growth in 2012-13, compared with historical
growth of 1.8 per cent. The longer run projection over 2014 to 2016 is for continued slug-
gish growth of 1.3 per cent. These figures provide further evidence of a global slowdown in
employment generation — one that is expected to persist for the foreseeable future based on
current macroeconomic forecasts.

In contrast to this, while labour productivity growth for the world as a whole did decel-
erate — averaging only 1.6 per cent between 2008 and 2011 — and was on a decelerating trend
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Table 3. Employment and labour productivity growth, world and regions
(% p.a., selected periods)

Average annual employment growth Average annual labour productivity growth

2002-07 2008-11 2012-13 2014-16 2002-07 2008-11 2012-13 2014-16

WORLD 1.8 11 1.4 1.3 25 1.6 2.6 3.2
Developed Economies and EU 1.0 -0.3 0.4 0.6 1.4 0.5 1.5 2.0
CSEE (non-EU) and CIS 11 0.8 0.5 0.3 6.1 1.1 35 4.0
East Asia 1.2 0.6 0.6 0.3 8.6 7.8 7.5 8.1
South-East Asia and the Pacific 1.8 19 1.6 14 41 2.6 3.5 4.0
South Asia 2.2 1.0 2.0 19 5.4 6.1 4.8 54
Latin America and the Caribbean 2.5 1.9 1.8 1.7 14 1.0 1.7 1.8
Middle East 4.5 3.2 2.8 2.5 0.9 0.9 1.2 2.0
North Africa 34 2.0 2.2 2.3 14 1.8 0.8 2.8
Sub-Saharan Africa 3.1 2.8 3.0 3.0 2.5 1.5 2.3 19

Note: Based on Trends econometric models estimates; 2011 are preliminary estimates; 2012-13 and 2014-16 are preliminary
projections. CSEE = Central and South-Eastern Europe.

Source: ILO, Trends econometric models, October 2011 (see Annex 4); World Bank, World Development Indicators, 2011.

prior to the crisis (see Chapter 1), the impact of the crisis on labour markets has been skewed
more towards weak employment generation than towards reduced labour productivity growth
and this trend is projected to persist over the next several years. As labour productivity growth
is projected to rebound to above trend growth rates over the projection period, this provides
evidence that, based on the projected rates of economic growth, there is space to accelerate
employment generation globally while still maintaining levels of productivity growth in line
with pre-crisis trends.

In terms of regional trends, the Developed Economies and European Union and Central
and South-Eastern Europe (non-EU) and CIS regions were the hardest hit regions in terms
of economic growth, but the way in which the crisis unfolded in the regions’ labour markets
differs substantially, as do the regions’ projected recovery paths. In the Developed Economies
and European Union region, employment growth was negative during 2008 to 2011, but it
is projected to recover to about half of the rate achieved prior to the crisis. Labour product-
ivity growth in the region dropped sharply during the crisis, but is projected to roughly equal
the pre-crisis rate over the 2012 to 2013 period and to surpass this rate between 2014 and
2016. Given the projected rates of economic growth, this baseline projection reveals scope to
increase employment growth in the region while still maintaining productivity growth rates
in excess of those achieved in the pre-crisis period. This will depend largely on firm-level devel-
opments in terms of boosting investment and accelerating hiring, as opposed to a continua-
tion of the current extreme caution in terms of hiring and efforts to maintain or boost output
without expanding employment.

In contrast to this, in the Central and South-Eastern Europe (non-EU) and CIS region,
employment growth fell to 0.3 percentage points below the pre-crisis trend, but labour
productivity growth plunged to only 1.1 per cent, compared with an average of 6.1 per cent
between 2002 and 2007. The baseline projection calls for a further slowdown in employment
growth, reaching a low of 0.3 per cent annual growth in the 2014 to 2016 period, coupled
with accelerating, but still well below trend, labour productivity growth. The outlook for the
region in both the short term and longer term is for a sluggish recovery, with weak employ-
ment generation and slowly accelerating labour productivity growth.

In East Asia, employment growth fell sharply during the downturn and is projected to
remain well below pre-crisis trends. Labour productivity growth was impacted to a much
lesser extent and is expected to remain above 7 per cent during the two forecast periods.
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Annual employment growth is projected to fall to only 0.3 per cent between 2014 and 2016,
which raises some concerns; however, this fall is due in part to changing demographics in the
region, coupled with a decline in labour force participation from the previous historically high
rates, which is occurring alongside the region’s rapid development.

The South-East Asia and the Pacific region achieved slightly faster employment growth
over the 2008 to 2011 period than in the period from 2002 to 2007 and is the only region to
have seen employment growth accelerate during the crisis. Employment growth is expected
to decelerate steadily during the projection periods. Labour productivity growth fell sharply
in the region during the crisis and is projected to remain well below the pre-crisis level during
the 2012 to 2013 period before recovering in the longer term.

The South Asia region saw a sharp reduction in employment growth in 2010, owing
largely to trends in labour force participation and employment in India (see the South Asia
region section in Chapter 3), but employment growth is projected to be just slightly below the
pre-crisis growth rate over both the short-term and longer term projection periods. Labour
productivity growth in the region actually accelerated during the crisis, as the region’s eco-
nomic growth bounced back strongly in 2010 and 2011, but it is expected to moderate over
the projection period.

In Latin America and the Caribbean, the reduction in output growth between 2008 and
2011 was reflected in a deceleration in both employment and productivity growth. Product-
ivity growth is projected to rebound faster than employment growth in the region, with pro-
jected productivity growth rates in excess of rates achieved before the onset of the crisis.

In both the Middle East and North Africa regions, employment growth fell sharply
during the downturn and is projected to remain well below pre-crisis trends. Labour product-
ivity growth was not adversely impacted during the crisis in either region. In the Middle East,
productivity growth is projected to accelerate over the forecast period. In North Africa, with
the ongoing political upheavals, productivity growth is expected to fall over 2012 to 2013, but
subsequently to rise faster than trend.

In Sub-Saharan Africa, both employment and productivity growth decelerated during
the crisis. However, the region has rebounded sharply, beginning in 2010, and is projected
to register economic growth rates of over 5 per cent throughout the forecast period. In this
baseline scenario, employment growth would nearly return to pre-crisis levels. Productivity
growth is projected to average 2.3 per cent over the 2012 to 2013 period, decelerating to
1.9 per cent over the period 2014 to 2016.

Outside of Asia, developing regions have lagged behind
developed economies in labour productivity growth,
raising the risk of a further divergence in living standards
and limiting prospects for poverty reduction

In terms of labour productivity levels, the gap between labour productivity in the developed
and developing regions has narrowed over the past two decades, but it remains substantial:
output per worker in the Developed Economies and European Union region was US$72,900
in 2011, compared with an average of US$13,600 in developing regions. This means that,
adjusted for differences in prices across countries, the average worker in a developing country
produces less than one-fifth of the output of the average worker in a developed country (see
figure 13, panel A).

However, the developing world is not homogeneous: there are large differences in product-
ivity levels and growth rates across the developing regions (see figure 13, panel B). The level
of output per worker in the Middle East region was 53 per cent of the corresponding level in
the developed economies region in 2011; however, the Middle East has had slower product-
ivity growth than the developed economies region and consequently the ratio has fallen from
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Figure 13. Labour productivity (output per worker), constant 2005 international $, 1991-2016
and % of productivity level in developed economies, 1991, 2011 and 2016
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64 per cent in 1991. The three regions with the next highest levels of labour productivity:
Central and South-Eastern Europe (non-EU) and CIS (with output per worker equivalent
to 35 per cent of the level in the developed region in 2011), Latin America and the Car-
ibbean (32 per cent of the productivity level in the developed region in 2011) and North
Africa (25 per cent of the productivity level in the developed region in 2011) have all seen
their productivity levels fall relative to the Developed Economies and European Union region
over the period 1991 to 2011. The same is true for Sub-Saharan Africa, where output per
worker stood at only 8 per cent of the level in the developed economies. Among these regions,
between 2011 and 2016, the Central and South-Eastern Europe (non-EU) and CIS region is
the only region projected to narrow the productivity gap with the Developed Economies and
European Union region, with a projected rise from 35 per cent to 39 per cent of productivity
levels in the developed economies.

Asia accounts for all of the catch-up in productivity levels
between the developing and developed regions

The three Asian regions, in contrast, have seen tremendous productivity growth and have
been on a strong path of convergence with the developed economies, albeit from very low ini-
tial productivity levels. The Asian regions have therefore accounted for all of the catch-up in
levels of labour productivity between the developing and developed regions between 1991 and
2011. This, in turn, was driven largely by productivity growth in East Asia, where output per
worker stood at 20 per cent of the level in the developed economies in 2011, against only 6 per
cent in 1991. This figure is projected to climb to 26 per cent in 2016. The figure for South
Asia increased from 6 per cent of the level in the developed economies in 1991 to 11 per cent
in 2011 and is projected to rise to 13 per cent in 2016. In South-East Asia and the Pacific,
output per worker stood at 14 per cent of the level in the developed economies, up from 10 per
cent in 1991. The level is projected to rise only slightly to 15 per cent in 2016. The relatively
weak productivity growth in much of the developing world outside of Asia is one key factor
explaining the persistence of working poverty, as discussed in the next section.
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Working poverty and vulnerable employment

Progress in reducing extreme poverty among workers at
the global level, but working poverty remains widespread

In October 2011, the ILO released new estimates of the working poor, based on over 60
national household surveys and an updated and improved econometric estimation model (see
ILO, 2011d, Ch. 1, sec. A and box 3). According to the results from this new methodology,
there were an estimated 456 million workers around the world living below the US$1.25 a
day poverty line in 2011, a reduction of 233 million since 2000 and of 38 million since 2007
(see figure 14). However, this global aggregate is heavily influenced by the dramatic decline in
extreme working poverty in the East Asia region, where, owing to rapid economic growth and
poverty reduction in China, the number of poor workers has declined by 158 million since
2000 and by 24 million since 2007. In terms of rates, while in the world as a whole the share
of workers living below the US$1.25 poverty line declined from 26.4 per cent to 14.8 per cent
between 2000 and 2011, in the world excluding East Asia, the decline over the same period
was far less: a reduction of 7.6 percentage points, from 25 per cent to 17.4 per cent.

Nearly 30 per cent of all workers in the world — more than 910 million - are living with
their families below the US$2 a day poverty line (see figure 15). These workers and their
dependants remain highly vulnerable to further economic shocks. While the global share

Figure 14. Global working poverty trends, 2000-11 (US$1.25 a day)
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Figure 15. Global working poverty trends, 2000-11 (US$2 a day)
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has declined from 46 per cent in 2000, progress has again been far faster in East Asia than
in the rest of the developing world. East Asia has managed to reduce the number of working
poor that live below the US$2 poverty line by 247 million since 2000, which is more than six
times the level of poverty reduction in the developing world excluding East Asia, where the
rate of poverty reduction has been mixed. In Sub-Saharan Africa, North Africa, South Asia
and the Middle East, the number of workers living with their families on less than US$2 a
day continues to grow.

While working poverty has been on the decline, there has been a marked slowdown
in progress since 2008. A projection of pre-crisis (2002 to 2007) trends in the incidence of
working poverty shows a difference of 1.6 percentage points in 2011. This amounts to 50 mil-
lion more working poor in 2011 than projected based on pre-crisis trends. Similarly, there
are an estimated 55 million more workers in 2011 living with their families below the US$2
poverty line than expected on the basis of pre-crisis trends.

Vulnerable employment increases by 23 million since 2009

Strongly linked to the working poverty indicator is the indicator on “vulnerable employment”,
defined as the sum of own-account workers and unpaid family workers. This indicator pro-
vides valuable insights into trends in overall employment quality, as a high share of workers in
vulnerable employment indicates widespread informal work arrangements, whereby workers
typically lack adequate social protection and coverage by social dialogue arrangements.
Vulnerable employment is also often characterized by low pay and difficult working condi-
tions, in which workers’ fundamental rights may be undermined.” As shown in figure 16, the
number of workers in vulnerable employment globally in 2011 is estimated at 1.52 billion, an
increase of 136 million since 2000. This corresponds to a trend decline of the global vulnerable
employment rate to 49.1 per cent, down from 52.8 per cent in 2000. This moderate decline

Figure 16. Global vulnerable employment trends, 2000-11
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¢ The vulnerable employment indicator is one of the official Millennium Development Goals (MDG) employment in-
dicators, under “Goal 1: Eradicate extreme poverty and hunger”, together with the employment-to-population ratio, the
labour productivity growth rate and the share of the working poor in total employment. For a full list of indicators, see:
http://unstats.un.org/unsd/mdg/Host.aspx?Content=Indicators/Official List. htm. The MDG employment indicators
are described in detail in ILO, Guide to the new Millennium Development Goals Employment Indicators (Geneva, 2009);
www.ilo.org/wemsp5/groups/public/---ed_emp/documents/publication/wems_110511.pdf.

7 As noted in Global Employment Trends 2010, 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 unemployed 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 (see ILO, 2010).
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was, however, not sufficient to prevent the absolute number of workers in vulnerable employ-
ment from increasing by nearly 23 million since 2009 due to a continuous expansion of the
labour force in those countries most heavily affected by vulnerable employment conditions.
There is wide regional variation in both the incidence of vulnerable employment and the
extent to which overall employment generation is occurring in the vulnerable employment
groups. The East Asia region has seen a reduction in vulnerable employment of 40 million
since 2007, compared with increases of 22 million in Sub-Saharan Africa, 12 million in South
Asia, nearly 6 million in South-East Asia and the Pacific, 5 million in Latin America and the
Caribbean and more than 1 million in the Middle East. Vulnerable employment accounted
for nearly 70 per cent of all employment growth in Sub-Saharan Africa since 2007, for more
than half of all employment growth in South-East Asia and the Pacific and for more than a

Box 3. New ILO estimates of the world’s working poor

The ILO’s Key Indicators of the Labour Market
(KILM), 7th edition, released in October 2011,
includes new estimates of the working poor for
54 countries, based on national household sur-
veys. Table 18b in the KILM provides estimates
of the number of working poor and their share
in total employment, with all estimates disag-
gregated by age group (total, youth and adult)
and sex. Being the first international database
of national working poverty estimates, the data
series is intended to improve the understanding
of the linkages between poverty, employment
and decent work around the world. It also rep-
resents a new set of information to monitor pro-
gress toward the Millennium Development Goals
(MDGs). One of the four indicators under MDG
1B to “achieve full and productive employment
and decent work for all, including women and
young people” is the proportion of the working
poor in total employment.

Chapter 1a in the KILM, entitled “Working pov-
erty in the world: Introducing new estimates using
household survey data”, serves two main pur-
poses: (1) to utilize household survey data to iden-
tify some of the key characteristics of the world’s
working poor; and (2) to present an updated set
of global and regional estimates of the working
poor and to provide an updated report of pro-
gress being made to achieve MDG 1B.

With regard to key characteristics of the working
poor, the chapter finds that young people aged
15-24 account for a disproportionate share of
poor workers — comprising 23.5 per cent of the
working poor in the countries with available data,
compared with only 18.6 per cent of non-poor
workers. Nearly eight out of ten working poor at
the US$1.25 level live in rural areas, compared
with four out of ten non-poor workers. The bulk
of these workers are employed in the agricultural
sector and in own-account or unpaid family work.
Although educational data are more limited, it
is clear that the working poor are trapped in a
vicious circle of low levels of education and low-
productivity employment.

The data also provide a glimpse of a large
cohort of children in employment — nearly
50 million in the 48 countries with available
data. More than four out of five of these chil-
dren are estimated by the surveys to be among

Source: ILO, 2011d, Ch. 1, sec. A.

the working poor at the US$2 level. Importantly,
these poor working children are not counted
among the global and regional estimates of the
working poor, which are based on the working-
age population (aged 15 and above).

The new global estimates of the working poor
presented in the paper were 140 million lower
than the previous estimate at the US$1.25 level
and 233 million lower at the US$2 level for the
year 2010. The differences are primarily due
to two factors: (1) the extensive use of newly
available household survey-based estimates of
the working poor produced using a consistent
methodology; and (2) the development of an
improved econometric model for estimating
poverty rates among workers, made possible
because of the newly available data.

The new econometric model introduced in the
paper utilizes labour productivity, population age
structure and the share of workers in agricultural
employment as explanatory variables to estimate
and project working poverty rates in countries
and years for which data are unavailable. The
paper finds that labour productivity growth is
strongly associated with declining poverty among
workers, and the relationship was found to be par-
ticularly strong in the Asian regions and in sub-
Saharan Africa. A larger share of the prime-age
population in the total population is associated
with a reduction in the incidence of working pov-
erty, particularly extreme working poverty at the
US$1.25 level — indicating that countries with the
largest shares of working poor and at the lowest
stages of economic development have the most
to gain from a demographic transition. This also
points to significant benefits in terms of poverty
reduction from factors that can lead to favourable
demographic trends, such as reduced child and
maternal mortality. A reduction in the share of
workers in agriculture —typically representative of
a structural shift in the labour market into higher
value added activities — is associated with reduc-
tions in working poverty. Thus, policies that can
serve as a catalyst for this type of shift — among
them investments in basic education and skills
training, so that workers are equipped to take up
new employment opportunities in the industrial
and services sectors — can also help to reduce
poverty among workers and their families.
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quarter of all new employment in Latin America and the Caribbean. Overall in the world
excluding East Asia, vulnerable employment has increased by 34 million since 2009.

The share of women in vulnerable employment, at 50.5 per cent, exceeds the corresponding
share for men (48.2). Women are far more likely than men to be in vulnerable employment
in North Africa (55 per cent versus 32 per cent), the Middle East (42 per cent versus 27 per
cent) and Sub-Saharan Africa (nearly 85 per cent versus 70 per cent).

A high incidence of vulnerable employment is often associated with a large share of workers
in (often subsistence) agriculture. Indeed, in South Asia, the region with the highest vulner-
able employment rate in 2011 (at 77.7 per cent), 51 per cent of workers are in the agricultural
sector. In the two regions with the next highest shares of vulnerable employment, Sub-Saharan
Africa (76.6 per cent) and South-East Asia and the Pacific (61.6 per cent), the agricultural
sector remains the largest in terms of employment. While vulnerable employment is also wide-
spread in the services sector in many developing economies, a major reduction in the incidence
of vulnerable employment in developing regions will require a further shift of employment out
of agriculture and into higher value added manufacturing and services sector activities.

A grim outlook for global labour markets

Job-poor growth in the developed world and weak productivity
in developing regions threatens a broader recovery and limits
economic development prospects

Based on the above analysis of trends in unemployment and participation, employment and
labour productivity, and working poverty and vulnerable employment, two particularly dis-
concerting trends become apparent. First, especially in many developed economies, economic
growth remains painfully weak, and the little growth that is being achieved is being driven
more and more by increased labour productivity rather than by employment creation. Essen-
tially, output is growing because firms have been able to produce the same or more output
without increasing employment, by squeezing more out of the existing workforce (for instance,
workers working longer hours). This, in turn, has resulted in a massive jobs gap, which has
remained despite a pickup in economic activity.

The persistence of this problem has led to a negative feedback loop between the labour
market and the macro-economy: high unemployment and low wage growth adversely affect
both consumption and investment — two main drivers of economic growth. Workers are con-
sumers, and as they suffer from increased unemployment and have less disposable income,
their demand for goods and services is reduced. This further reduces business confidence and
firms remain hesitant to invest and hire. Breaking this negative loop will be essential for a
sustainable recovery.

The second disconcerting trend is that productivity growth in much of the developing
world remains below what is needed in order to have convergence with developed economies
and to foster widespread increases in job quality and reduced poverty and vulnerability. Sus-
tainable increases in productivity will require accelerated structural transformation in much
of the developing world - shifting to higher value added activities while reducing subsistence
agriculture as a main source of employment and reducing reliance on volatile commodity mar-
kets for export earnings. This, in turn, calls for further gains in education and skills develop-
ment, social protection schemes that ensure a basic standard of living for the most vulnerable,
and strengthened dialogue between workers, employers and governments to ensure broad-
based development underscored by a fair and just distribution of economic gains.
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3. Regional economic
and labour market developments

Developed Economies and European Union
Unemployment remains elevated amidst fear of further deterioration

The macroeconomic situation deteriorated substantially over the summer months of 2011. As
described in Chapter 1, mounting turbulence in sovereign debt markets, persistent difficul-
ties in jump-starting the recovery, in order to boost output and employment growth, as well
as high and rising uncertainties regarding the sustainability of banks, in particular in Euro-
pean countries, weakened whatever remained of the growth momentum that had developed
at the beginning of the year. Economic activity has decelerated substantially, further low-
ering growth expectations, particularly for the more advanced economies in the region, some
of which now risk falling back into recession, most notably Germany, the United Kingdom
and Spain. The spillover effects on the rest of the region, as well as on the global economy, are
substantial given that advanced economies and the European Union represent 50 per cent of
global output. At best, recovery will have been put on hold before crisis conditions gradually
dissipate at the end of the year; at worst, a further weakening and recession can be expected
from the current gloom.

Among European economies, structural factors are further adding to recessionary risks.
Large differences across countries regarding their external competitiveness have prevented
countries at risk from benefitting from the recovery in world trade. In particular those with
serious shortfalls of domestic demand due to housing and banking sector problems were
hoping to turn to external demand to make up the difference. At the same time, growth
spillover effects within the euro area have been weak despite the fact that some member coun-
tries have been doing relatively well as they recovered from the 2009 shock (see box 4). This
has compounded the already difficult situation on European job markets and further deterio-
rated public finances. More importantly, it has forced several European countries into early
austerity measures, seriously damaging job creation and employment prospects, in particular
for younger people.

This bodes ill for reducing the jobs gap in the region (see table 4). Job losses during the
crisis and the ensuing slow recovery resulted in a widening of unemployment gaps in developed
economies and the European Union to historically high levels, reaching 45 million unem-
ployed in 2010. With few exceptions, employment has dropped far below pre-crisis levels and
this gap is unlikely to be closed in the short term (see country spotlight 1). Among developed
economies, only Germany and Australia managed to increase employment in 2011 to above
pre-crisis levels. In the remaining countries, despite the massive support of macroeconomic
policies during the early part of the crisis, which helped push up aggregate demand, a highly
uncertain outlook due to the recent international turmoil and a rebalancing of activities across
different sectors has prevented the emergence of a sustainable job recovery. As a consequence,
labour market slack remains high — the slow pace of job creation has failed to recover the job
losses incurred during the crisis. The risk is that unemployment in the developed economies is
becoming entrenched, and with long-term unemployment rates on the rise it is harder for job-
seekers to return to gainful employment and for new entrants to quickly find adequate jobs.
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Box 4. German wage developments and euro area troubles

Rising competitiveness of German exporters has
increasingly been identified as the structural cause
underlying the recent difficulties in the euro area. As
German unit labour costs were falling relative to those
of competitors over the past decade, growth came
under pressure in these economies, with adverse
consequences for the sustainability of public finances.
More importantly, crisis countries were barred from
using the export route to make up for the shortfall in
domestic demand as their manufacturing sector could
not benefit from stronger aggregate demand in Ger-
many. This box argues that the current problems are
an inheritance from the past, when ill-designed pol-
icies during the period of German reunification led to
a substantial increase in unemployment which subse-
quently was addressed by deflationary wage policies.

In the aftermath of German reunification, manufac-
turing industries suffered a substantial loss in com-
petitiveness. Not only were East German companies
less productive, the cash changeover rate was fixed
at a rate 1:1 in comparison to an official exchange
rate between the West and East German mark of
around 1:4.3. As a consequence, inflation started to
accelerate, in particular in the eastern part, pushing
the Bundesbank to tighten monetary policy from
1991 onwards. In turn, the Deutschmark appreciated
against the other European currencies leading to the
demise of the European Monetary System in 1993
and a substantial loss in competitiveness with severe
effects on Germany’s domestic demand as well. In
fact, German firms substantially reduced their invest-
ments during the second half of the 1990s, lagging

the euro area average by almost 3 percentage points
annually. At the same time, job creation fell dramati-
cally, affecting wage growth and hence disposable
income of households, who reduced their private
consumption.

Under the impression of high and sticky un-
employment, the Schréder Government initiated
a series of labour market reforms starting in 2003,
effectively reducing entry wages at the lower end of
the labour market. Already starting in 2000, several
tripartite negotiations had been undertaken in an
attempt to lower wage growth and to restore price
competitiveness. Partly, these reforms had been trig-
gered by the fact that nominal exchange rates had
been effectively fixed since 1995 in preparation for
setting up the euro area three years later. This was
also the year when the Deutschmark had reached a
high point relative to currencies in main competing
European countries as a result of the earlier policies
enacted during reunification. Internal devaluation was,
therefore, seen as the only means of restoring what
was seen as a more equitable situation. However,
most of the reforms essentially led to wage deflation
in the services industries where new, predominantly
low-wage jobs appeared. Such an approach sub-
stantially prolonged the adjustment period and until
today, hourly wage costs remain among the highest
in German manufacturing. At the same time, little was
done to restore competitiveness through increases in
productivity (see figure below). Indeed, productivity
developments remained in line with other euro area
countries.

Productivity and real wage developments: Germany versus
the rest of the euro area (index, 1995 = 100)
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Source: OECD, Economic Outlook database.

These wage deflation policies have not only impacted
private consumption, which lagged behind that of
other euro area countries by more than 1 percentage
point over the period 1995 to 2001. They have also
led to widening income inequalities, at a speed
unseen even in the aftermath of reunification, when
several million people lost their jobs in East Germany
(see OECD, 2011). At the European level it has cre-
ated conditions for a prolonged economic slump as
other member countries increasingly see only even
harsher wage deflation policies as a solution to their
lack of competitiveness. This is all the more discom-
forting as it is unclear to what extent these wage defla-
tion policies in Germany have contributed to higher

employment levels, which in 2006 were barely higher
than in 1991. As a matter of fact, recent export suc-
cesses owe little to these wage policies and more to
the geographical orientation of German exporters to
dynamic emerging economies (see OECD, 2010). At
the same time, low domestic demand has held back
stronger services sector growth with adverse conse-
quences for labour productivity in that sector and
the aggregate economy as a consequence. Indeed,
faster productivity growth in German services would
not only allow an end to the current wage defla-
tion policies — with positive spillover effects to the
rest of Europe — it would also help restore a more
equitable income distribution across wage earners.
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Table 4. Labour market situation and outlook and GDP growth in
the Developed Economies and European Union region (%)

2008 2009 2010 201l1p 2012p 2013p 2014p 2015p 2016p

GDP annual growth rate 0.1 -39 2.6 1.4 1.7 2.2 2.5 2.6 2.6
Labour force participation rate 60.8 605 603 603 602 602 601 60.1 60.0
Unemployment rate Total 6.1 8.3 8.8 85 8.5 8.4 8.1 7.9 7.7

Male 6.0 8.7 91 8.7 8.7 8.5 8.2 79 76
Female 6.2 79 8.4 8.2 8.3 8.2 8.0 79 77
Youth 13.3 173 181 17.9 17.5 17.0 16.5 16.0 15.6
Adult 50 71 7.5 7.2 7.3 7.2 7.0 6.8 6.7

Employment annual Total 0.6 2.2 -0.2 0.8 0.4 0.5 0.6 0.6 0.5
growth rate Male 03 -31 -04 08 05 05 07 06 05
Female 11 -11 00 07 04 04 05 05 05
Youth -14 74 -40 -01 00 -01 00 -01 -03
Adult 09 -15 02 09 05 05 07 06 06

Notes: 2011 are preliminary estimates; 2012-16 are preliminary projections.

Source: ILO, Trends econometric models, October 2011 (see Annexes 4 and 5); IMF, World Economic Outlook, September 2011.

Young people have been particularly hard hit by the crisis. Prior to the crisis, in most advanced
economies and European Union countries, youth unemployment rates were already higher
than adult unemployment rates (see also ILO, 2011b). This situation worsened substantially
with the onset of the crisis and has not been resolved since, in line with the persistent and high
unemployment rates among adults. In Spain, Ireland and Greece, unemployment rates for
youth almost doubled, reaching more than 40 per cent in the case of Spain and reversing all
of the earlier positive trends experienced over the 2000s. In other countries, such as Sweden,
the United Kingdom and Portugal, youth unemployment was already on the rise prior to the
crisis, but the slowdown in activity further worsened employment opportunities for younger
people. With the exception of Austria, Germany and Switzerland, none of the advanced econ-
omies saw a return of unemployment rates for younger people to pre-crisis levels in 2011. This
will have substantial long-term consequences, lowering the career path expectations of young
entrants into the labour market and diminishing the incentives for the coming generation to
take up long and expensive studies.

Long-term consequences are also visible for the adult active population. With un-
employment high and persistent, jobseckers remain unemployed for ever longer periods of
time, further eroding their job chances. Currently, some 35 per cent of all jobseckers in the
Developed Economies and European Union region have been unemployed for 12 months
or longer. Many of those long-term jobseekers have actually given up looking for employ-
ment altogether, further worsening the labour market picture. Indeed, inactivity rates have
increased since the beginning of the crisis by 2 percentage points in advanced economies and
have so far not shown any signs of falling. Such developments worsen chances for a quick
recovery: with ever more people being removed from the labour market and seeing their quali-
fications erode, it will be increasingly difhcult for firms to find the right people. More impor-
tantly, policy-makers will find it increasingly difficult to bring unemployment rates down as
reactivating long-term unemployed and inactive people entails substantial fiscal costs, often
with only limited success.
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Country spotlight 1. Growth and employment in Australia, Germany, Japan,* Latvia,

Spain and the United States

Each country spotlight on growth and employment shows

annual changes in real GDP (left-hand figures) and employ-

ment (right-hand figures) from the quarter listed on the x-axis versus the same quarter one year earlier. Positive growth is
denoted as points above the zero line, whereas values below the zero line depict a contraction.

GDP and employment (% change versus same quarter, prior year)
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Source: IMF, World Economic Outlook, September 2011; Australian Bureau of Statistics; Eurostat; OECD; Statistics Bureau, Japan; US Bureau of Labor Statistics.

GDP fell sharply in the Developed Economies and European
Union region during the global economic crisis, culminating
in a contraction of almost 20 per cent in Latvia in Q3 2009
(versus Q3 2008) and a drop of more than 4 per cent in
Germany and Spain. All three economies registered positive
GDP growth rates beginning in 2010. Growth rebounded
sharply in Germany and Latvia toward the end of 2010,
although growth decelerated in Germany in Q2 2011 and
further in Q3 2011. The recovery in growth has been very
weak in Spain, with positive growth rates beginning only in
Q2 2010 and with levels below 1 per cent through Q3 2011.

In Japan and the United States GDP growth bottomed
out in Q1 and Q2 2009, respectively, with contractions
of 9.9 per cent and 5 per cent, and remained negative
through Q4 2009. In both economies growth rebounded
sharply, and has remained positive since Q1 2010. How-
ever, in the first half of 2011, GDP once again contracted
substantially in Japan, a period which included the tragic
Tohoku earthquake and tsunami. In mid-2010 the United
States experienced a deceleration in output growth, which
has been gradually decreasing through Q3 2011. The crisis
had a less severe impact on Australia’s GDP growth rate,
with year-on-year quarterly growth rates remaining positive,
although its current levels are modestly below the peak of
3.1 per cent registered in mid-2010.

Major contractions in employment occurred in Latvia and
Spain, especially in Latvia, where employment declined
by 15.8 per cent in Q3 2009 (versus Q3 2008). However,
Latvia’s employment growth turned positive in Q3 2010,
the same quarter as GDP growth resumed. Employment
losses were even greater than GDP losses in Spain, where
a recovery in job creation has not yet taken hold, with
year-on-year growth rates in employment remaining nega-
tive through Q3 2011. Based on pre-crisis trends, a gap
of 2.2 million jobs has opened up in Spain. Germany did
not experience a major contraction in employment levels,
although employment growth in 2010 was far from robust.
In the first half of 2011, employment growth accelerated to
over 3 per cent in Latvia and reached 2.7 per cent in Q2
2011 in Germany.

Employment growth was already negative in Japan
and the United States in Q4 2008, and remained nega-
tive through Q2 2010 in Japan and through Q3 2010 in
the United States. In both economies, the recovery in job
creation has been weak, with employment growth turning
negative once again in Japan in 2011. Employment growth
has remained positive in Australia, but has been deceler-
ating moderately since the beginning of 2011.

*For Japan, employment figures in Q1 and Q2 2011 do not include the prefectures devastated by the Tohoku earthquake and tsunami (lwate, Miyagi

and Fukushima).
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Box 5. The importance of unemployment benefits for an employment recovery

Reforms of passive income-support measures — such as
unemployment benefits — have taken centre stage in the
discussion on measures to strengthen both employment
creation and fiscal sustainability. Indeed, at the onset of
the crisis, several countries — including the United States,
Canada and Japan — decided to lengthen unemployment
benefit duration and to increase the coverage ratio (for
instance, prior to the crisis only 50 per cent of jobseekers
in Japan were eligible to receive benefits; see IILS, 2009).
This triggered a lively debate as to the potential adverse
effects that such increases in “generosity” might have on
unemployment persistence and public finances. Indeed,
earlier evidence presented by international observers such
as the OECD and the World Bank had suggested that un-
employment benefit rates have a strongly positive effect on
average unemployment rates (Bassanini and Duval, 2006).
In particular, some analysts have emphasized the adverse
effects of extended unemployment benefits for job search
incentives (Rothstein, 2011). Others have stressed that to
assess the full impact of unemployment insurance on the
level and duration of unemployment, the financing of the
insurance scheme also needs to be taken into account
(Spiezia, 2000). Moreover, recent evidence presented in
[ILS (2010) suggests that spending on passive income-
support measures helped encourage labour market flows
from unemployment into employment, in contrast to these
earlier claims that were looking exclusively at benefit
replacement rates.

Part of the problem in identifying properly the impact
of passive income-support measures on the stock of un-
employment lies with the fact that spending on benefits
typically increases during downswings, in line with the un-
employment rate. Often, this is accompanied by an increase
in benefit replacement rates. This increase may be because

countries choose to extend unemployment benefits in par-
ticularly severe downturns to prevent a dramatic deteriora-
tion of the social environment, such as in the United States,
Japan and Canada. Alternatively, it may be due to a relax-
ation of job search requirements by public employment
services, which have to take the overall macroeconomic
situation into account when deciding whether or not job
search efforts have been sufficient, such as in Germany.
A simple statistical analysis is therefore likely to reveal a
positive correlation between unemployment benefits and
the unemployment stock, but for reasons unrelated to the
presumed incentive effect (where higher benefits are pre-
sumed to reduce job search activities by the unemployed).
As a consequence, austerity measures targeting income-
support schemes for jobseekers are not only unlikely to
lower the unemployment rate, they are also ineffective at
maintaining or restoring long-term fiscal sustainability.

The assessment of policy instruments large enough to
have sizeable aggregate spending effects always needs
to take account of the macroeconomic interactions. In a
recent study, Ernst (2011b) compared the effectiveness of
different passive and active labour market policies on both
job creation and job destruction rates in a panel of advanced
OECD countries. All policy measures had spending effects
of between 0.5 per cent and 2 per cent of GDP, depending
on the measure and the country under consideration.
Besides their microeconomic incentive effects on job
search intensity and job matching quality, their aggregate
demand effects were also taken into account. The results
demonstrate that the overall effect can be sizeable both in
the short term and over the long term, suggesting that pas-
sive income-support measures can strengthen job creation
rates and limit job destruction, in particular during times of
faltering aggregate demand (see figure below).

Policy contributions to job creation and destruction

Labour market spending: Contributions to job creation
(short- vs. long-term)

Labour market spending: Contributions to job destruction
(short- vs. long-term)
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Note: The charts present the contributions (in percentages) to job creation (measured by outflow rates out of unemployment) and job destruction
(measured by inflow rates into unemployment) of different labour market policies in a panel of 14 OECD countries. Contributions are measured relative
to the total variance of cross-country job creation/destruction rates and are calculated with respect to the average spending shock across the country
sample for each individual policy. Each bar corresponds to a single estimate of the respective policy, taking several control variables into account.

The estimates are based on a reduced-form macroeconomic model with an aggregate supply curve. Short-term effects describe the policy impact

in the first year after implementation, long-term effects refer to steady-state policy contributions.

Source: Ernst, 2011b.
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Box 6. Creating 2.4 million jobs and 7 million job-years in the United States

through private investment

With the ongoing reduction in fiscal stimulus measures
and increased austerity being enacted by governments
in many developed economies, increasing private invest-
ment is an essential catalyst for forging a sustained jobs
recovery. Investment in new plants and equipment could
help pick up the slack of reduced public-support meas-
ures, boosting payrolls and providing a much-needed jolt
to economic activity.

Yet, there is evidence that many companies are holding
large amounts of excess cash reserves relative to historical
patterns, rather than investing towards productive ends.
This is perhaps not surprising, given the highly uncertain
economic environment in which firms are currently oper-
ating, but the consequence of this behaviour when aggre-
gated across companies and economies is a “paradox of
thrift” — oversaving by large numbers of companies leads to
low levels of investment, which, in turn, reduces prospects
for economic growth and job creation and makes a further
downturn more likely.

In the United States, there has been a great deal of
media attention on the large cash reserves that have been
built up by non-financial corporations. In aggregate, around
US$2 trillion was held by non-financial companies in the
United States at the end of June 2011. As this amounts to
more than 13 per cent of total US GDP, it is expected that
investment of even a fraction of the total cash reserves
could provide a substantial boost to growth of output and
employment.

To assess the potential impact of such an increase in
investment, the ILO and the Interindustry Forecasting Pro-
ject at the University of Maryland (Inforum) produced a
series of scenarios using the Long-term Interindustry Fore-
casting Tool (LIFT), a 97-sector dynamic general equilib-
rium representation of the US national economy. Estimates
and projections of impacts on output, employment and a
number of other labour market and macroeconomic vari-
ables were generated for two scenarios:

e Scenario 1: Investment of a portion of each company’s
excess cash on hand in the industry in which the com-
pany operates, with funds being invested starting in 2012.

e Scenario 2: Introduction of an “Infrastructure Bank” into
which companies would invest a portion of their avail-
able cash. Funds through the bank would support infra-
structure investment projects throughout the economy
starting in 2013.

It was estimated that there was a total of US$508 billion in
excess cash holdings among US non-financial corporations
averaged over the period from Q3 2010 and Q2 2011. This
figure was derived utilizing Flow of Funds data published
by the US Federal Reserve by calculating the ratio of liquid
assets to current liabilities over this period and comparing
this with the historical average ratio over the period from
2002 to 2007. The current ratio was found to be more than
14 percentage points greater than the historical average.
Reversion back to the historical average gives the US$508
billion estimate of excess cash holdings.

Scenario 1

Utilizing annual non-financial corporate balance sheet data
for 230 non-financial firms listed in the S&P 500 stock
index and distributed across 37 industries, the proportion
of total excess cash held by each industry was calculated
as industry excess cash divided by total excess cash for
all industries, where the total was calculated from balance
sheet data. The aggregate excess cash calculated from the
Flow of Funds data was then distributed accordingly across
industries.

The impact of increased investment across the industries
on overall GDP growth and employment was then estimated
through simulations using the LIFT model. The results
from two scenarios are presented in the figures below: (1a)
expenditure of 100 per cent of the excess cash (US$508
billion), spread evenly over three years (2012-14); and (1b)
expenditure of 50 per cent of the excess cash (US$254
billion), front-loaded with 50 per cent spent in 2012, and
25 per cent spent in both 2013 and 2014.

According to the results of the LIFT model scenarios,
expenditure of 100 per cent of the estimated excess cash
reserves spread evenly across the three years 2012 to
2014 would result in an increase in real GDP in the United
States of 1 per cent in 2012, 1.5 per cent in 2013 and
1.6 per cent in 2014 compared with the baseline scenario,
in which excess cash reserves would not be spent. In terms
of employment impacts, under scenario 1a the employment
impact would peak in 2014, whereby an additional 2.4 mil-
lion jobs would be created relative to the baseline scenario.
Aggregating the additional employment generated due to
the increased investment over the period 2012 to 2015
results in an estimated 6.8 million job years created (total
additional employment in excess of the baseline scenario

Austerity measures threaten to further harm labour markets
and increase the long-term costs of the crisis

In this regard, the current move towards austerity policies and across-the-board cuts in public
spending programmes that are observed in the region (see Chapter 1 for an overview) are
unwarranted and are likely to compound the problems in the labour market. Indeed, past ex-
perience suggests that, in particular, labour market policies with income-support schemes have
the potential for large and positive job creation effects (see box 5, previous page). In contrast,
cutting down on such programmes will further entrench problems in labour markets in the
region, making it more costly to reduce unemployment rates and creating a substantial drag on
the recovery. Recently observed cuts in labour market spending, such as reduced support for
programmes for young jobseckers in the United Kingdom, are therefore likely to come with
substantial long-term adverse consequences for labour market prospects. Rather, policy-makers

50 Global Employment Trends 2012 | Preventing a deeper jobs crisis B



over the period). This would result in a 0.8 percentage point
reduction in the unemployment rate in the country in 2012
compared with the baseline scenario, with a peak effect
of a 1.5 percentage point reduction in the unemployment
rate in 2014. According to the results, effective incentives
to companies to deploy their excess capital into productive
investment could yield large-scale benefits for growth and
employment in the United States.

Impact of increased investment on the level
of real GDP in the United States,
percentage difference, 2011-15

Even a more conservative assumption of expenditure
of half of the excess cash reserves, with spending front-
loaded in 2012 (scenario 1b), is projected to result in a large
stimulus to growth and employment, with an estimated
1 million jobs created in 2012 and more than 3 million job
years created between 2012 and 2015. The boost to output
under this scenario would be around 0.7 per cent in both
2012 and 2013, with a smaller boost in 2014 and 2015.

Impact of increased investment
on employment in the United States,
millions of jobs, 2011-15
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Scenario 2

The second scenario introduces an “infrastructure bank”
into which companies will invest a portion of their cash
holdings. The basis for this scenario is a hypothetical intro-
duction of a tax amnesty programme for companies’ over-
seas cash, enacted with a requirement that companies
invest repatriated funds in an infrastructure bank for three
years. The bank will allocate its resources to a variety of
public infrastructure improvement projects throughout the
economy, starting in 2013. The assumption is that invest-
ment in state, local and federal structures would increase

Source: Casselman and Lahart, 2011; Interindustry Economic Research Fund, 2011.

by a total of US$250 billion between 2013 and 2016, with
US$50 billion spent in 2013, US$75 billion in 2014 and
2015 and US$50 billion in 2016.

This investment is projected to boost GDP by around
0.8 per cent in 2014 and 2015, with additional employ-
ment of around 1.1 million relative to the baseline scenario
in each year. In aggregate, the infrastructure bank scenario
would result in 3.9 million job-years created between 2013
and 2017.

in the region who are concerned with large budget deficits and unsustainable sovereign debt

levels should aim at reorienting their spending outlays towards those areas with greatest poten-

tial to support job creation and to cut down on inefficient tax expenditures and subsidies.

A slowdown in productivity reduces investment,

further depressing job growth

Part of the weak recovery prospects in the Developed Economies and European Union region

has to do with long-term structural imbalances and a trend decline in productivity growth, as

described in Chapter 1. This decline has gone hand-in-hand with a slowdown in investment,

with adverse consequences for long-term employment growth. Even though a cyclical turna-

round in productivity has been observed during the recovery in 2010, investment rates are
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still far below pre-crisis levels in most countries in the region, with the exception of Canada,
Germany, Italy and Sweden, where investment shares exceeded those observed a year earlier.
This can only partly be explained by the financial condition of enterprises, as especially
large firms had amassed sufficient free cash flow to allow them to jump-start their invest-
ment programmes quickly. Indeed, estimates show that large reservoirs of unused funds lie in
the business sector (see box 6, pp- 50-51), which could be mobilized to add substantially to
job creation, particularly among those advanced economies that are currently suffering from
severely depressed investment rates. High uncertainty regarding the future outlook of the
economy and depressed aggregate demand are holding private companies back in investing
more thoroughly. This could be stimulated through public policies, for instance the set-up of
an infrastructure bank, to complement private with public investment and hence increase the
investment returns for private businesses.

The outlook for employment creation has substantially worsened over the second half
of 2011. With growth rates stalling and the return of recessionary conditions in some of
the advanced economies, unemployment is on the rise again, projected to reach 43.6 million
or 8.5 per cent of the region’s labour force in 2012. Should growth prospects further dete-
riorate, already weak labour markets would take additional strain and unemployment rates
could rise beyond 9 per cent by 2013, the highest rate on record. Even under more favourable
macroeconomic conditions, however, and with a quicker return of recovery, it is unlikely that
the region would revert to pre-crisis unemployment rates before the end of the projection
period in 2016. The region is projected to experience faster reductions in male unemployment
rates than female unemployment rates, but this follows a larger increase in unemployment
for men than for women at the beginning of the crisis. Youth unemployment is expected to
remain elevated, not falling back to pre-crisis rates before the end of the projection period,
even if the more favourable conditions in the upside scenario were to prevail. Finally, the weak
labour market situation continues to depress labour supply, with labour force participation
rates dropping, in particular for adult males and younger workers. The ILO projects a further
decline in the overall labour participation rate of almost 1 percentage point by the end of the
projection period in the region.

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

Unemployment remained high in 2011 and is expected
to show little change in 2012

The countries of Central and South-Eastern Europe (non-EU) and CIS experienced some
of the most serious economic shocks during the global economic crisis, but also managed an
exceptionally strong recovery. Between 2008 and 2009, regional economic growth dropped
10.2 percentage points to —5.9 per cent, but then recovered to reach 5.3 per cent in 2010 (a
difference in annual growth rates of more than 11 percentage points in one year). Since then,
the economic recovery of the region has slowed down. In 2011, regional growth was projected
at 4.9 per cent, a decrease of 0.4 percentage points in comparison with the previous year. How-
ever, growth prospects vary significantly across the region. For the Russian Federation, growth
is expected to be moderate, averaging 4.2 per cent during 2011 and 2012. At the other end
of the spectrum, Belarus is expected to experience a sharp slowdown in growth, from 5.0 per
cent to 1.2 per cent during the same period, due to contracting domestic demand caused by
a currency crisis and a reversal in capital flows. For most of the energy-exporting economies
in the region, growth is also projected to moderate as energy prices are expected to recede in
2012. Commodity prices significantly affect the economic prospects of the larger economies
in the region (IMF, 2011a).
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The experiences of the Republic of Moldova, the Rus-
sian Federation and Turkey exemplify the major shock to
growth that occurred in the Central and South-Eastern
Europe (non-EU) and CIS region. Growth in Turkey and in
the Russian Federation plummeted to levels below 10 per
cent; however, growth rebounded sharply and turned posi-
tive by Q4 2009 in Turkey and by Q1 2010 in the Rus-
sian Federation. Growth in Turkey has since decelerated,
but remained around 6 per cent in Q3 2011. The Republic
of Moldova experienced a more moderate drop in growth
during the fourth quarter of 2009 before rebounding
sharply and turning positive at the beginning of 2010. Each
of these economies registered robust growth throughout
2010 and during the first three quarters of 2011.

Country spotlight 2. Growth and employment in the Republic of Moldova,
the Russian Federation and Turkey

GDP and employment (% change versus same quarter, prior year)

Source: IMF, World Economic Outlook, September 2011; Eurostat; ILO LABORSTA; OECD.

15

10 4

Turkey

Russian Federation

N

Employment
o

-5 Republic of Moldova

~10 4

@ .l @ 03 04,0 02 Q3 04 0 02 03,
2008 7000 2000 2011

All three countries experienced the sharpest drop
in employment in Q2 2009; however, the employment
growth trajectories have since diverged. In Turkey, employ-
ment growth turned positive in Q3 2009 and accelerated
strongly thereafter. In the Russian Federation, employment
growth turned positive in Q1 2010; however, the recovery in
employment growth has been less robust than the recovery
in output growth. In both economies in Q2 2011 employ-
ment growth decelerated moderately. In contrast, employ-
ment growth in the Republic of Moldova has not recovered.
When compared with GDP growth, a major gap in employ-
ment has emerged since Q1 2009, with the economy
unable to create jobs and with year-on-year growth rates
remaining negative through Q2 2011.

Despite a decrease of 0.9 percentage points, the unemployment rate in the region remained
high at 8.6 per cent, which is 2.6 percentage points higher than the estimated global average
of 6.0 per cent in 2011. During much of the past decade, the adult unemployment rate in
Central and South-Eastern Europe (non-EU) and CIS has been the highest in the world. In
2011, it stood at 7.2 per cent, on par with the adult unemployment rate in developed econ-
omies, despite the more limited availability of social protection in countries in the region. The
youth unemployment rate decreased by 1.7 percentage points, but remained high at 17.7 per
cent in 2011. Such high levels of unemployment among young women and men in particular
are likely to have adverse impacts, which might lead to lower levels of human capital, reduced
wage rates and a weakened labour force participation in the years to come.

Limited wage employment opportunities and increasing
vulnerable employment lead to growing labour migration

Following years of declining agricultural employment, the share of this sector in total employ-
ment increased in Central and South-Eastern Europe (non-EU) and CIS in the aftermath
of the crisis — from 19.5 per cent in 2008 to 20.6 per cent in 2010. During the same period,
the share of employment in industry dropped from 25.4 per cent to 24.4 per cent, reaching
its lowest level since 1991, and the share of employment in the services sector remained at
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Figure 17. Labour productivity and selected labour market indicators
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Source: ILO, Trends econometric models, October 2011 (see Annex 4).

55.1 per cent. Several studies conducted by the World Bank and the ILO on the informal
economy in the region indicate that most employment in agriculture in the region is informal
employment. This suggests that employment losses in the aftermath of the crisis have been
absorbed by the informal economy, and that the post-crisis labour market situation might
have been worse than the unemployment figures suggest (see box 7).

Furthermore, in line with the increased share of agricultural employment, the share
of workers in vulnerable employment (the sum of own-account and contributing family
workers as a proportion of total employment) increased slightly, from 20.4 per cent in 2008
to 20.9 per cent in 2010, and is more than twice as high as in the Developed Economies and
European Union region. The increasing vulnerable employment rate points to significant
challenges among economies in the region in terms of creating a sufficient number of quality
jobs (see figure 17).

Despite the increase in vulnerable employment, the share of working poor living below
the US$1.25 a day poverty line in total employment stood only at 1.4 per cent in 2010, the
second lowest rate in the world. However, while necessary for international comparisons,
the US$1.25 a day threshold is viewed by many researchers and analysts as inappropriate for
measuring extreme poverty in this region. Due to the harsh climate, people need to spend
more on housing, heating, food and clothing. Therefore, the World Bank has proposed a
higher threshold of US$2.50 a day for the definition of extreme poverty. It should also be
noted that the regional working poverty rate does not reflect disparities in working pov-
erty rates across countries. For countries with national estimates available for 2008, working
poverty at the US$1.25 a day level ranged from 10.7 per cent in Georgia to 0.7 per cent in
Azerbaijan.

The slow recovery of employment opportunities together with increased vulnerability
among those who are still employed has led many men and women to seck employment abroad,
as is illustrated in figure 18. The Statistics Office of the Russian Federation (ROSSTAT) esti-
mates that in 2010, out of all registered labour migrants in Russia, 17.6 per cent came from
the Ukraine, 16.3 per cent from Uzbekistan and 14.8 from Kazakhstan (see figure 19). The
Russian Federation remains the key receiving country for labour migrants in the region, fol-
lowed by Kazakhstan and Azerbaijan. As foreign workers are often employed in precarious
and/or informal work situations, they are frequently among the first to be laid off.

Significant efforts have been made by governments in the region to maintain employ-
ment levels and combat the effects of the global economic crisis, especially in Azerbaijan,
Kazakhstan and the Russian Federation. According to the Ministry of Healthcare and Social
Development of Russia, over 21.8 million persons benefited from active labour market pro-
grammes between 2009 and 2010.
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Figure 18. Migration flows from CIS into the Russian Federation
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Figure 19. Origins of labour migrants residing in the Russian Federation in 2010
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In accordance with the resurgence in output and declining unemployment rates since
2009, the growth rate of labour productivity in the region increased from —5.0 per cent in
2009 to 3.6 per cent in 2010 (see figure 17). However, preliminary estimates for 2011 show
little change, with productivity growing steadily at between 2.5 and 3.6 per cent.

Looking ahead, the region’s economic growth is expected to slow to 3.8 per cent in 2012,
while the unemployment rate is expected to show little change at 8.6 per cent. The moder-
ation in growth reflects the region’s increased economic vulnerability, brought about by the

global slowdown.
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Box 7. Informal employment in Kazakhstan

According to World Bank estimates based on the
latest available labour force survey in Kazakhstan,
informal employment* represented 33.2 per cent
of total employment in 2009. Out of all informal
workers in the country, the majority (62 per cent)
were employed in the agricultural sector. There-
fore, informal employment was mainly a rural
phenomenon and agricultural employment and
informal employment largely overlapped.

Four out of ten informal workers held a job
outside the agricultural sector in 2009. Just
more than half of these were wage and sala-
ried workers, who predominantly work in formal

enterprises (60 per cent), and the remainder
in informal enterprises (40 per cent). The self-
employed represent just below half of non-agri-
cultural informal employment (47 per cent). This
finding confutes the common perception that all
informal employment in Kazakhstan equates to
self-employment.

Nevertheless, the incidence of informal employ-
ment is indeed much higher among the self-
employed than among wage and salaried workers.
Only 12 per cent of wage and salaried employees
worked informally, compared with as much as
44 per cent of the self-employed, in 2009.

Informal employment in Kazakhstan
Informal employment (33.2%)
Non-agricultural (38%)

Agricultural (62%)

Wage and salaried workers (53%)
Formal enterprises (60%)
Source: Labour Force Survey 2009; World Bank staff calculations.

Informal enterprises (40%)

* For a comprehensive description of the conceptual framework of employment in the informal economy,
see http://www.ilo.org/wcmsp5/groups/public/---dgreports/---stat/documents/presentation/wecms_157467.pdf

Source: Report produced for the World Bank: Promoting Formal Employment in Kazakhstan (May 2011): http://www.iza.
org/conference_files/InfoETE2011/rutkowski_j1928.pdf

Latin America and the Caribbean
Employment opportunities are expanding, in particular for women

The Latin America and the Caribbean region returned to pre-crisis economic growth rates in
2010 and continued its strong performance in 2011, albeit at a slower pace. Economic growth
for the region is estimated at 4.5 per cent in 2011, compared with 6.1 per cent in 2010 and
an average annual rate of 3.6 per cent for the period 2000 to 2007 (see table Al). The highest
economic growth rate in the region was registered in Argentina, which achieved 8.0 per cent
in 2011. Other large Latin American economies, including Brazil, Colombia and Mexico, also
achieved growth rates at or above pre-crisis trends, while Venezuela returned to positive terri-
tory in 2011 at 2.8 per cent economic growth, after two consecutive years of negative growth.
In contrast, many of the Caribbean economies continue to struggle, with a range of countries
registering growth rates below 2 per cent, including Barbados, Dominica, Jamaica, Saint Kitts
and Nevis and Trinidad and Tobago. Saint Vincent and the Grenadines was the only economy
in the region with negative economic growth in 2011. Economic growth in the Caribbean is
constrained by its linkages with the slowly growing economy of the United States, as well as
the slow recovery in remittances and tourism.

Nevertheless, short-term labour market indicators, such as monthly and quarterly un-
employment rates, show positive trends in many countries in Latin America and the Carib-
bean. The unemployment rate measured in Brazil’s monthly survey of six metropolitan areas
dropped by 0.7 percentage points between August 2010 and August 2011, reaching 6.0 per
cent in the latter month. In Argentina, the quarterly unemployment rate decreased to 7.4 per
cent in the first quarter of 2011, compared with 8.3 per cent in the first quarter of 20108
However, in other countries, including Mexico, unemployment rates have remained above
pre-crisis levels (see country spotlight 3).

® See ILO, Short term indicators of the labour market: http://laborsta.ilo.org/sti/sti_E.html
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Country spotlight 3. Growth and employment in Brazil*, Colombia and Mexico
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Owing to its close ties with the United States’ economy,
Mexico was hard hit by the global economic crisis, with
GDP contracting severely, by almost 9 per cent (versus the
prior year) in Q1 2009. The shock to growth was also signif-
icant in Brazil, where growth bottomed out in Q1 2009 and
remained negative through Q2 and Q3 2009. Both econ-
omies began a gradual recovery that accelerated at the
end of 2009 and into 2010; however, since Q3 2010 the
recovery has decelerated sharply to more modest growth
rates. The crisis had a less severe impact on Colombia’s

growth rate, with year-on-year quarterly growth rates
remaining positive and accelerating during 2011.

Employment growth was already negative in Mexico
in Q4 2008, and remained negative through the second
quarter of 2009. Colombia saw a significant increase in
employment growth in 2009, which has somewhat mod-
erated in 2010 and 2011. The urban areas of Brazil have
experienced year-on-year quarterly positive growth rates
since Q3 2009; however, employment growth decelerated
in the first three quarters of 2011.

* For Brazil, employment figures correspond to urban areas, while GDP figures are national.

Turning to longer term trends in Latin America and the Caribbean as a whole, employ-

ment opportunities have expanded considerably in the past ten years (see table AS). Despite

the negative impact of the global economic crisis on the employment-to-population ratio in
2009, this indicator increased by 2.9 percentage points between 2000 and 2010, which is
the largest increase of all regions during this period. The male employment-to-population
ratio in Latin America and the Caribbean increased slightly between 2000 and 2010 (by
0.2 percentage points), but, as discussed in Chapter 2, the expansion of employment oppor-

tunities mostly benefited women. The increase in the female employment-to-population ratio

was much greater, at 5.5 percentage points, which reduced the gender gap in employment-to-

population ratios to 26.7 percentage points (compared with 32.0 percentage points in 2000).

Figure 20 illustrates the increase in female employment-to-population ratios for selected

countries in Latin America and the Caribbean. The female employment-to-population ratio

in Brazil, which due to the size of its population is an important driver of regional move-
ments in indicators, increased by 3.8 percentage points between 2000 and 2010. In Chile, the
increase was 9.6 percentage points. In contrast to Brazil and Chile, the male employment-to-

population ratio also increased strongly in Argentina and Peru. In terms of age groups, the
increase in female employment-to-population ratios in Latin America and the Caribbean is
driven by adult ratios more than by youth ratios. The regional increase in the female adult

employment-to-population ratio was 6.3 percentage points, more than twice the movement

observed in the region with the second largest increase, i.e. North Africa (see figure 21).
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Figure 20. National employment-to-population ratios by sex, 2000-10
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Figure 21. Female employment-to-population ratio by region and age group, 2000-10
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Declining vulnerable employment and continued progress
towards reducing working poverty

The quality of employment, as captured by the vulnerable employment rate, has also improved
in Latin America and the Caribbean. In contrast to the limited progress during the 1990s,
when the vulnerable employment rate increased, the proportion of own-account workers and
contributing family workers has been on a decreasing trend since 2003. Following the inter-
ruption by the global crisis in 2009, the vulnerable employment rate continued to decrease in
2010, and during the whole 2000 to 2010 period the rate decreased by 4.0 percentage points.
It reached 31.9 per cent in 2010, a level that is estimated to have remained steady in 2011 (see
table A12). This is the fourth lowest regional vulnerable employment rate, higher only than
Central and South-Eastern Europe (non-EU) and CIS, the Developed Economies and Euro-
pean Union and the Middle East.

Progress towards reducing working poverty was also much better in the period 2000 to
2010, with a reduction of 3.6 percentage points in the working poverty rate at the US$1.25 a
day level, compared with a reduction of 1.6 percentage points during the 1990s. An estimated
3.3 per cent of the employed were living in poverty in 2011 at this level. At the US$2 level, the
proportion was 8.8 per cent in 2011, making Latin America and the Caribbean one of only
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three regions with a working poverty rate at the US$2 level of below 10 per cent (the other
two regions are Central and South-Eastern Europe (non-EU) and CIS and North Africa).

Latin America and the Caribbean experienced an increase in the share of industrial
employment during the period 2004 to 2008, but this trend was interrupted by the global
economic crisis. Between 2008 and 2011, industrial employment decreased by 0.8 percentage
points, and during the period since 2000 the share of employment in industry registered
only a small increase, 0.7 percentage points. Most of the new jobs in Latin America and the
Caribbean continue to be created in the services sector. Between 2000 and 2011, the share
of services in total employment increased by 3.6 percentage points, to 62.0 per cent in 2011.
This is the highest share of services in total employment of all regions except the Developed
Economies and European Union.

Despite the fact that Latin America and the Caribbean has a similar share in industrial
employment to the Developed Economies and the European Union, output per worker is less
than one-third of the level in the developed economies. This is not only due to a much larger
share of employment in agriculture, but also to lower average productivity levels in the ser-
vices sector. Improved employment quality and lower rates of vulnerable employment are cer-
tainly contributing to higher productivity levels, but an important concern remains the lack
of convergence with productivity levels in the developed economies, which stems from a lack
of convergence in services sector productivity levels (see figure 13 in Chapter 2). There are also
important differences in productivity levels and growth rates within the region, with Brazil’s
productivity level considerably lower than levels in other large economies, such as Argentina
and Venezuela, and with very low levels in some of the countries in the Caribbean (see ILO,
2011d, Ch. 1, sec. C). Although recent years have seen productivity growth (except in 2009) in
many countries in Latin America and the Caribbean, convergence requires further improve-
ments in education and skills of the regional labour force.

Continued growth is expected for 2012, albeit at a lower rate of 4.0 per cent. The un-
employment rate is projected to remain steady at 7.2 per cent. Despite the favourable economic
environment, young people face relatively high unemployment rates. The regional youth un-
employment rate may even slightly rise in 2012, while the adult unemployment rate may
decrease, in particular for adult men. In accordance with longer term trends, adult women
will continue to benefit from new employment opportunities, resulting in a further rise of
the female employment-to-population ratio. However, due to the growth of the female adult
labour force, this is not likely to be reflected in a lower unemployment rate for this group.

East Asia

Economic activity in 2011 remained strong and labour market
performance was also notable

Following a remarkable rebound in 2010 (9.8 per cent), economic activity in East Asia in 2011
decelerated but remained robust (8.5 per cent), led by Mongolia (11.5 per cent), China (9.5 per
cent), Hong Kong, China (6.0 per cent) and Taiwan, China (5.2 per cent). However, high con-
sumer price inflation in much of East Asia was a significant concern for policy-makers, par-
ticularly in China (6.1 per cent in September), Hong Kong, China (5.7 per cent in August),
the Republic of Korea (4.3 per cent in September), Macau, China (6.1 per cent in September)
and Mongolia (10.5 per cent in September).”

Strong economic growth has continued to fuel employment growth. In 2011, employment
in East Asia increased by an estimated 6.5 million, or 0.8 per cent, consisting of 4.1 million

? All figures on economic activity are from the CEIC Global Database: http://www.ceicdata.com/Regional html
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Republic of Korea and Taiwan

Country spotlight 4. Growth and employment in China, Hong Kong (China),

(China)

GDP and employment (% change versus same quarter, prior year)

The shock to economic growth in the East Asia region was
sharp but brief in comparison with the Developed Econ-
omies and European Union region. Economic growth in the
Republic of Korea, Hong Kong (China) and Taiwan (China)
bottomed out in Q1 2009, with steep declines registered
in that quarter, particularly in Taiwan (China), at —=9.4 per
cent versus Q1 in the prior year, and in Hong Kong (China),
where growth was —7.6 per cent versus the prior year.
China registered positive growth throughout the crisis, with
the lowest growth rate also occurring in the first half of
2009. Growth rebounded sharply in these economies, with
Taiwan (China) growing more than 15 per cent in Q1 2010
(versus Q1 2009) and Hong Kong (China) and the Republic
of Korea both registering growth in excess of 8 per cent
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in the same quarter. Since Q2 2010 the pace of growth
has slowed sharply, especially in Taiwan (China) and the
Republic of Korea; both economies were adversely affected
by deteriorating demand conditions in the United States
and the European Union, however consistent economic
growth in China should attenuate this factor.

Employment losses were far less severe in percentage
terms than the declines in economic growth, though nega-
tive employment growth rates persisted through Q4 2009 in
Hong Kong (China) and Taiwan (China). Both the Republic
of Korea and Taiwan (China) saw a notable pickup in
employment growth in Q2 2010 and fairly constant employ-
ment growth since then. Robust GDP growth in Hong Kong
(China) continues to support rapid employment growth.

additional men and 2.4 million additional women in employment. The most recent data avail-
able from national statistical offices show year-on-year employment growth of 5.5 per cent in
Macau, China in July; 4.0 per cent in Hong Kong, China in July (5.8 per cent for women and
2.4 per cent for men); 2.0 per cent in Taiwan, China in August (1.5 per cent for women and
2.4 per cent for men); and 1.1 per cent in the Republic of Korea in September (0.8 per cent
for women and 1.3 per cent for men).

The unemployment rate remained constant and relatively low at 4.1 per cent as employ-
ment creation kept pace with slow labour force growth, but male jobseckers (4.7 per cent) were
more affected than female jobseekers (3.4 per cent). However, the unemployment rate among
East Asian youth (8.8 per cent) remained high in 2011, particularly for young men (10.3 per
cent), but also for young women (7.1 per cent). As such, young jobseckers were 2.7 times more
likely than their adult counterparts to be unemployed. The most recent data available from
national statistical offices indicate elevated youth unemployment rates: 16.6 per cent in Hong
Kong, China in August (17.2 per cent for women and 16.0 per cent for men); 13.3 per cent
in Taiwan, China in August; 8.0 per cent in the Republic of Korea in September (7.1 per cent
for women and 9.5 per cent for men); and 6.7 per cent in Macau, China in May (4.9 per cent
for women and 8.5 per cent for men).

In 2010, an estimated 48.6 per cent of East Asia’s workers were engaged as wage or sal-
aried earners (51.4 per cent for men and 45.1 per cent for women), a slight increase from
474 per cent in 2009. However, the share of workers classified as vulnerable (own-account
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and contributing family workers) remained high, at 48.7 per cent in 2011, although this was
down slightly from 49.6 per cent in 2010. As in previous years, vulnerable employment dis-
proportionately affected women (52.7 per cent) compared with men (45.4 per cent). Working
poverty rates, which have been on a declining trend for East Asia, continued to decrease mod-
erately in 2011 as compared with 2010: the numbers of working poor fell from 67 million to
64 million at the US$1.25 a day poverty rate, representing an estimated 7.8 per cent of total
employment in 2011. With regard to the US$2 poverty line, the numbers of working poor in
East Asia declined from 157 million to 149 million in 2011, the latter representing an esti-
mated 18 per cent of total employment in East Asia in 2011.

Wages and incomes continued to rise in 2011, particularly in China, which aimed at
rebalancing growth and strengthening domestic demand. A total of 13 Chinese provinces
raised minimum wages in Q1 2011, by an average 21 per cent (according to the Ministry of
Human Resources and Social Security), per capita urban disposable income rose 13.2 per
cent in the first half of the year and rural cash incomes climbed 20.4 per cent (according to
the China National Bureau of Statistics).'’ Further wage increase can be expected over the
medium term as labour force growth starts to slow down due to demographic ageing.

East Asia must also prepare for imminent
demographic and labour force challenges

East Asia is rapidly ageing. By 2030, the old-age dependency ratio (the population aged
65 years and over divided by the population aged 15-64) is projected to jump from 15.9 per
cent in 2011 to 37.3 per cent in the Republic of Korea, and in China from 11.6 per cent to
23.9 per cent.! Due to the ageing population, labour force growth is projected to be flat
during the next decade, notably in China and the Republic of Korea, where the increase in the
workforce will slow to 0.2 per cent and 0.5 per cent, respectively, between 2011 and 2020 (see
figure 22 and box 8). To the extent that current difficulties in the world economy are short-
lived, this will bring about a demographic dividend as younger cohorts can benefit from vastly
larger capital equipment, driving up labour productivity and wages. This dividend should help
countries in the region to prepare for increased public and private costs of taking care of the
elderly before the old-age dependency ratio is set to increase sharply.

Figure 22. Labour force growth, ages 15+ (annual average, %)
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'® Bloomberg News: “China’s manufacturing growth exceeds estimates”, 1 August 2011: htep://www.bloomberg.com/
news/2011-08-01/china-manufacturing-exceeds-estimates.html

"' Author’s calculations based on Department of Economic and Social Affairs (2011). Also, see: ILO: Asia-Pacific Labour
Market Update (Bangkok, October 2011, forthcoming).
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As labour force participation rates decline in East
Asia on the back of the steadily greying population,
countries need to consider a number of policy pri-
orities. Key among them are the following:

e Develop the appropriate skills policies for a
greying population and the related structural
changes in the economy, and nurture life-long
learning.

e Create the right incentives for increasing labour
force participation among women — particu-
larly in the Republic of Korea, where the gap
between male and female labour force partici-
pation rates is more than 23 pe.rcentage points
(see figure below), as well as among older ©®
workers through delayed retirement schemes.
This should include policies to eliminate work-
place discrimination and to ensure equal remu- o
neration for equal work.

e Accelerate labour productivity growth in order
to counterbalance projected low employment

Box 8. Policy options for East Asia to prepare for a greying population

and workforce growth rates. This will be a dif-
ficult challenge as labour productivity growth in
the region was already an impressive 8.7 per
cent in 2010 and projected to remain robust at
7.4 per cent in 2011 and 7.3 per cent in 2012.
To this end, continued productivity increases in
employment in agriculture — which still engages
approximately 36.5 per cent of all workers in
East Asia — and rural industrialization will be crit-
ical, along with encouraging enterprises to adopt
progressive workplace practices and innovative
technologies and to move up in regional and
global production chains.

Improve the management of labour migration
regimes to help address labour shortages, while
ensuring full protection of the rights of migrants.

Develop fiscally sustainable social protection
systems in East Asia. In this regard, China has
made significant progress in strengthening its
healthcare system and access in rural areas.
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Economic and job growth in the manufacturing sector decelerated

Behind robust growth in East Asia, however, signs of stress appear as weak global demand
has been hitting the region’s export-oriented industries. By mid-2011, various production and
trade indicators for these economies started to show clear signs of slowdown:"

® After annualized growth of more than 5 per cent in Q3 and Q4 2010, manufacturing
production in Hong Kong, China slowed to 1.9 per cent in Q2 2011. Moreover, exports
contracted by 3.0 per cent in September 2011, following robust and steady growth since
December 2009.

® Macau, China’s export sector continued to struggle. After contracting by 17.3 per cent in
April, exports picked up by 13.8 per cent in May and 3.3 per cent in June (year-on-year
growth), but then declined again by 4.6 per cent and 0.2 per cent in August and September,
respectively.

> CEIC Global Database.

62 Global Employment Trends 2012 | Preventing a deeper jobs crisis



® In the Republic of Korea, manufacturing production decelerated to 3.9 per cent in July
and 4.9 per cent in August year-on-year, after reaching double-digit annualized growth
throughout Q4 2010 and more than 9 per cent growth during Q1 2011.

® Manufacturingactivity in Taiwan, China gradually decelerated to merely 2.0 per cent annu-
alized growth in September 2011 from more than 14 per cent growth throughout Q1 2011.

® However, China’s manufacturing exports remained resilient as of September, growing year-
on-year by 16.7 per cent, although down from a growth rate of 24.4 per cent in August.

Against this context, employment growth in manufacturing also slowed (see figure 23). After
expanding by 8.2 per cent in Q2 2011, manufacturing employment in Hong Kong, China
again contracted by 1.9 per cent, a sign that the job recovery in this sector remains tenuous.
In the Republic of Korea, manufacturing employment decreased by 0.7 per cent in August
and further by 1.2 per cent in September, following strong and steady growth since mid-2010.
Manufacturing job growth in Taiwan, China slowed to 2.1 per cent in August 2011, the first
month below 3.0 per cent since May 2010. In line with weak manufacturing production,
manufacturing employment in Macau, China continued to decline at a rapid pace, falling by
15.6 per cent in May 2011.

Figure 23. Employment in manufacturing (% change, year-on-year)
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Facing global headwinds, economic activity and employment growth
could slow further in 2012, underscoring employment challenges,
particularly for youth

Opver the short term, labour market outcomes will be determined by the world trade mar-
kets. Given the reliance on key trade and investment partners in the United States, where the
labour market and consumer confidence remain weak, and in the euro area, where the sover-
eign debt crisis is hindering the economic recovery, economic activity in East Asia is forecast
to decelerate further, but it is expected to remain strong, at 8.2 per cent in 2012, led by Mon-
golia (11.8 per cent), China (9.0 per cent), Taiwan, China (5.0 per cent), Republic of Korea
(4.4 per cent) and Hong Kong, China (4.3 per cent) (see figure 24).

Against this background, employment growth in East Asia is forecast to decrease from a
rate of 0.8 per cent in 2011 to 0.6 per cent in 2012, with little change projected in the employ-
ment-to-population ratio (from 70.2 per cent in 2011 to 70.1 per cent in 2012), while the un-
employment rate in East Asia is projected to remain unchanged at 4.1 per cent (4.7 per cent
for men and 3.4 per cent for women) in 2012. However, youth unemployment is expected to
remain elevated, reaching 8.9 per cent in 2012 (105 per cent for young men and 7.1 per cent
for young women).
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South-East Asia and the Pacific

Slowing growth begins to weigh on labour markets

Economic growth in South-East Asia and the Pacific decelerated in 2011, growing by an esti-
mated 5.3 per cent compared with 7.5 per cent in 2010. The moderation reflects in part the
phasing out of stimulus packages introduced at the height of the global economic crisis, the

tightening of monetary policies in many countries in the region and, in particular, heightened

global uncertainty in the midst of weak economic growth in the United States and debt tur-
moil in the European Union. In light of such developments, GDP growth slowed considerably

Country spotlight 5. Growth and employment in Indonesia, Malaysia, the Philippines and Thailand

GDP and employment (% change versus same quarter, prior year)
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The global economic crisis caused sharp contractions
in growth in Malaysia and Thailand. The Philippines and
Indonesia, which also saw a slowdown in economic activity,
managed to maintain positive growth. There was a strong
rebound in growth in the early part of 2010, with both
Malaysia and Thailand growing more than 10 per cent in
Q1 2010 (versus Q1 2009). Growth moderated between
Q3 2010 and Q2 2011 in Malaysia. In terms of economic
growth, Indonesia was not affected strongly by the crisis,
experiencing persistently positive output growth levels
exceeding 4 per cent.

Employment growth remained positive in all four coun-
tries throughout the crisis, with the exception of Thailand
in Q2 2010. Malaysia saw a major upturn in employment
growth in Q4 2009, but the growth rate decreased sharply
in the first half of 2011. Indonesia and Thailand registered
fairly modest employment growth rates in comparison with
GDP growth. In the Philippines, employment growth has
remained positive, although it is volatile as a result of fluctu-
ations in GDP growth stemming in part from major tropical
storms that damaged agricultural production and displaced
large numbers of workers.
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Box 9. Youth unemployment in Indonesia

In the midst of robust economic growth, the un-
employment rate in Indonesia has decreased con-
sistently in recent years, including during the global
economic crisis, when it fell from 8.5 per cent in Feb-
ruary 2008 to 6.8 per cent in February 2011. During
the same period, the unemployment rate for women
saw a relatively steeper fall, from 9.3 per cent to
7.4 per cent (a difference of 1.9 percentage points),
compared with a decline from 7.9 per cent to 6.4 per
cent (a difference of 1.5 percentage points) for men.

Youth (aged 15-24) unemployment rates, how-
ever, have not followed the overall unemployment
rates, indicating that adults have benefited most
from falling unemployment in Indonesia. As shown

in the figure below, the youth unemployment rate
rose between February 2008 and the same period
in 2009, and while the rate fell between February
2009 and the same period in 2010, it rose again rap-
idly between February 2010 and the same period in
2011, from 19.9 per cent to 23.9 per cent. Between
February 2008 and the same period in 2011, the
unemployment rate for young women increased by
2.7 percentage points, while the corresponding rate
for young men increased by 2.8 percentage points.
Such trends are a stark reminder of the challenges
young women and men face in the labour market,
as has been highlighted in ILO’s Global Employment
Trends for Youth.

Overall and youth unemployment rates in Indonesia, 2008-11 (%)
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in most countries in the region in the second and third quarters of 2011 compared with the
same period a year earlier. The slowdown was particularly noteworthy in Thailand, as the
country suffered not only from the above factors but also from disruptions in supply-chain
production activities following the Tohoku earthquake and tsunami in Japan and flooding in
large parts of the country. In October 2011, the Bank of Thailand significantly revised down
its GDP growth projection for 2011 to 2.6 per cent from 4.1 per cent. Amidst the global
uncertainties and softening growth, the Philippines in October 2011 introduced an economic
stimulus package totalling 72.1 billion Philippine pesos (US$1.7 billion), while Indonesia
has prepared a stimulus package that the country might implement in the first half of 2012
if needed (Yap, 2011).

The labour market in the region started to recover in 2010, but faltering domestic growth
amidst the weak global economic environment has put that recovery under additional strain.
The regional unemployment rate is estimated to have changed little in 2011, standing at
4.7 per cent compared with 4.8 per cent in 2010 (see table A2). In Malaysia, for example,
the unemployment rate remained in the 3.0-3.2 per cent range for most of 2011, after seeing
large declines during the height of the recovery (Malaysia Department of Statistics, 2011). In
the Philippines, the unemployment rate rose slightly in the second quarter of 2011 to 7.1 per
cent, from 7.0 per cent the same quarter the previous year (Philippines Bureau of Labor and
Employment Statistics, 2011). In contrast, in Indonesia, the largest economy in the region,
the unemployment rate decreased from 7.1 per cent in August 2010 to 6.6 per cent in August
2011 (BPS Statistics Indonesia, 2011).
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Unemployment rates for women in the region continue to remain higher than for
men, estimated at 5.1 per cent for women in 2011 compared with 4.4 per cent for men. A
number of countries in the region where data are available buck this trend, however, with
men being more likely to be unemployed than women in the Philippines and Thailand.
Youth unemployment also continues to remain a major challenge in the region; the youth
unemployment rate of 13.4 per cent in 2011 is five times higher than that for adults. In
Indonesia, for instance, youth unemployment increased in recent years against an overall
downward trending unemployment rate (see box 9, previous page). The youth employment
challenge in the region is explained in part by the inability of education and training systems
in the region to keep pace with the rapid structural transformation taking place and hence
the changing skills requirements. The changes in this region are illustrated by the fall in the
share of workers in agriculture from 49.7 per cent in 2000 to 42.5 per cent in 2010, while the
share of workers in services during this period increased from 33.9 per cent to 39.2 per cent.
The share of workers in industry saw a more modest increase, from 16.4 per cent to 18.2 per
cent during the same time (see table A10).

Employment in the region is estimated to have increased by 1.8 per cent in 2011, slower
than the 2.2 per cent increase in 2010, and the employment-to-population ratio is estimated
to have remained largely unchanged at 66.8 per cent in 2011. The employment-to-population
ratio for women is significantly lower than that for men (with a gap of 22.5 percentage points
in 2011).

Rising vulnerable employment and slowed progress
towards reducing working poverty

Another critical challenge in the region remains the large number of workers who are in
poor quality and low-paid jobs, with intermittent and insecure work arrangements and
poor working conditions, including in the informal economy. Some 181 million people, or
62.3 per cent of the region’s workers, were in vulnerable employment in 2010. This represents
an increase of 6.2 million workers from the levels in 2009 and a 0.8 percentage point increase
in the share of vulnerable workers between 2009 and 2010. The share of workers in vulner-
able employment in the region ranges from 20.8 per cent in Malaysia to 40.2 per cent in the
Philippines, 53.2 per cent in Thailand and 60.7 per cent in Indonesia."

The South-East Asia and the Pacific region has made tremendous progress in recent years
in reducing working poverty. While some 75 million workers in the region (accounting for
31.1 per cent of the region’s workers) were living with their families on less than US$1.25 a day
in 2000, the corresponding number in 2011 is estimated to have fallen to 33 million (11.1 per
cent of the region’s workers). The share of workers living on less than US$2 a day is also esti-
mated to have fallen from 60.5 per cent in 2000 (146 million workers) to 32.3 per cent in 2011
(96 million workers). The key challenge for the region, however, is that the pace of decline has
slowed considerably in recent years: between 2004 and 2007 the number of working poor at
the US$1.25 a day level fell by around 27.6 per cent, but between 2008 and 2011 the number
is estimated to have fallen by a comparatively modest 10.1 per cent.

In 2012, economic growth in the region is projected to pick up slightly to 5.5 per cent
(from 5.3 per cent in 2011) and the unemployment rate is projected to remain unchanged at
4.7 per cent. As countries in the region seek to sustain the recovery amidst an uncertain and
fragile global economic environment and protect the crucial gains made in recent decades,
a number of challenges are likely to come to the forefront of the policy agenda. The first of
these is increasing labour productivity, the gains from which can be translated into better
quality jobs, including better wages and working conditions. While labour productivity in

' Figures refer to the latest official monthly/quarterly data for 2011 available as of October 2011.
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Figure 25. Output per worker by sector
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the region grew at an annual average rate of 4.1 per cent between 2002 and 2007 and an
annual average rate of 2.6 per cent between 2008 and 2011, these rates have been much
slower than in other Asian regions (see table 3). The productivity level in South Asia was
only 65 per cent of the level in the South-East Asia and the Pacific region in 2000, but stood
at 81 per cent in 2011. The ratio of the productivity level in East Asia to that of South-East
Asia and the Pacific is projected to widen from 1.4 in 2011 to 1.7 in 2016. A starting point
in this regard is to focus on sectors in which productivity levels are lowest. In all countries
in figure 25, productivity levels are significantly lower in agriculture than in services — in
Thailand, the productivity level in agriculture was only 15 per cent of that in services. Fur-
thermore, productivity levels in industry dwarf those in services — in Indonesia, Philippines,
Thailand and Malaysia, levels of productivity in industry are more than or close to double
the levels in services.

Another key challenge for the region will be to find new sources of growth to drive
employment creation and productivity growth, which can be facilitated by sector or industry
policies. For the least developed countries in the region, facilitating structural transforma-
tion, export diversification and employment growth remains a key challenge (ILO, 2011e¢). In
Samoa, for example, two products, “insulated wire and cable, optical cable” and “fish , frozen,
whole”, accounted for 83.7 per cent of Samoa’s total exports, while 88.1 per cent of Samoa’s
exports go to only two countries: Australia and New Zealand (United Nations Statistics Divi-
sion, 2011). In Fiji, exports are relatively more diversified in terms of products, with the two
top products accounting for 35.4 per cent of all exports, but the proportion of exports that
go to Australia and New Zealand is nearly the same as for Samoa (United Nations Statistics
Division, 2011).

South Asia

Strong economic growth due to improving labour productivity,
but considerable divergence within the region

Following a temporary slowdown during the global financial crisis, growth in the South Asia
region bounced back in 2010, averaging 9.2 per cent, which was only surpassed by East Asia.
Overall, South Asia has averaged almost 8 per cent growth over the past five years (7.9 per cent
for 2006 to 2010). However, in line with deteriorating global economic conditions, growth is
estimated to have slowed down to 7.2 per cent in 2011.
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Behind these aggregate figures, there are considerable disparities within the region:
growth has been most robust in India, Sri Lanka and Bangladesh, which are estimated to have
expanded by 7.8, 7.0 and 6.1 per cent in 2011, respectively. The Maldives has also recovered
from the substantial contraction in 2009 (=7.5 per cent), reaching growth figures of 7.1 and
6.5 per cent in 2010 and 2011. In contrast, Pakistan is estimated to have grown by only 2.6 per
cent in 2011, which was due to the impact of the floods (both in 2010 and 2011), political
instability, growing security concerns and high inflation, along with long-term challenges
such as inadequate infrastructure. Political factors have also hampered recovery in Nepal,
which was hit relatively hard during the global financial crisis as a result of weakening trade
and remittances; consequently, the Nepalese economy grew by just 3.5 per cent in 2011.

The robust growth witnessed in the region, driven largely by India, has been mostly asso-
ciated with a rapid rise in labour productivity rather than an expansion in employment. Until
the 2000s, employment and labour productivity grew at similar rates (see figure 26). However,
in the past decade, as global and domestic economic conditions improved, increased labour
productivity took over as the driver of growth in the region. Between 2007 and 2011, labour
productivity increased by 6.4 per cent on average, while employment expanded by just 1.0 per
cent. This situation is prominent in India, where total employment grew by only 0.1 per cent
over the five years to 2009/10 (from 457.9 million in 2004/05 to 458.4 million in 2009/10),
while labour productivity grew by more than 34 per cent in total over this period (Chowd-
hury, 2011).

A major reason for the slow growth in employment in recent years is the fall in female
labour force participation that has occurred in the region. This has been most pronounced in
India, where the participation rate for women fell from 49.4 per cent in 2004/05 to 37.8 per
cent in 2009/10 for rural females and from 24.4 per cent to 19.4 per cent for urban females.
This drop in participation can only partly be explained by the strong increase in enrolment
in education because it has been evident across all age groups.

The main labour market challenges in South Asia are therefore twofold and consist of
achieving the twin goals of increasing labour productivity, to ensure that incomes are rising
and poverty is falling, and creating enough jobs for a growing working-age population, which
is expanding by around 2 per cent each year. With almost 60 per cent of the population under
the age of 30, governments are seeking to take advantage of this demographic dividend and
not let it become a cause of poor labour market outcomes and, ultimately, conflict and inse-
curity (Department of Economic and Social Affairs, 2011).

Figure 26. Divergence in labour productivity and employment
growth in South Asia, five-year averages (1992-2011)
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The main challenge is not unemployment, but rather the high degree
of informality that persists despite strong growth

As stressed in the 2011 Global Employment Trends report, unemployment is not the main
labour market challenge in the region. The unemployment rate in South Asia is estimated to
have been just 3.6 per cent in 2011, down from 3.8 per cent a year before. Similar to other
regions, the unemployment rate is higher for youth (9.9 per cent in 2011) and women (4.8 per
cent). At the country level, the unemployment rate fell fastest in Sri Lanka in recent years,
from 8.5 per cent in 2004 to 4.9 per cent in 2010, reflecting a peace dividend (see Sri Lanka
Department of Census and Statistics, 2011, various issues).

Far more important in the South Asian context is the persistence of low-productivity,
low-pay jobs, which are mostly located in the agricultural and urban informal sectors. In
this respect, most of the population in South Asia continues to derive a livelihood from agri-
culture. In 2010, this sector accounted for 51.4 per cent of employment, although this is down
by almost 11 percentage points from the share in 1991 (62.2 per cent). In comparison, the
share of workers in agriculture in East Asia fell from 56.9 per cent to 34.9 per cent over the
same period. As of 2010, industry and services accounted for just 20.7 and 27.9 per cent of
workers in South Asia, respectively. Structural transformation is taking place in some coun-
tries: for example, in India the share of employment in agriculture decreased from 59.8 per
cent in 2000 to 51.1 per cent in 2010. In Bangladesh, this share has come down even faster,
from 62.1 per cent in 2000 to 48.1 per cent in 2006. Therefore, accelerating the movement of
poor people out of agriculture into more productive jobs in the non-farm sector remains one
of the most critical priorities for the region.

Reflecting the high share of employment in agriculture, working poverty persists at very
high levels. Indeed, based on the US$2 a day international poverty line, South Asia has glob-
ally the highest proportion of working poor at 67.3 per cent (estimate for 2011), down from
86.0 per cent in 1991 (in absolute terms, the number of working poor according to the US$2
a day definition has gone up from 361 million in 1991 to 422 million in 2011). The fall in
working poverty in South Asia is due in part to a rise in real wages over the past decades. For
example, real wages in India have increased between 2004/05 and 2009/10 for males and
females in both rural and urban areas in India; moreover, wages have improved not only for
regular wage and salaried workers but also for casual ones. However, due to the unprecedented
drop in poverty in East Asia over the past decades (the share of working poor decreased from
83.4 per cent to 18.0 per cent over this period), South Asia now accounts for almost half of
the world’s working poor (estimated to be 46.2 per cent in 2011).

Other decent work deficits are looming large in the region as well. South Asia has the
highest rate of vulnerable employment (own-account workers plus contributing family workers)

Figure 27. Persistence of vulnerable employment
in South Asia, 1991, 2000 and 2011
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Figure 28. Distribution of employment status
in South Asian countries, latest year
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of any region. In 1991, own-account workers and contributing family workers made up 52.3
and 29.5 per cent of employment in South Asia, representing a vulnerable employment rate of
81.8 per cent (see figure 27). In 2011, the overall rate of vulnerable employment had only come
down to 77.7 per cent. Over the past two decades, contributing family workers decreased to
18.8 per cent in 2011, but this was offset by a rise in own-account workers to 58.9 per cent. Thus,
the share of wage and salaried employment has barely changed in the region during this era of
strong economic growth. Moreover, gender disparities continue as the vulnerable employment
rate reaches 83.8 per cent for South Asian women versus 75.5 per cent for men (2011 estimates).

Employment status patterns vary considerably within the South Asian region (see
figure 28). Based on the latest available data, vulnerable employment, especially own-account
workers, dominates in Bangladesh and India (63.3 and 62.9 per cent of total employment,
respectively). In Bhutan, contributing family workers are in a majority, representing 51.8 per
cent of workers, while in Pakistan, the shares of wage and salaried workers, own-account
workers and contributing family workers all account for around one-third of employment.
The proportion of wage and salaried workers is higher (55.2 and 57.6 per cent, respectively),
and thus the vulnerable employment rate lower, in the Maldives and Sri Lanka. This situ-
ation is due to the dominance of such sectors as tourism in the Maldives and the public
sector in Sri Lanka.

Prospects for 2012 are clouded by global uncertainties

The global uncertainty stemming from the euro area sovereign debt crisis and the continuing
weakness of the United States’ economy has negative implications for all countries, including
those in the South Asia region, particularly those dependent on remittances and tourism
(such as the Maldives, Nepal and Sri Lanka). Afghanistan is facing the prospect of further
NATO troop withdrawals, which may undermine security and so hamper economic activity
and job creation. Similarly, Pakistan continues to address a range of complex challenges,
including political and macroeconomic instability and the impact of the devastating floods.
With its large domestic economy, India is likely to weather the latest global slowdown better
than most, but it is struggling with stubborn levels of inflation despite monetary tightening.
Overall, the worsening economic conditions will make it more challenging for the South Asia
region to promote the creation of productive jobs in the non-farm sector and continue the
battle against the persistence of informality, vulnerable employment and specific barriers for
women and youth in the labour market.
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Middle East

Despite rapid economic growth, the regional
unemployment rate remains above 10 per cent

Regional economic growth in 2011 in the Middle East is estimated at 4.9 per cent, com-
pared with 4.4 per cent in 2010 and 2.2 per cent at the height of the global economic crisis
in 2009 (see table Al). Oil-exporting economies, in particular Iraq, Saudi Arabia and Qatar,
have led the region’s economic rebound. Iraq reached near double-digit economic growth
in 2011 (9.6 per cent), and Qatar continued the double-digit economic growth registered
during much of the past decade, growing at 18.7 per cent in 2011. In all three countries
economic growth is substantially above the annual average growth rate during the pre-crisis
period of 2000 to 2007. However, the wave of uprisings that started in Tunisia and Egypt at
the beginning of the year also spread across the West Asian Arab States in 2011, restraining
growth in a number of other countries. In the Syrian Arab Republic and in Yemen, where
popular demonstrations have turned into violent conflict, economic growth was negative in
2011 amidst the political and social turmoil. Even though these two countries are the only
countries in the region which registered negative economic growth in 2011, spillover effects
threaten their neighbours. Social unrest remains the principal downside risk for the region
as a whole (IMF, 2011a). Another downside risk is weaker than projected economic growth
in the developed economies, which would have depressing effects on income from exports of
oil and natural gas.

Unemployment continues to be a major concern in the Middle East (see figure 29). In the
past decade the unemployment rate reached a high of 12.6 per cent in 2003, and thereafter
trended downward to 10.3 per cent in 2007. This incrementally positive trend stagnated in
2008, with the onset of the global financial and economic crisis, but the unemployment rate
continued its slow downward path in 2009 and 2010. In 2011, the downward trend again
reversed, and the unemployment rate is estimated at 10.2 per cent in this year, an increase of
0.3 percentage points in comparison with 2010. Together with North Africa, the Middle East
is one of only two regions in which the aggregate unemployment rate is estimated to exceed
10 per cent.

Figure 29. Unemployment rate (%), selected countries, latest year
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More than one in four youth in the labour force are unemployed

Youth continue to bear the brunt of the unemployment problem. The ratio of youth to adult
unemployment in 2011 was an exceptionally high 4.0; in comparison, the ratio at the global
level stood at 2.8. This resulted from a youth unemployment rate of 26.2 per cent and an
adult rate of 6.6 per cent. In other words, more than one in every four economically active
young people in the Middle East are unemployed. Despite relatively high levels of educa-
tional attainment, employers frequently cite the lack of employable skills among the region’s
youth as a barrier to employment. At the same time, a large proportion of the jobs created
in the region continue to be for migrant workers, at wages and conditions incompatible

Box 10. Tackling high and pervasive unemployment in Jordan

Following a period of robust growth, in the after-
math of the global economic slowdown and in the
wake of the Arab uprisings, the Jordanian economy
is now wavering. This will take its toll on the labour
market. Despite the government’s efforts to promote
the private sector and increase employability, un-
employment remains high, particularly among youth
(see figure below). The Jordanian labour force grew
by 11 per cent between 2007 and 2009, reaching
2 million in 2009; yet only 49.3 per cent of the
working age population is economically active. This
is in large part due to the very low rate of participation

of women in the labour force, 23.3 per cent in 2009,
less than one-third that of men (73.9 per cent). Total
unemployment in Jordan was 12.9 per cent in 2009,
falling marginally to 12.5 per cent in 2010. According
to the Jordanian Department of Statistics, this rate
had risen to 13.1 per cent by the third quarter of
2011. Unemployment in Jordan is by and large a
youth phenomenon, with youth unemployment total-
ling 27 per cent in 2009, 23 per cent for young
men and a staggering 45 per cent for young women.
Young graduates are particularly affected.

GDP growth and unemployment in Jordan, 2007-10
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Numerous projects and programmes have been
implemented in an attempt to improve the labour
market prospects of young Jordanians. One such pro-
gramme is Injaz, a non-profit organization founded
in 1999 under the patronage of HE Queen Rania. It
aims to improve young people’s leadership, business
entrepreneurship and problem-solving and commu-
nication skills through implementing a range of cur-
ricular and extracurricular programmes. In so doing,
Injaz partners with the Ministry of Education and the
King Abdullah Il Fund for Development, and also to
a large network of private and public sector bodies.
In the academic year 2010/11, /njaz operated in
175 public schools, 34 universities and community
colleges and 13 social institutions across the country,
reaching 112,529 beneficiaries.

2010

Focusing on better provision of employable skills will
help to address concerns that the educational system
is not equipping young Jordanians with the skills
required in the labour market. However, in response,
demand for labour must ultimately be boosted by
a private sector that is able to create jobs that are
of a quality acceptable to Jordanian jobseekers. To
support this effort, the Government of Jordan has in
recent years adopted a range of active labour market
policies, including, among others, targeted temporary
wage subsidies and sectoral employment promotion
programmes. The latter aim to improve conditions
and encourage the employment of Jordanians in the
Qualified Industrial Zones and in agriculture, sectors
with an otherwise heavy concentration of migrant
workers. The impact of these schemes on Jordanian
unemployment is yet to be determined.

Source: Department of Statistics, Jordan; /njaz, Fact Sheet 2010-2011.
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with the expectations of the national labour forces. As a result, labour market dualities are
prominent in the region, raising questions about the quality of employment that the region
is generating and the attendant need to create jobs that are acceptable to jobseekers. Lack of
economic opportunity for young people cannot be decoupled from the wave of social unrest
sweeping the region.

Women face a particularly difficult labour market situation. The ratio of female to male
unemployment rates in most regions exceeds 1.0, but in the Middle East the regional ratio
was as high as 2.3 in 2011. Such an elevated ratio is only matched by that in North Africa.
The large discrepancy between male and female labour market indicators is not just limited to
unemployment rates. Indeed, women’s participation in the labour force is projected at a mere
18.4 per cent in 2011, the lowest such aggregate rate in the world, compared with 74 per cent
for men. The compounding of cultural, social and economic gender divisions represents a sub-
stantial loss of economic potential in the Middle East.

Levels of vulnerable employment and working poverty in the Middle East are relatively
low. The vulnerable employment rate was just below 30 per cent in 2010, which is the second
lowest level among the developing regions, higher only that that in Central and South-Eastern
Europe (non-EU) and CIS. Nonetheless, the rate was significantly higher for women (at
42.7 per cent) than for men (27.3 per cent). During the period 2000 to 2008 the vulnerable
employment rate decreased by 3.7 percentage points, but the rate has stabilized since 2008 at
around 30 per cent of employed workers (see table A12). Working poverty at the US$1.25 a
day level was around 1 per cent in 2010, but working poverty at the US$2 a day level affected
a far greater proportion of the employed, and stood at 6.8 per cent in 2010 (see tables Al4a
and A14b).

Economic growth in 2012 is projected to reach 4.0 per cent, subject to the downside risks
in the global economy. The outlook for unemployment is a slight rise to 10.3 per cent in 2012.
The combination of continued political turmoil, slowing economic growth and a less than
healthy labour market situation in the Middle East underlines the urgent need for inclusive
decent work policies.

North Africa

Despite the Arab Spring, long-standing labour market
challenges remain — such as high unemployment
and low female labour market participation

The world was taken by surprise when, at the end of 2010, the suicide of a young Tunisian
brought thousands of young people on the streets of Tunis. These people were willing to
defend their rights and called for the end of a regime that for years had been acting without
having to face any major opposition — or, rather, was able to suppress any opposition and
keep people under tight control. This was the starting point of what is now called the Arab
Spring. In January 2011, Egyptians (mainly young people from various backgrounds) started
their revolution, and Libyans followed. Under this rising pressure governments of other coun-
tries in the North Africa region immediately acted to avoid revolutionary developments and
social uprisings. Morocco, for example, adopted a new constitution which introduced more
freedoms and gender equality.

Important questions concern the underlying causes of the Arab Spring and why so many
people remained silent for so many years. Why have so many young people been participating,
suddenly becoming politically engaged and active and willing to defend their rights, even
with their lives? The answers to these questions are manifold, but one common factor can
be identified across all countries in the region: young people are feeling that their future
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Country spotlight 6. Growth and employment in Egypt and Morocco

GDP and employment (% change versus same quarter, prior year)
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Source: IMF, International Financial Statistics, November 2011; Central Agency for Public Mobilization and Statistics, Egypt; Statistics Morocco.

In the North Africa region, quarterly employment data
are only available for Egypt and Morocco. In Egypt, GDP
growth slowed markedly in the first two quarters of 2009,
but remained positive and began to improve throughout the
remainder of the year. In contrast, Morocco experienced
a slowdown only in Q1 2009 (versus Q1 2008); growth
accelerated thereafter, reaching nearly 9 per cent in the
final quarter of the year, but declined sharply throughout
2010, bottoming out at 2 per cent in Q4 2010. Growth then
rebounded sharply in the first quarter of 2011.

quarter of 2009. Egypt saw rapid employment growth
throughout 2010, followed by a sharp decline in the first
quarter of 2011 which persisted in the second quarter,
reaching nearly —3 per cent during the period of height-
ened political turmoil in the country. The latest available
data, for Q3 2011, show continued employment losses. In
Morocco, employment growth declined in the beginning
of 2009 and employment has not recovered to pre-crisis
levels. In Q2 2011 (versus Q2 2010) the employment
growth rate in the country turned negative, but rebounded

Employment growth declined in both countries during
2009, with the lowest growth rates recorded in the last

to positive rates again in Q3 2011.

prospects look very grim because their chances to get a satisfying job are (and will continue
to be) very limited. Despite the fact that they are better educated than previous generations,
job opportunities for them are limited and therefore their chances of living an economically
independent life are very small. The ILO has on many occasions called for attention to this
situation, insisting that a lack of decent employment opportunities can lead to social unrest
and declining confidence in government and society (IILS, 2011).

The North Africa region has seen important progress in human development. Education
and health services have improved considerably, and extreme poverty has declined. Despite
this progress, some challenges have remained, most importantly with regard to inequality and
exclusion. These challenges are reflected in gender discrimination, large regional disparities in
economic development within countries and unequal access to services, including education.
Increasing inequality and continuous exclusion were among the driving forces behind the dis-
satisfaction of people in the region. Dissatisfaction was also fuelled by limited freedom, lack
of social justice and democracy and lack of transparency in decision-making processes, all of
which contributed to making societies in which people did not feel safe. In many ways, the
deficiencies in these societies are related to labour markets and the limited access to and avail-
ability of decent work in the region. Therefore, addressing labour market issues through the
provision of decent jobs can help to meet the aspirations of people and will help to build the
basis for democratic, peaceful regimes.
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Young people face serious labour market challenges in North Africa

Whatare the challenges affecting labour markets in the region, and why are they so persistent?'*
Preceding the global economic crisis, most countries in the region saw solid growth rates and
economic reforms that were successful in some areas. But this growth did not translate into
sufficient job creation, and the jobs that were created were often of low productivity, which
did not provide a realistic option for the increasing share of well-educated young people in the
labour force. The analysis that follows sheds more light on this.

Labour force growth in North Africa is the third highest in the world (see figure 30).
Over the past two decades, the number of jobs needed to match this fast-growing labour
supply almost doubled. Whereas 20 years ago the labour force had a size of 43.5 million
people, the number of economically active increased to 72.4 million in 2011.

Some people might claim that this is due to the increasing labour force participation of
women — an argument that is often used against efforts in many countries to increase women’s
participation in the region — but this is not the case. It is the result of high rates of population
growth during the 1980s and 1990s, which has led to large cohorts of young people entering
labour markets in recent years. Yet it would not be accurate to put all the blame on popu-
lation growth, given that other regions managed to turn a rapidly expanding labour force into
increasing economic growth, thereby starting a virtuous cycle of employment creation and
economic development. In North Africa however, the large inflow of young people into the
labour force has led to a situation in which young people face high unemployment rates and
high rates of inactivity.

Following a period of slowly decreasing unemployment rates between 2000 and 2008,
progress stalled in 2009 and 2010, and the rate increased from 9.6 per cent 2010 to 10.9 per
cent in 2011. For 2012 an additional slight increase is projected, with the rate projected at
11.0 per cent. However, if the economic recovery of Egypt, Libya and Tunisia continues at the
slow pace observed in 2011, this rate may well increase further. Unemployment is predomi-
nantly an issue for youth and women. The unemployment rate for young people in the region
was 27.1 per cent in 2011, the rate for women stood at 19.0 per cent and young women faced
an unemployment rate of 41.0 per cent. All three of these unemployment rates are the highest
for any region. The situation for young women is particularly worrisome, given that there
are only very few who are actually either working or looking for work. On ILO estimates,
female youth labour force participation rates in North Africa in 2010 ranged from not more

Figure 30. Labour force, 1991-2015 (index, 1991 = 100)
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* For more detailed analyses, see Tzannatos et al. (2011) and Schmidt and Hassanien (2011).
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than 8.9 per cent in Algeria to a still very low 26.9 per cent in (former) Sudan (ILO, 2011d).
It is also important to note that unemployment is similar across income groups. Given that
educational level and income per household are closely linked, this suggests that those with a
higher level of educational attainment are not protected from unemployment. In some coun-
tries in the region, unemployment among the high-skilled is even higher than among those
with lower levels of skills.

Low labour force participation rates for women, and generally high unemployment rates
across all population groups, have resulted in low employment-to-population ratios. The
employment-to-population ratio, which is an indicator of how effective a country utilizes its
productive potential, stood at 43.6 per cent in North Africa in 2011 (compared with a world
average of 60.3 per cent). Even though some of those who are not employed may be engaged
in education, such a low employment-to-population ratio creates an unnaturally high employ-
ment dependency ratio, which means that too many people are economically dependent on
those few who have secured a job.

Unemployment and inactivity are only part of the labour market challenges facing North
African countries. An additional major challenge is the reduction of decent work deficits
among the employed. Almost four in ten employed persons in North Africa in 2011 were
in vulnerable employment, cither working as an own-account worker or an unpaid family
worker. In all countries the vulnerable employment rate is considerably higher for women
than for men. Similarly, the share of working poor at the US$2 a day level stood at 27.2 per
cent in 2011. An important cause of the shortfall in high-quality jobs has been the limited
increase in productivity. Over two decades labour productivity in the region (measured as
output per person employed) increased by only around 20 per cent, whereas in East Asia, the
region that saw the highest increase during the same period, productivity grew by more than
300 per cent. East Asia’s level of productivity has almost reached the level of North Africa,
and is expected to overtake this level in the next five years (see figure 13). In turn, product-
ivity gains are constrained by limited structural change in the region. Agriculture continues
to play a major role, accounting for 28.4 per cent of the employed in 2011. The largest sector is
the services sector, which accounts for close to half of employment. For the majority of coun-
tries, working in this sector is not at all a guarantee of decent employment as many services
sector jobs are of very poor quality and with low salaries, such as informal jobs in the tourism
sector and domestic workers. Furthermore, services sector jobs such as teachers, nurses and
other education and healthcare jobs are very poorly paid compared with international stand-
ards. Given that these jobs are predominately occupied by women, this has become another

Box 11. The impact of the revolutions and political change

It is widely recognized that labour market chal-
lenges in North Africa are structural in nature
rather than cyclical. However, recent events
have put additional pressure on labour mar-
kets through their negative impact on eco-
nomic growth. In Libya and Tunisia, production
sites and infrastructure were destroyed and
need to be rebuilt. In these countries, as well
as in Egypt, serious disruptions in production
and exports took place and are still continuing.
Stock market turbulence, weakening of curren-
cies, inflation and capital flight took their toll on
economies, and so did the outflow of people
that resulted from the events. It was initially
anticipated that the economic disruption would
quickly be resolved, but it has become clear
that it will impact on growth at least until mid-
2012. The greatest concern is that, due to both

economic disruption and continuing security
concerns, investors’ confidence will remain low
for a long period. This would be challenging in
particular for Egypt and Tunisia, countries which
heavily depend on foreign direct investment and
receipts from tourism. Lack of investment would
further limit job creation, and unemployment
may continue to increase, as was the case in
the first half of 2011.

Despite these short to medium-term chal-
lenges, there remains hope that the unfolding
political transformation processes will lay the
foundations for improved employment and
labour market policies, especially in the areas
of social dialogue, the inclusion of vulnerable
groups through improved social protection
systems and greater economic and social em-
powerment of women.
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area of gender concerns. Another contributing factor to the slow increases in productivity is
the continuously high share of public sector employment (which in some countries has even
increased due to the events of the Arab Spring).

Other challenges which hinder the development of decent work include weak social se-
curity systems and weak performance of public employment services and other labour market
institutions. In addition, the environment is not favourable for small and medium-sized busi-
ness development in most countries, which limits options for many young people to create
new businesses. Prior to the Arab Spring, social dialogue was either weak or non-existent, and
until now has not been strong enough to have a clear impact. Finally, the limited availability
of solid analyses of labour markets and labour market policies impedes good policy-making,

A favourable factor in North Africa’s socio-economic position at the beginning of the
twenty-first century is the maturing of the region’s age structure. Between 1990 and 2020,
the growth of the economically active population (aged 15-64) far exceeds that of the eco-
nomically dependent population. This potential demographic dividend provides the region
with an opportunity to accelerate economic growth, particularly in view of the fact that the
current younger generation is the best educated ever. However, unless the creation of decent
work keeps up with the increase in labour supply, this opportunity will increasingly become
a burden and will continue to threaten social peace. The detrimental economic impact of
recent political events has further aggravated the outlook for the region in the short term (see
box 11). However, hope remains that in the long run a process towards democracy will have
a positive impact on reducing decent work deficits in North Africa.

Sub-Saharan Africa

Lack of structural transformation and high population
growth limit opportunities for decent work

Economic growth in the Sub-Saharan Africa region slowed down to 2.8 per cent at the
height of the economic crisis in 2009, but rebounded strongly to 5.4 per cent in 2010. The
region continued its recovery in 2011, growing at 5.2 per cent. Many low-income countries,
which make up the majority of the region’s economies, weathered the crisis well, mainly
due to their more limited trade and financial linkages with the global economy, but also
thanks to larger fiscal space, which was used for countercyclical measures (see IMF, 2011a,
figure 2.14; IMF, 2010b). Several countries showed a marked acceleration of growth rates to
above pre-crisis levels, including Eritrea, Ghana and Zimbabwe. Economic growth in Eritrea
accelerated from 2.2 per cent in 2010 to 8.2 per cent in 2011, while growth in Zimbabwe is
estimated at 6.0 per cent in 2011, following 9.0 per cent in 2010. Both countries registered
several years of negative growth during the 2000s, and in the case of Zimbabwe growth
was negative for all years from 2002 to 2008. Ghana is one of only three countries globally
with an estimated double-digit growth rate in 2011, together with Mongolia and Qatar.
Economic growth in Ghana reached 13.5 per cent in 2011, far exceeding the average during
2000 to 2007 of just above 5 per cent.

In all three countries with double-digit economic growth in 2011, this growth has been
boosted by oil exports, which started in Ghana in 2011 and has helped lift the country from
low-income to lower middle-income status according to the World Bank country classifications.
Most of Sub-Saharan Africa’s higher middle-income economies also registered economic growth
in excess of pre-crisis trends, with the exceptions of Namibia and the region’s largest economy,
South Africa. Economic growth in South Africa accelerated from 2.8 per cent in 2010 to 3.4 per
cent in 2011, but remained below the pre-crisis trend of 4.3 per cent. Similarly, economic growth
in Namibia, at 3.6 per cent in 2011, was well below the pre-crisis trend of 5.2 per cent.
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Country spotlight 7. Growth and employment in South Africa

GDP and employment (% change versus same quarter, prior year)
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In the Sub-Saharan Africa region, quarterly employment
data are only available for South Africa. GDP growth was
negative throughout 2009, and bottomed out in Q2 and Q3
2009, at —2.4 per cent (versus Q2 and Q3 2008). Growth
subsequently rebounded, reaching its highest level in Q4

Employment losses were far more severe and persis-
tent in percentage terms than the declines in economic
growth. Employment growth rebounded sharply in Q1
2010, becoming positive again in Q3 2010. The country
experienced robust employment growth in Q3 2011.

2010, but has since moderated.

The acceleration of economic growth in Sub-Saharan Africa during the 2000s has not
resulted in a strong improvement in labour market performance, despite some progress in
comparison with the 1990s. During the 2000s, the vulnerable employment rate decreased by
3.8 percentage points, compared with a decrease of 1.4 percentage points during the 1990s.
This improved performance during the 2000s was accomplished despite an increase of the
vulnerable employment rate by 0.4 percentage points in 2009, the only increase since the
carly 2000s. Nevertheless, the vulnerable employment rate in the region remains very high, at
76.6 per cent in 2011. More significant progress was made with regard to the working poverty
rate at the US$1.25 a day level, which decreased by 15.7 percentage points during the period
2001 to 2010, following an increase by 1.3 percentage points during the 1990s. Nonetheless,
progress with regard to the reduction of working poverty is not sufficient to achieve the target
of halving working poverty under the first Millennium Development Goal (MDG). Together
with South Asia, Sub-Saharan Africa is one of the two regions which are unlikely to achieve
the working poverty target, and at 38.1 per cent of the employed population the working
poverty rate at the US$1.25 a day level remains the highest of all regions in 2011. In turn,
given the linkages between decent work and other areas, such as healthcare and education,
the attainment of many other MDG targets is at risk as well.

The limited progress in improving labour market outcomes in Sub-Saharan Africa has
been analysed in recent reports, including those produced for the ILO’s 12th African Regional
Meeting in October 2011 (ILO, 20111, 2011g). Important among the factors explaining the
limited progress are the lack of structural transformation in the region and the continued high
rate of population growth.

The lack of structural transformation is reflected in the distribution of employment
by aggregated sector, even though the share of industrial activity in GDP has been rising.
Excluding Nigeria and South Africa, the share of industrial activities in GDP in Sub-Saharan
Africa increased from 25.1 per cent in 1990 to 30.2 per cent in 2010, boosted by economic
activity in the extracting industries and construction in the years leading up to the global
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economic crisis. However, the share of manufacturing activities in GDP decreased during the
same period, from 12.2 per cent to 9.8 per cent (World Bank, 2011). Employment in industry
accounts for not more than 8.5 per cent of the employed in Sub-Saharan Africa, and the share
slightly decreased during the 1990s. The 2000s witnessed some growth in this share, 0.6 per-
centage points in ten years, but the level remains very low in comparison with other regions.
Only in South-East Asia and the Pacific is this share below 20 per cent of the employed. This
means that the decrease in the share of employment in agriculture in Sub-Saharan Africa, by
5.8 percentage points since the early 1990s, translated almost fully into an increase of employ-
ment in services. The services sector accounted for almost 30 per cent of employment in Sub-
Saharan Africa in 2010.

The growth rate in Sub-Saharan Africa’s working-age population averaged 2.8 per cent
during the 2000s, and is projected to remain at this high level between 2010 and 2015. During
this period, Sub-Saharan Africa is overtaking the Middle East as the region with the highest
rate of growth in the working-age population. Population growth puts strong pressure on
labour markets for youth, and in particular in an environment in which decent work oppor-
tunities are in short supply. In addition, youth often have more difficulties in securing decent
work than adults for reasons including their more limited experience and professional net-
works. This is reflected in the relatively high working poverty rates for youth in comparison
with adults in the large majority of countries for which working poverty rates are available.
For example, in Senegal, Sierra Leone and the Democratic Republic of Congo the difference
between youth and adult working poverty rates at the US$1.25 a day level exceeds 8 per-
centage points, and in each of these countries more than half of the youth are counted among
the working poor. In Burundi and Liberia more than 85 per cent of the employed youth are
among the working poor, but in these countries the differences between youth and adult rates
are small. In other words, labour market challenges in Sub-Saharan African countries are not
necessarily specific to youth, but youth tend to be affected disproportionally in an already
extremely difficult labour market.

In much of Sub-Saharan Africa the quality of employment is a more important issue
than the quantity (the lack of employment altogether). As was mentioned before, the share
of the working poor in total employment is 39.1 per cent, and is slightly lower if the working
poverty rate is calculated as a proportion of the labour force (35.9 per cent). The latter per-
centage may be compared with the proportion the labour force that is unemployed, which at
8.2 per cent is much lower. In some countries, unemployment rates are indeed low, such as
Benin (2002), Burkina Faso (2006) and Uganda (2005). In these countries both the youth
and adult unemployment rates were below 5 per cent in the year of measurement. However,
in other countries unemployment is as important as the quality of employment in terms of
the number of economically active persons affected. In several countries, unemployment
rates exceed 25 per cent of the labour force, including Djibouti (2002), Lesotho (2008),
Mauritania (2004) and Namibia (2008). In South Africa, the unemployment rate in 2010
reached 24.9 per cent, up from 22.3 per cent preceding the global economic crisis. In the
same year, more than half of the economically active youth were unemployed in this country.
To mitigate the impact of the crisis the government introduced new measures to bring down
levels of poverty and inequality through social transfers, and launched a new policy frame-
work at the end of 2010. The so-called New Growth Path (NGP) builds on previous initia-
tives, and secks to promote economic transformation and inclusive growth that translates
into sustained job creation (ILO, 2011h). The NGP aims to reduce the unemployment rate
by 10 percentage points by 2020.

The conclusions of the 12th African Regional Meeting highlighted the need for the adop-
tion of pro-employment macro-economic frameworks and the setting of explicit and quanti-
tative employment targets in national and international policies (ILO, 2011i). The Regional
Meeting also noted that government had a paramount role in designing policies that accelerate
economic growth and transform the quality of that growth. In many countries, incorporation
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Box 12. LMIA systems and the use of DySAMs to assess employment creation in Mozambique

Labour market information and analysis (LMIA) systems are
often weak in Sub-Saharan Africa, in part due to the more
limited availability of labour market data in the region. This
hampers the monitoring of labour markets and restricts the
use and applicability of more advanced analytical methods,
including econometric models. Such methods and models
are used to inform policy decisions around the world, but
the quality of the results hinges on the availability of high-
quality statistics, in particular on time series data for labour
market indicators. For example, the LIFT model that was
used to assess the employment effects of additional invest-
ment in the United States is highly data-intensive (see box
6), although more limited models based on similar tech-
niques have been used for developing economies.

One way to analyse labour markets in the presence of
data limitations is by making use of a so-called dynamic
social accounting matrix (DySAM). A social accounting
matrix (SAM) traces all transactions and transfers that
take place across different market participants within an
economy, and in particular the sales of products and ser-
vices from any one industry to other industries, final con-
sumers and the government. While the usual SAM gives a
snapshot of the economy for a single year, a DySAM shows
developments for several years. This allows DySAMs to illus-
trate the effects of changing relationships between sectors
of the economy or alternative developments of prices. More
importantly, DySAMs allow assessments of the impact of
economic and policy changes on both the level of job cre-
ation and the distribution of employment across different
industries and occupations.

With the aim of analysing the employment impact of public
policies, the ILO has developed a DySAM for Mozambique.
This DySAM includes 27 groups of activities (production
of commodities, goods and services), 33 factors of pro-
duction and 43 institutions, and allows for breakdowns by

Employment multipliers by sector in Mozambique
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Other grains
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Maize

Transport and communication
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rural/urban area and a separate breakdown for Maputo, the
capital. The DySAM also includes an employment account
with data from the 2004/05 labour force survey. Employ-
ment—output multipliers have been calculated to improve
understanding of the importance of particular activities for
job creation. These multipliers show the combined effect of
the integration of the production of goods and services with
the rest of the economy (i.e. the economic multiplier) and
the labour-intensity of the production process.

The figure below shows that the production of goods
and services dominated by informal and low productivity
activities such as commerce and vehicle repairs and sub-
sistence farming-products (e.g. cassava, beans, maize)
are relatively labour intensive. The employment—output
multipliers are high for these activities, even though their
economic multipliers (which reflect forward and backward
linkages with the economy) are rather low. Formal jobs
are mostly found in the production of goods and services
among the top bars of the figure, such as in metal and
mining industries, administration and education. However,
the employment-output multipliers for these activities are
low, even though they have a higher economic multiplier
than primary activities such as agriculture.

The DySAM has been used to examine how deforestation
could best be reduced while taking social and economic
concerns into account. Based on this analysis, a twofold
strategy was proposed: (1) sustainable forestry manage-
ment, including more labour-intensive forestry management,
which creates jobs mostly for rural unskilled workers; and (2)
installation of solar panels, which have stronger backward
linkages in the economy in the long run and help create jobs
for more highly skilled workers. This strategy would take the
weak labour market position of unskilled workers into account
and simultaneously contribute to a reduction in carbon
emissions and reduced vulnerability to natural disasters.
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Note: An employment—output multiplier is defined as employment per unit of output times the economic multiplier.
The economic multiplier shows how much a sector is integrated with the rest of the economy through forward and backward linkages.
Example: An injection of 1 billion meticais would generate 2,829 jobs in commerce and vehicle repairs and 36 jobs in metal industries.

Source: Based on Ernst and Iturriza, 2011; National Centre for Labour Market Forecast and Information, 2011;

Sparreboom and Albee, 2011.
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of employment policy objectives and targets is, however, hampered by limitations in labour
market data and analysis, as labour market information and analysis systems in Sub-Saharan
Africa are often weak. Box 12 provides an example of a tool to assess the impact of economic
and social policies on the creation of decent work, which can be also be used if only limited
labour market information is available.

Economic growth in 2012 in Sub-Saharan Africa is projected at 5.8 per cent, which is
close to the pre-crisis average during 2000 to 2007, but - as in other regions — this benign
outlook depends to a large extent on the dynamics of the global economy and, in particular,
on growth in middle-income countries and oil exporters. Current projections of the un-
employment rate show little change between 2011 and 2012 (8.2 per cent in both years; see
table P1 and Annex 5 on the methodology underlying unemployment projections).
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4. Policy options for growth with jobs

A recap of jobs lost to the crisis

The world faces a serious jobs challenge and widespread decent work deficits. As the world
enters 2012, 1.1 billion people — one out of every three people in the labour force — are either
unemployed or living in poverty. After three years of continuous crisis conditions in global
labour markets and against the prospect of a further deterioration of economic activity, global
unemployment has increased by 27 million, and more than 400 million new jobs will be
needed over the next decade merely to avoid a further increase in unemployment. Half of the
jobs lost were in the advanced economies, 5 million in East Asia, 3 million in Latin America
and the Caribbean and 1 million in South Asia. At the same time, the global unemployment
rate rose from 5.5 per cent in 2007 to 6.2 per cent in 2009, with advanced economies the
hardest hit as their unemployment rate rose from 5.8 per cent to 8.3 per cent over this period.
In Central and South-Eastern Europe (non-EU) and CIS the unemployment rate rose from
8.4 per cent to 10.2 per cent, whereas in East Asia it rose from 3.8 per cent to 4.3 per cent,
and in Latin America and the Caribbean from 7.0 per cent to 7.7 per cent. Also, discourage-
ment has risen sharply, with 29 million fewer people in the labour force than expected. As
a consequence, the employment-to-population ratio went down globally from 61.2 per cent
to 60.3 per cent, and more dramatically for the advanced economies, where it dropped from
57.1 per cent to 55.5 per cent, implying that current global unemployment figures actually
understate the extent of labour market distress.

Entering the fourth year of global economic turmoil, there is now evidence of a three-
stage crisis. The initial shock of the crisis was met by coordinated fiscal and monetary stim-
ulus, which led to recovery in growth but proved insufficient to bring about a sustainable
jobs recovery, most notably in advanced economies. In fact, between 2009 and 2010 a fur-
ther 2 million jobs were lost in advanced economies and, globally, job creation barely kept
pace with labour force growth. In developing economies, the number of working poor — a
better indicator for the state of the labour market in these countries than registered un-
employment — had stopped its downward trend, with 50 million more working poor in 2011.
Also, vulnerable employment, comprising unpaid family labour and own-account workers,
whose increase in absolute numbers to 1.52 billion had arrested at 2007, began increasing
again after the crisis, with 23 million added since 2009. Evidence cited in this report shows
that the failure of growth to create more employment is related to the targeting of the stimulus
towards a rescue of the financial sector, especially in the advanced economies. This may have
been much needed, but prevented targeting the real economy and jobs.

In the second stage, burdened public deficits and debt, combined with weak growth, led
to calls for increased austerity measures to pacify capital markets and counter rising bond
yields. As a consequence, fiscal stimuli started to wane, and support of economic activity in
advanced economies concentrated on quantitative easing monetary policies. The combined
impact appears to have been a weakening of both GDP growth and employment. GDP growth
dropped globally, from 5 per cent in 2010 to 4 per cent over 2011, led by advanced economies,
whose forecast for 2011 was revised downwards by the IMF in September 2011 to 1.4 per cent.
In the meantime, this has also started affecting emerging economies, where growth remained
strong throughout 2011, although the first signs of weakness were seen in the last quarter
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of 2011 with lower industrial orders. The deceleration of growth also meant that the un-
employment rate remained clevated throughout 2011, further increasing the number of jobs
required to return to pre-crisis unemployment rates.

The tightening of policies and the persistently high levels of unemployment have increased
the potential for a dangerous third stage, characterized by a second dip in growth and employ-
ment in the advanced economies, exacerbating the severe labour market distress that has
emerged since the onset of the crisis. In such a double-dip scenario, the global unemployment
rate would raise again to 6.2 per cent in 2013, where it had been in 2009, after a moderate
drop to 6 per cent in 2011.

A worsening youth employment crisis

Young people have suffered particularly heavily from the deterioration in labour market con-
ditions. The rate of youth unemployment rose globally from 11.7 per cent in 2007 to 12.7 per
cent in 2011, the advanced economies being particularly hard hit, where this rate jumped
from 12.5 per cent to 17.9 per cent over this period. In addition to the 74.7 million unem-
ployed youth around the world in 2011 — a growing number of whom are in long-term un-
employment — an estimated 6.4 million young people have given up hope of finding a job
and have dropped out of the labour market altogether. Young people who are employed are
increasingly likely to find themselves in part-time employment and often on temporary con-
tracts. In developing countries, youth are disproportionately among the working poor.””

The global prospects for jobs

Against this gloomy outlook, the G20 Cannes summit in September 2011 noted the mounting
downside risks of a slowdown in recovery of GDP, which would leave unemployment at unac-
ceptably high levels. In the summit declaration, G20 countries committed to combating un-
employment and promoting decent jobs, especially for youth and others most affected by the
crisis. To this end it set up a G20 Task Force on Employment, calling on the IMF, OECD,
ILO and World Bank to report to the Finance Ministers on a global employment outlook, and
how an economic reform agenda under the G20 framework would contribute to job creation.

Macro policy options to promote growth with jobs

The crucial policy question of the moment then is: Does revival of growth and jobs require a
revival of stimulus measures? When considering this question, it needs to be borne in mind
that at current levels of stress on international sovereign bond markets, nearly any country
that undertakes uncoordinated stimulus is likely to face immediately high costs of borrowing,
independently of the concrete policy action. At the same time, it appears that targeting job
growth with stimulus measures has a particularly strong impact on the long-term chances for
recovery. Indeed, the evidence presented in this report shows that the recovery in emerging and
developing economies has been strong not only thanks to their lower initial impact from the
crisis, but also due to the fact that a greater proportion of fiscal stimulus in developing coun-
tries was spent on supporting the real economy, while advanced economies, in contrast, largely
supported the financial sector. This underlines the efhcacy of appropriately targeted stimulus
measures in reviving both growth and jobs, and the policy option of a stimulus remains valid
and important, albeit bounded by budgetary macro prudence in the medium term.

> The youth employment crisis will be the subject of the ILO’s International Labour Conference in June 2012.
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At the same time, policy space has reduced substantially since the beginning of the crisis,
particularly in advanced economies. With most of the available public money used up to safe-
guard the financial sector — with, as argued in Chapter 1, only limited success — public finances
have been seriously depleted, leaving little room to initiate a second round of stimulus meas-
ures. More importantly, this transfer of debt from private to public hands has led to another
build-up of crisis conditions as governments face serious challenges in paying back their debt
without further harming the economy. The irony of the earlier public intervention is therefore
that it perpetuated an environment of high uncertainty without paving the way for a more sus-
tainable recovery, leaving the world now facing a jobs double dip with limited capacity to react.

1. Global policy coordination is key

In this environment of reduced policy space and daunting economic challenges, a recollec-
tion of the experiences at the beginning of the crisis might be useful. Indeed, the initial policy
response to the crisis was unprecedentedly coordinated, with the G20 group of advanced and
emerging economies substantially gaining importance. Monetary policy reacted first, with
a slashing of interest rates and the opening of special liquidity facilities for banks to avoid a
financial sector meltdown. As regards public finances, the overwhelming policy response took
the form of fiscal stimulus undertaken by the G20 countries and, through a strong demon-
stration effect, other affected economies, advanced, emerging and developing. A final policy
response came in the form of automatic stabilizers to cushion the unemployed in advanced
economies, and extending and devising protection for jobs and incomes in advanced, emerging
and some developing economies. Both fiscal forms of policy response led to deficit-financed
public stimulus that helped stabilize the global economy and engineered a quick recovery in
economic activity, if not in job growth.

As argued in Chapter 1, this simultancous use of deficit-financed public spending and
monetary easing is no longer a feasible option for all countries concerned. Indeed, following the
first stages of the crisis, recent developments have been marked by increasing risk of default on
sovereign debt. This risk has raised bond yields — the borrowing costs — for countries perceived
by capital markets as having a higher risk of default on their debt. The initial list of such vulner-
able countries — Greece, Ireland, Portugal and Spain — now includes Italy, with yields rising per-
ceptibly in France as well. In contrast, several large economies still have room for manoeuvre,
including Germany, which weathered the crisis well, the United States, despite its recent sover-
cign debt downgrade, and China, which benefits from a low public debt-to-GDP ratio.

What is therefore needed now is a consensus among the countries that still have room for
manoeuvre to resist any further uncoordinated austerity measures and rather to allow for addi-
tional public spending to support both the domestic and the global economies. Global spillover
effects from these large economies can be substantial and need to be taken into account by
domestic policy-makers to avoid further deterioration in global economic conditions (IMF,
2011b). Such analysis also shows that monetary policy is most likely to play a lesser role in sup-
porting global economic activity at the current juncture, not only because of its already very
accommodative stance in many advanced economies, but also because liquidity creation has
triggered some unbalanced developments in emerging economies. Instead, it will be up to co-
ordinated public finance measures to support the global economy going forward.

2. Repair and regulation of the financial system
Financial sector difficulties have reappeared in the private sector, after public bailouts pro-

vided only temporary relief. Banks — having used public support to buy up public sector
debt - find themselves again under stress as sovereign debt has reached unsustainable levels
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in many countries. The crisis has gone full circle, leaving banks increasingly unwilling and in
no position to lend to the private sector. As a consequence, large firms are building up cash
reserves to protect themselves against heightened uncertainty, whereas small and medium-
sized enterprises (SMEs) face mounting difficulties in financing their businesses as credit lines
dwindle and credit standards tighten. Some have claimed that the difficulties experienced by
non-financial firms in accessing credit are related to recent changes in financial market regula-
tion, but most of these changes — such as the higher capital adequacy ratios laid down by Basel
III - are only gradually being implemented or are still awaiting an operational framework
before being effective. Rather, the bailout process itself and the substantial amount of risk that
sovereigns took over from the private sector have led to a serious deterioration of the outlook.

In this respect, this report has argued that more substantial repair and regulation of the
financial system would restore credibility and confidence, allowing banks to overcome the
credit risk that has dogged this crisis. All firms would gain from this, but especially SMEs,
which not only need the credit more, but also end up creating more than 70 per cent of jobs.
An encompassing reform of financial markets, including both larger safety margins in the
domestic banking sector and stricter rules regarding international financial flows, would sub-
stantially help the labour market and could add up to half a percentage point in employment
growth, depending on country circumstances.

3. Stimulus measures need to target employment,
while increased private investment will be essential
for new job creation

This report has also shown that targeting the real economy to support job growth is what
is now needed most. Faltering employment creation and ensuing weak growth in labour
incomes has been at the heart of the slowdown of global economic activity and the further
worsening of public finances. The ILO’s concern is in particular that despite large stimulus
packages, these measures have not worked to roll back the increase of 27 million unemployed
from the initial impact of the crisis. Clearly, the policy measures have not been well targeted
and need some reassessment in terms of their effectiveness.

The analysis presented in this report has demonstrated that targeting spending meas-
ures on the labour market can actually be very effective. Indeed, estimates for advanced
economies regarding different labour market instruments show that both active and passive
labour market policies have proven very effective in stimulating job creation and supporting
incomes. Country evidence across a range of labour market policies — including the exten-
sion of unemployment benefits and work sharing programmes, the re-evaluation of minimum
wages and wage subsidies as well as enhancing public employment services, public works pro-
grammes and entrepreneurship incentives — show impacts on employment and incomes (ILO,
2009). Hence, countries should target such spending items, reducing — if needed — spending
on other, less employment-rich instruments.

At the same time, additional public-support measures alone will not be sufficient to foster
a sustainable jobs recovery. Policy-makers must act decisively and in a coordinated fashion to
reduce the fear and uncertainty that is hindering private investment so that the private sector
can restart the main engine of global job creation. Incentives to businesses to invest in plants
and equipment and to expand their payrolls will be essential to jump-start a strong and sus-
tainable recovery in employment.

In this respect, this report has reiterated that investment is essential for growth and for a
sustainable recovery in jobs. As Chapter 1 has argued, to generate employment for the 27 mil-
lion additional jobseckers created by the crisis, the investment share needs to increase by a
further 1.8 percentage points over the next five years to fill that gap. Partly, this will require
a more pronounced uptick in productivity — in particular in the tradable sector — such as by
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strengthening incentives for businesses to invest. So far, however, the faltering recovery and
the gloomy outlook have coincided with weak productivity trends. In addition, heightened
uncertainties regarding the macroeconomic outlook, evidenced by high volatility in finan-
cial markets, have made investors reluctant to commit themselves to investment projects. As
discussed in Chapter 3, in advanced economies a massive amount of money is being held in
short-term facilities by large companies, limiting the near-term investment outlook, which, in
turn, limits job creation.

4. Higher government spending does not
need to increase public debt

In examining the policy options between austerity and stimulus, the efficacy of stimulus in
generating growth and jobs has not been well tested in the advanced economies, where the
lion’s share of the sectoral stimulus budgets went to bail out the financial sector. While this
may have been absolutely critical in preventing a financial meltdown, it left little budget for
the real economy, where output and employment are generated. Conversely, the efficacy of
the stimulus in generating growth and jobs is demonstrated for the emerging and developing
economies, where the bulk of the stimulus went to the real sectors of the economy, and where
growth and employment rebounded much more than in the advanced economies. Hence
there is evidence for the efficacy of stimulus in generating growth and jobs.

Three caveats apply to the stimulus policy logic. First, stimulus-based recovery of growth
and jobs in the emerging and developing economies might not be able to substitute for lack
of demand in the advanced economies. On the demand side, the marginal propensity to con-
sume out of lower incomes in the emerging and developing economies is not sufficient to
substitute for the quantum of global demand generated by advanced economies. In addition,
as global investment flows remain largely from advanced to developing regions, it is unlikely
that developing economies could make up for the shortfall in investment in advanced econ-
omies within the near term. Hence, even though emerging economies have started to play
a larger role in driving the global economy, as discussed in Chapter 1, this is still not sufhi-
cient to raise global growth and employment, given the large deceleration taking place in the
advanced economies.

Second, austerity parameters will inevitably restrict the effect of any stimulus measures.
If borrowing costs in the form of bond yields escalate, then the impact of stimulus on the
demand side will not be met by adequate investment response on the supply side, leading to
inflation rather than growth in output and employment. Setting up a sound, medium-term
fiscal adjustment plan could go a long way in securing lower borrowing costs and reassuring
markets. Part of the current uncertainty in sovereign bond markets also has to do with the fact
that further strain on public finances lies ahead in many advanced economies, principally due
to demographic ageing. A swift implementation of reforms that help restrict further spending
pressures — without actually lowering spending today — will allow countries to continue to
benefit from more benign financing conditions.

Third, public spending fully matched by revenue increases can still provide a stimulus
to the real economy, thanks to the balanced-budget multiplier. In times of faltering demand,
expanding the role of governments in aggregate demand helps stabilize the economy and sets
forth a new stimulus, even if the spending increase is fully matched by simultancous rises in
tax revenues. Among others, Joseph Stiglitz has argued that such balanced-budget multipliers
can be large, especially in the current environment of massively underutilized capacities and
high unemployment rates (Stiglitz, 2011). At the same time, balancing spending with higher
revenues ensures that budgetary risk is kept low to satisfy capital markets. Interest rates will
therefore remain unaffected by such a policy choice, allowing the stimulus to develop its full
effect on the economy.
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Annex 1. Global and regional tables”

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

Region 2006 2007 2008 2009 2010 2011* 2012* 2013* 2014* 2015* 2016*
World 53 5.4 28 07 5.1 4.0 4.0 45 4.7 4.8 49
Developed 3.0 2.6 0.1 -39 2.6 1.4 1.7 2.2 2.5 2.6 2.6
Economies

and European

Union

Central and South- 8.2 7.8 42 59 53 49 3.8 4.1 4.1 4.2 4.2
Eastern Europe

(non-EU) and CIS

East Asia 109 121 7.8 7.1 9.8 8.5 8.2 8.6 8.6 8.6 8.6
South-East Asia 6.2 6.7 45 1.6 7.5 53 55 5.7 5.8 6.0 5.9
and the Pacific

South Asia 89 9.4 5.9 6.2 9.2 7.2 7.1 7.6 7.8 7.8 7.8
Latin America 5.6 5.8 43 -1.7 6.1 4.5 4.0 4.1 4.1 4.0 39
and the Caribbean

Middle East 6.0 7.1 4.4 2.2 4.4 49 4.0 4.4 4.7 4.7 4.8
North Africa 5.9 5.8 5.0 35 4.4 19 2.5 4.0 5.0 55 5.8
Sub-Saharan Africa 6.5 7.1 5.6 2.8 54 5.2 5.8 55 54 5.2 5.1

* 2011 are preliminary estimates; 2012-16 are projections.
Source: IMF, World Economic Outlook, September 2011.

' Unless otherwise specified, the source of tables shown here and analysed in this report is: ILO, Trends econometric
models, October 2011. For more information regarding the methodology for estimation of the world and regional aggre-
gates of labour market indicators used here and in other Global Employment Trends reports, see Annex 4.
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Table A2. Unemployment rate by sex, world and regions (%)

Both sexes 2000 2005 2006 2007 2008 2009 2010 2011*
Cl lower Preliminary CIl upper
bound estimate bound
World 6.3 6.2 5.8 55 5.6 6.2 6.1 5.7 6.0 6.3
Developed Economies 6.7 6.9 6.3 5.8 6.1 8.3 8.8 8.1 8.5 8.7
and European Union
Central and South-Eastern Europe 10.8 9.2 9.1 8.4 8.4 10.2 9.5 8.1 8.6 9.3
(non-EU) and CIS
East Asia 44 4.1 39 38 42 43 4.1 39 4.1 43
South-East Asia and the Pacific 5.0 6.4 6.1 55 53 5.2 4.8 4.4 4.7 5.0
South Asia 4.4 4.7 4.2 3.8 3.7 3.9 39 36 38 4.1
Latin America and the Caribbean 8.6 79 7.6 7.0 6.6 7.7 7.2 6.7 7.2 7.6
Middle East 10.5 11.2 109 10.3 10.4 10.1 9.9 9.5 10.2 10.8
North Africa 13.6 115 10.5 10.1 9.6 9.6 9.6 10.3 109 11.6
Sub-Saharan Africa 9.2 83 82 8.1 8.1 82 8.2 79 8.2 85

2000 2005 2006 2007 2008 2009 2010 2011*
Cl lower  Preliminary CIl upper
bound estimate bound
World 6.1 5.8 5.6 5.2 54 6.0 5.8 55 5.8 6.0
Developed Economies 6.3 6.6 6.1 55 6.0 8.7 9.1 8.4 8.7 9.0
and European Union
Central and South-Eastern Europe 10.6 9.4 9.2 8.6 8.6 10.6 9.8 8.2 8.8 9.4
(non-EU) and CIS
East Asia 49 46 45 43 4.8 49 47 45 47 49
South-East Asia and the Pacific 5.1 6.0 5.7 53 5.2 5.2 4.5 4.2 4.4 4.7
South Asia 4.4 4.2 4.1 3.6 35 3.7 35 33 35 3.7
Latin America and the Caribbean 7.3 6.4 6.1 5.6 53 6.4 59 5.8 6.2 6.6
Middle East 88 9.3 9.0 84 8.6 8.2 8.1 7.8 83 88
North Africa 115 9.0 8.2 8.1 7.5 7.3 7.4 7.7 82 8.8
Sub-Saharan Africa 85 7.8 7.7 7.6 7.6 7.7 7.7 7.4 7.7 79

Females 2000 2005 2006 2007 2008 2009 2010 2011*
Cl lower  Preliminary CI upper
bound estimate bound
World 6.6 6.6 6.2 5.8 59 6.4 6.5 6.1 6.4 6.7
Developed Economies 7.3 7.3 6.7 6.1 6.2 7.9 8.4 7.9 8.2 8.5
and European Union
Central and South-Eastern Europe 11.0 9.0 8.8 8.0 8.1 9.7 9.2 8.0 85 9.1
(non-EU) and CIS
East Asia 38 34 3.3 3.1 3.6 3.6 35 33 34 3.6
South-East Asia and the Pacific 4.9 7.0 6.6 5.8 55 5.2 5.2 4.8 51 54
South Asia 4.6 5.7 4.4 4.3 4.2 4.4 5.0 4.5 4.8 5.1
Latin America and the Caribbean 10.8 10.1 9.8 9.0 8.6 9.6 9.1 8.0 85 9.0
Middle East 189 19.3 19.3 18.6 18.9 18.7 185 17.4 18.7 20.0
North Africa 20.8 19.6 18.0 16.1 16.0 16.5 16.4 18.0 19.0 20.1
Sub-Saharan Africa 10.0 9.0 89 88 8.8 8.7 8.7 85 8.8 9.1

* 2011 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends econometric models, October 2011; 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/empelm/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, 2011.
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Table A3. Unemployment rate for youth and adults, world and regions (%)

2005 2006 2007 2008 2009 2011*
Preliminary  Cl upper
estimate bound
World 12.8 12.9 12.4 11.7 11.9 12.8 12.8 12.0 12.7 13.3
Developed Economies 135 14.2 13.3 12,5 133 17.3 18.1 17.1 17.9 184
and European Union
Central and South-Eastern Europe 20.0 18.7 18.6 17.6 17.0 20.5 195 16.7 17.7 18.9
(non-EU) and CIS
East Asia 9.1 85 83 8.0 89 9.0 8.8 84 8.8 9.2
South-East Asia and the Pacific 13.2 17.7 17.0 14.9 14.2 139 136 12.6 134 14.3
South Asia 10.2 10.0 9.3 8.6 8.6 9.1 10.2 9.3 9.9 10.6
Latin America and the Caribbean 15.8 15.7 15.3 14.1 13.7 15.7 14.6 12.5 13.3 14.2
Middle East 23.8 25.4 25.5 24.9 25.7 25.2 254 245 26.2 27.9
North Africa 28.8 27.2 25.2 23.8 23.0 23.6 230 257 27.1 28.6
Sub-Saharan Africa 14.2 129 12.8 12.8 12.8 12.9 12.8 124 12.8 13.2
Adults 2011*
Cl lower  Preliminary Cl upper
bound estimate bound
World 4.6 4.5 4.2 4.0 4.1 4.7 4.6 4.3 4.6 4.8
Developed Economies 5.6 5.8 53 4.8 5.0 7.1 7.5 6.9 7.2 7.5
and European Union
Central and South-Eastern Europe 89 7.4 7.3 6.7 6.8 8.4 7.9 6.7 7.2 7.7
(non-EU) and CIS
East Asia 34 31 3.0 29 33 33 32 31 32 33
South-East Asia and the Pacific 2.6 3.3 3.2 3.1 3.1 3.0 2.7 2.5 2.7 2.8
South Asia 2.6 3.0 2.6 24 2.3 24 2.3 2.2 2.3 24
Latin America and the Caribbean 6.3 5.6 5.4 5.1 4.8 5.7 5.4 53 5.7 6.0
Middle East 6.1 6.8 6.6 6.3 6.5 6.3 6.3 6.1 6.6 7.0
North Africa 8.7 6.5 6.2 6.2 6.0 6.0 6.3 6.6 7.0 7.5
Sub-Saharan Africa 7.3 6.6 6.5 6.4 6.4 6.4 6.5 6.3 6.5 6.7

* 2011 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends econometric models, October 2011; see also source of table A2.

Table A4. Unemployment in the world (millions)

2000 2005 2006 2007 2011*
Preliminary  Cl upper
estimate bound
Total 17565 1875 180.0 1707 1764 1977 1973 1873 197.2 206.8
Male 101.8 106.2 103.1 97.6 1014 1153 1132 107.8 113.5 119.0
Female 73.6 81.3 76.9 73.0 75.0 82.4 84.1 79.5 83.7 87.8
Youth 73.4 78.7 75.5 70.7 71.6 76.3 75.8 70.9 747 78.5
Adult 1020 1088 1045 999 1048 1214 1215 1164 122.5 128.3

* 2011 are preliminary estimates; Cl = confidence interval.
Note: Totals may differ due to rounding.

Source: ILO, Trends econometric models, October 2011; see also source of table A2.
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Table A5. Employment-to-population ratio by sex, world and regions (%)

Both sexes 2000 2005 2006 2007 2008 2009 2011*

Cl lower Preliminary CIl upper

bound estimate bound
World 61.2 61.1 61.2 61.2 61.0 60.3 60.2 60.1 60.3 60.5
Developed Economies 56.6 56.2 56.7 57.1 57.1 55.5 55.0 55.0 55.2 55.4
and European Union
Central and South-Eastern Europe 52.5 52.4 52.7 53.5 53.8 53.0 535 53.9 54.3 54.6
(non-EU) and CIS
East Asia 72.7 71.4 714 713 70.6 70.4 70.4 70.1 70.2 70.4
South-East Asia and the Pacific 66.9 65.9 65.9 66.2 66.4 66.4 66.7 66.6 66.8 67.0
South Asia 57.2 58.2 57.8 57.2 56.5 55.6 549 54.8 54.9 55.1
Latin America and the Caribbean 58.5 60.3 60.5 60.9 61.3 60.7 61.4 61.2 61.5 61.8
Middle East 41.1 42.5 42.4 42.6 41.9 42.3 42.7 42.6 42.9 43.3
North Africa 418 432 43.2 43.8 44.1 44.1 44.2 43.3 43.6 43.9
Sub-Saharan Africa 63.3 64.1 64.2 64.4 64.5 64.5 64.4 64.3 64.5 64.7

2011*

Cl lower  Preliminary CIl upper

bound estimate bound
World 73.8 73.4 73.4 73.6 734 72.6 72.6 72.5 72.7 72.9
Developed Economies 65.8 64.4 64.9 65.2 64.9 62.5 61.8 61.8 62.0 62.2
and European Union
Central and South-Eastern Europe 62.1 61.8 62.0 63.0 63.6 62.3 63.1 63.7 64.1 64.5
(non-EU) and CIS
East Asia 78.1 76.9 76.9 76.9 76.2 75.9 75.9 75.7 75.8 76.0
South-East Asia and the Pacific 78.6 77.7 77.7 77.7 77.6 77.6 78.2 78.0 78.2 78.4
South Asia 79.6 79.9 79.7 79.7 79.3 78.7 78.5 78.3 78.5 78.7
Latin America and the Caribbean 74.8 75.1 75.2 75.4 75.7 74.6 75.1 74.5 74.7 75.1
Middle East 67.4 67.1 67.0 67.3 66.6 67.1 67.6 67.4 67.8 68.2
North Africa 66.3 68.4 68.1 68.1 68.6 68.7 68.6 67.6 68.0 68.4
Sub-Saharan Africa 70.4 70.0 70.1 70.3 70.4 70.3 70.2 70.2 70.4 70.5
Females 2011*

Cl lower  Preliminary CI upper

bound estimate bound
World 48.6 48.9 48.9 48.9 486 481 478 477 47.9 48.0
Developed Economies 48.0 48.4 49.0 49.5 49.7 489 486 486 48.7 48.9
and European Union
Central and South-Eastern Europe 44.0 44.1 44.5 45.1 453 447 451 453 45.6 459
(non-EU) and CIS
East Asia 67.1 65.7 65.6 65.6 64.8 64.6 64.6 64.3 64.4 64.5
South-East Asia and the Pacific 55.6 54.3 54.4 55.1 55.5 55.5 55.5 55.5 55.7 55.9
South Asia 33.4 35.2 34.7 33.6 325 314 30.1 30.2 30.3 30.4
Latin America and the Caribbean 42.9 46.1 46.5 47.2 47.7 47.5 48.4 48.7 489 49.2
Middle East 13.2 153 15.1 15.1 14.3 145 14.8 14.7 15.0 15.2
North Africa 17.5 18.2 18.6 19.8 19.9 19.8 20.0 19.3 19.6 19.8
Sub-Saharan Africa 56.4 58.3 58.5 58.6 58.8 58.8 58.7 58.6 58.8 59.0

* 2011 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends econometric models, October 2011; 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 0.9
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 46
North Africa 3.4
Sub-Saharan Africa 31

2007

1.7
15

2.1

1.2
24

1.1
24

39
3.7
3.0

2008

1.1
0.6

1.2

0.1
2.0

0.8
24

1.7
29
3.0

2009

0.5
2.2

-1.2

0.7
1.7

0.6
0.7

4.0
2.2
2.7

2010

13
-0.2

15

0.9
22

0.7
28

38
2.2
2.7

1.2
0.5

1.0

0.6
15

19
14

2.3
0.0
2.6

2011*

Preliminary
estimate

1.6
0.8

1.7

0.8
1.8

21
19

3.1
0.8
29

Cl upper
bound

19
1.2

2.3

1.0
2.1

24
24

39
15
3.2

* 2011 are preliminary estimates; Cl = confidence interval.

Source: ILO, Trends econometric models, October 2011; see also source of Table A2.

Table A7. Output per worker, level and annual growth

Output

per worker

2010
World 22213
Developed Economies 72467

and European Union

Central and South-Eastern 24925
Europe (non-EU) and CIS

East Asia 13347
South-East Asia 9722
and the Pacific

South Asia 7782
Latin America 22847
and the Caribbean

Middle East 38184
North Africa 17912
Sub-Saharan Africa 5435

2001-06 2007

23
15

6.1

81
4.1

4.9
1.1

0.7
14
2.2

34
1.0

5.6

11.3
4.2

8.1
3.1

2.1
1.8
3.6

2008

16
-03

3.0

83
2.2

4.0
1.7

35
2.3
2.2

-1.1
-14

6.9
-0.3

7.7
25

-1.9
24
-0.2

3.7
3.0

3.6

8.7
54

8.2
29

0.7
1.9
2.1

1.7
0.2

25

7.2
2.7

4.3
15

0.5
0.1
15

2011*

Preliminary
estimate

2.1
0.6

31

7.4
3.0

4.5
2.0

1.3
0.8
1.8

Cl upper

bound
2.4
09

3.8

7.6
33

4.8
25

2.0
15
2.1

* 2011 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 2011; see also source of table A2.
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Table A8. Labour force participation rate by sex, world and regions (%)

Both sexes 2011*
World 65.3 65.2 65.1 65.0 65.1 65.2 65.0 64.8 64.6 64.3 64.1 64.1
Developed Economies 60.7 60.5 60.3 60.2 60.2 60.3 60.6 60.6 60.8 60.5 60.3 60.3

and European Union

Central and South-Eastern ~ 58.8 58.2 58.2 57.5 57.4 57.7 57.9 58.4 58.7 59.0 59.2 59.4
Europe (non-EU) and CIS

East Asia 76.0 75.7 754 75.0 74.7 745 74.3 74.1 73.8 73.6 73.4 733
South-East Asia 70.5 70.8 70.5 70.6 70.6 70.4 70.2 70.1 70.1 70.0 70.1 70.1
and the Pacific

South Asia 59.9 60.1 60.3 60.5 60.7 61.0 60.3 59.5 58.6 57.9 57.1 57.1
Latin America 64.0 64.3 64.6 64.5 65.2 65.4 65.5 65.5 65.7 65.8 66.2 66.3
and the Caribbean

Middle East 46.0 46.2 46.5 46.9 47.4 479 47.6 47.5 46.8 47.1 47.5 47.8
North Africa 48.4 47.8 47.5 48.1 485 48.8 48.3 48.7 488 488 48.8 489
Sub-Saharan Africa 69.7 69.8 69.9 69.9 69.9 69.9 70.0 70.1 70.2 70.2 70.2 70.3
Males 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*
World 78.6 78.4 78.2 78.0 78.0 78.0 77.8 77.6 77.5 77.3 77.1 77.1
Developed Economies 70.2 69.8 69.4 69.1 69.0 69.0 69.1 69.1 69.0 68.4 68.0 67.9

and European Union

Central and South-Eastern ~ 69.4 68.6 68.1 67.5 67.8 68.2 68.3 68.9 69.5 69.7 70.0 70.3
Europe (non-EU) and CIS

East Asia 82.1 81.7 815 81.2 80.9 80.7 80.5 803 80.0 79.8 79.6 79.6
South-East Asia 828 831 828 831 83.2 82.7 824 82.1 819 818 819 818
and the Pacific

South Asia 83.3 83.3 83.3 83.3 83.3 834 831 826 822 817 814 813
Latin America 80.7 80.5 803 80.0 80.2 80.2 80.1 799 80.0 79.7 79.8 79.7
and the Caribbean

Middle East 74.0 73.8 73.7 73.8 73.8 740 736 735 72.8 73.1 73.6 74.0
North Africa 74.9 74.2 74.1 74.5 75.0 75.2 74.1 74.1 74.1 74.1 74.1 74.1
Sub-Saharan Africa 77.0 76.7 76.5 76.2 759 759 759 76.0 76.2 76.1 76.1 76.2
Females 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*
World 52.0 52.0 52.1 52.1 52.2 52.4 52.2 52.0 51.7 51.4 51.2 51.1
Developed Economies 51.8 517 51.7 51.9 52.0 52.2 52.5 52.7 53.0 53.0 53.0 53.1

and European Union

Central and South-Eastern ~ 49.4 49.0 49.4 48.6 48.3 48.5 48.8 49.1 49.2 49.6 49.7 49.9
Europe (non-EU) and CIS

East Asia 69.7 69.4 69.1 68.7 68.3 68.0 67.8 67.7 67.2 67.0 66.9 66.7
South-East Asia 58.5 58.8 58.4 58.4 58.4 58.5 58.3 58.5 58.7 58.5 58.6 58.7
and the Pacific

South Asia 35.0 354 35.8 36.3 36.8 37.4 36.3 35.1 339 32.8 31.7 31.8
Latin America 48.1 48.7 49.6 49.8 50.8 51.3 51.5 51.8 52.1 52.6 53.2 53.5
and the Caribbean

Middle East 16.3 16.7 17.2 17.8 18.4 19.0 18.7 185 17.7 17.8 18.1 18.4
North Africa 22.1 21.7 21.2 21.9 22.4 22.6 22.7 23.6 23.7 23.8 24.0 24.2
Sub-Saharan Africa 62.7 63.1 63.5 63.8 64.0 64.1 64.2 64.2 64.4 64.4 64.4 64.5

* 2011 are preliminary estimates.

Source: ILO, Trends econometric models, October 2011; ILO EAPEP; see also source of table A2.
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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*
World 52.9 52.5 52.2 51.9 51.9 51.9 51.3 50.7 50.1 49.4 48.8 48.7
Developed Economies 52.7 51.8 50.9 50.0 49.9 50.0 50.4 50.1 50.0 48.8 475 47.7

and European Union

Central and South-Eastern ~ 43.5 42.2 41.8 40.2 40.0 40.0 40.2 40.6 42.1 42.3 42.0 42.3
Europe (non-EU) and CIS

East Asia 65.6 64.4 63.6 62.9 62.4 62.1 61.8 61.6 60.8 60.6 60.3 60.2
South-East Asia 56.3 56.8 55.9 56.0 55.9 55.3 54.3 53.5 53.0 52.7 52.5 52.3
and the Pacific

South Asia 48.0 48.1 48.3 48.4 485 48.6 47.3 45.6 44.1 42.7 41.3 41.2
Latin America 54.6 54.5 54.4 53.6 54.1 54.2 53.7 53.4 53.3 52.7 52.8 52.7
and the Caribbean

Middle East 32.7 32.8 329 33.1 33.1 333 323 315 30.4 30.2 30.3 30.4
North Africa 36.1 34.2 34.9 35.7 36.5 36.8 34.9 343 34.1 337 336 335
Sub-Saharan Africa 53.9 54.0 54.1 54.1 54.2 54.1 54.0 53.9 53.9 53.7 53.6 53.6
Adults 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*
World 69.5 69.5 69.5 69.5 69.5 69.6 69.5 69.5 69.3 69.1 69.0 68.9
Developed Economies 62.3 62.2 62.1 62.2 62.2 62.3 62.4 62.6 62.7 62.6 62.6 62.5

and European Union

Central and South-Eastern ~ 63.2 62.8 63.0 62.5 62.5 62.8 63.1 63.4 63.3 63.4 63.6 63.6
Europe (non-EU) and CIS

East Asia 78.8 78.7 78.5 78.3 78.1 77.9 77.7 77.6 77.3 77.0 76.8 76.5
South-East Asia 76.2 76.4 76.2 76.3 76.2 76.1 76.1 76.2 76.2 76.0 76.1 76.0
and the Pacific

South Asia 65.2 65.3 65.5 65.8 66.0 66.3 65.9 65.2 64.6 64.0 63.4 63.4
Latin America 67.8 68.1 68.6 68.7 69.3 69.5 69.7 69.7 70.0 70.3 70.6 70.7
and the Caribbean

Middle East 53.2 53.5 53.9 54.3 54.8 55.3 55.2 55.2 54.4 54.5 54.7 54.9
North Africa 54.4 54.4 53.6 54.0 54.2 54.3 54.4 55.1 55.1 55.1 55.1 55.0
Sub-Saharan Africa 78.5 78.6 78.7 78.7 78.7 78.7 78.8 79.0 79.2 79.2 79.1 79.2

* 2011 are preliminary estimates.

Source: ILO, Trends econometric models, October 2011; ILO EAPEP; see also source of table A2.
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Table A10. Employment shares by sector and sex, world and regions (%)

Both sexes Agriculture Industry Services

2007 2010 2007 2010 2007 2010
World 40.5 355 34.0 34.1 20.4 22.1 22.1 22.1 39.1 42.4 43.9 43.8
Developed Economies 55 39 3.7 3.8 27.3 25.0 22.4 22.1 67.3 71.1 73.8 74.1

and European Union

Central and South-Eastern ~ 25.8 19.8 20.6 19.9 24.7 25.6 24.4 26.3 49.6 54.6 55.1 53.8
Europe (non-EU) and CIS

East Asia 477 389 349 354 234 272 286 282 290 339 364 364
South-East Asia 49.7 442 425 431 16.4 18.3 18.2 184 339 375 392 384
and the Pacific

South Asia 59.5  53.1 514 510 15.6 195 207 210 249 274 279 280
Latin America 20.5 17.1 16.2 160 216 225 222 220 580 604 616 620
and the Caribbean

Middle East 224 19.1 16.9 16.7 244 258 257 25.7 53.2 55.1 574 576
North Africa 305 292 285 284 194 210 218 219 50.1 498 497 496
Sub-Saharan Africa 663 629 620 620 7.9 85 85 85 259 286 296 295

Agriculture Industry Services
2007 2010 2007 2010 2007 2010

World 38.1 334 324 328 240 262 26.1 2569 379 404 415 413
Developed Economies 6.0 4.5 44 44 364 348 320 315 576 607 637 640

and European Union

Central and South-Eastern ~ 26.0 20.2 21.2 19.7 30.1 324 29.9 329 439 47.5 48.9 47.5
Europe (non-EU) and CIS

East Asia 41.0 33.7 30.6 32.2 27.0 31.0 32.3 31.0 32.1 353 37.1 36.7
South-East Asia 48.6 43.5 41.6 42.5 18.4 20.9 20.7 20.9 33.1 35.6 37.6 36.6
and the Pacific
South Asia 53.4 46.3 44.9 444 17.3 21.6 22.8 23.0 29.3 321 324 325
Latin America 25.2 21.6 20.9 20.8 26.2 28.2 28.1 279 48.6 50.2 51.0 51.3
and the Caribbean
Middle East 20.0 16.4 14.3 14.1 26.6 28.0 28.1 28.2 53.5 55.6 57.5 57.7
North Africa 299 27.5 27.1 27.2 21.6 239 25.0 25.1 48.5 48.6 479 47.7
Sub-Saharan Africa 65.2 62.5 61.6 619 9.7 10.5 10.4 10.4 25.1 27.0 28.0 27.7
Females Agriculture Industry Services

2007 2010 2007 2010 2007 2010
World 44.1 38.6 36.4 36.2 149 159 16.0 16.2 41.0 455 47.5 47.6
Developed Economies 4.7 3.2 2.9 2.9 15.5 12.8 11.0 10.7 79.7 84.0 86.1 86.3

and European Union

Central and South-Eastern ~ 25.5 19.3 19.8 20.3 179 17.3 17.6 18.2 56.6 63.5 62.7 61.6
Europe (non-EU) and CIS

East Asia 55.8 45.3 40.3 393 19.0 22.6 24.1 24.7 25.2 322 35.6 36.0
South-East Asia 51.2 45.0 43.8 439 13.7 14.8 14.8 15.0 35.1 40.2 41.4 41.0
and the Pacific

South Asia 74.9 70.1 69.1 68.8 11.3 14.2 15.1 15.3 13.8 15.7 15.8 15.9
Latin America 12.5 10.3 9.1 9.0 13.8 13.8 13.6 135 73.7 75.8 77.3 77.5
and the Caribbean

Middle East 356 322 29.8 29.9 12.6 15.2 13.2 13.1 51.8 52.7 56.9 57.0
North Africa 32.8 35.2 333 32.7 10.9 11.1 10.9 11.0 56.3 53.8 55.8 56.4
Sub-Saharan Africa 67.5 63.5 62.4 62.1 5.7 6.2 6.2 6.2 26.7 304 314 31.7

* 2011 are preliminary estimates.

Source: ILO, Trends econometric models, October 2011; see also source of table A2.
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Table A11. Employment by sector and sex, world and regions (millions)

Both sexes Agriculture Industry Services
2000 2007 2010 2011* 2000 2007 2010 2011* 2000 2007 2010 2011*
World 1056.8 1048.2 1032.7 1053.1 5328 651.7 6719 680.8 1021.7 1252.7 13329 1'350.9
Developed Economies 24.3 185 17.4 17.7 1212 1187 1045 103.8 299.2 3374 3439 3480
and European Union
Central and South-Eastern 38.1 314 33.1 32.7 36.5 40.6 39.3 43.1 73.3 86.7 88.7 88.1
Europe (non-EU) and CIS
East Asia 3545 3141 2869 2930 1740 2194 2352 2333 2155 2736 299.1 3014
South-East Asia 120.3 121.3 1239 12738 39.7 50.3 53.1 54.6 82.1 103.1 1142 1140
and the Pacific
South Asia 3044 3190 3148 3192 798 1172 1269 131.2 127.7 1646 171.3 1756
Latin America 42.5 42.1 42.2 42.5 44.8 55.4 58.0 58.5 120.3 1486 160.6 164.7
and the Caribbean
Middle East 9.2 10.6 10.3 10.5 10.0 14.3 15.7 16.1 219 30.6 35.0 36.2
North Africa 14.3 17.2 18.0 18.1 9.1 12.3 13.7 139 23.5 29.2 314 316
Sub-Saharan Africa 1490 1742 1862 191.7 17.7 23.5 255 26.2 58.2 79.1 88.8 91.3
Agriculture Industry Services
2007 2010 2011* 2000 2007 2010 2011* 2000 2007 2010 2011*
World 599.0 5923 5927 6095 3780 4645 4783 4820 5955 7150 759.2 767.3
Developed Economies 15.1 11.8 11.1 114 91.0 915 814 81.0 1439 159.7 1620 164.3
and European Union
Central and South-Eastern 21.3 17.7 189 17.8 24.7 28.3 26.6 29.8 359 41.5 43.4 43.0
Europe (non-EU) and CIS
East Asia 1672 149.7 1384 1472 1100 1374 1462 1417 1309 156.7 1678 167.7
South-East Asia 68.1 69.1 70.0 72.7 25.7 33.2 34.9 35.8 46.3 56.5 63.3 62.5
and the Pacific
South Asia 196.1 1986 201.3 2034 63.5 928 102.1 1054 1078 137.7 1453 1489
Latin America 32.8 32.0 32.6 32.7 34.1 419 43.7 43.9 63.1 74.6 79.3 80.8
and the Caribbean
Middle East 6.9 7.6 7.3 7.4 9.2 129 14.4 14.8 18.6 25.7 29.3 30.3
North Africa 11.1 125 13.2 134 8.0 10.8 12.2 124 18.0 22.1 23.3 23.5
Sub-Saharan Africa 80.4 93.4 100.0 103.5 11.9 15.6 16.9 17.3 31.0 40.4 455 46.3
Females Agriculture Industry Services
2007 2010 2011* 2007 2010 2011* 2007 2010
World 457.7 4559 440.0 443.7 1548 1872 1936 1988 4263 5378 5737 5836
Developed Economies 9.2 6.7 6.2 6.3 30.3 27.2 23.2 228 1553 1776 1819 1837
and European Union
Central and South-Eastern 16.8 13.7 14.3 14.8 11.8 12.3 12.7 133 373 45.2 453 45.1
Europe (non-EU) and CIS
East Asia 187.3 1644 1485 1458 64.0 82.0 89.0 916 845 1169 1313 1338
South-East Asia 52.2 52.2 539 55.1 139 17.1 18.2 18.8 358 46.6 50.9 51.5
and the Pacific
South Asia 108.3 1204 1135 1158 164 24.4 24.8 25.8 199 26.9 26.0 26.7
Latin America 9.7 10.1 9.6 9.8 10.7 135 14.3 14.6 57.3 739 81.3 839
and the Caribbean
Middle East 2.3 3.0 3.0 3.1 0.8 1.4 1.3 1.4 33 49 5.6 59
North Africa 3.2 4.7 4.8 4.7 1.1 1.5 1.6 1.6 5.6 7.2 8.0 8.1
Sub-Saharan Africa 68.6 80.8 86.2 88.2 5.8 7.9 8.6 8.9 27.1 38.6 434 45.0

* 2011 are preliminary estimates.

Source: ILO, Trends econometric models, October 2011; see also source of table A2.
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Table A12. Vulnerable employment shares by sex, world and regions (%)

Both sexes 2000
World 52.8
Developed Economies 10.8

and European Union

Central and South-Eastern ~ 25.5
Europe (non-EU) and CIS

East Asia 58.0
South-East Asia 65.3
and the Pacific

South Asia 80.9
Latin America 359
and the Caribbean

Middle East 33.8
North Africa 42.2
Sub-Saharan Africa 80.7
Males 2000
World 51.0
Developed Economies 114

and European Union

Central and South-Eastern ~ 25.9
Europe (non-EU) and CIS

East Asia 52.8
South-East Asia 61.3
and the Pacific

South Asia 78.1
Latin America 354
and the Caribbean

Middle East 30.9
North Africa 37.7
Sub-Saharan Africa 75.1
Females 2000
World 55.7
Developed Economies 10.2

and European Union

Central and South-Eastern ~ 25.1
Europe (non-EU) and CIS

East Asia 64.3
South-East Asia 70.7
and the Pacific

South Asia 88.1
Latin America 36.8
and the Caribbean

Middle East 49.3
North Africa 59.2
Sub-Saharan Africa 87.6

2005

52.0
10.3

22.7

55.8
62.8

80.6
339

324
41.8
78.7

2005

50.4
113

234

51.1
59.4

78.1
33.6

29.2
36.4
719

2005

54.5
9.1

21.8

61.6
67.5

86.5
34.3

47.6
61.7
86.7

2006

51.7
10.0

219

55.6
62.6

80.3
329

31.8
40.3
784

2006

50.0
11.0

225

50.9
59.3

77.8
325

28.8
34.8
716

2006

54.1
8.8

21.1

614
67.1

86.4
33.6

46.6
60.2
86.4

2007

51.1
9.9

20.6

54.8
62.3

80.0
323

31.0
40.5
77.6

2007

49.5
10.9

211

50.2
58.7

77.5
31.8

28.0
34.6
70.8

2007

53.5
8.6

20.1

60.5
67.3

86.3
33.1

45.8
60.7
85.5

2008

50.0
9.7

20.4

52.4
62.2

789
31.8

30.1
39.8
76.7

2008

48.7
10.7

20.7

48.4
59.1

76.5
31.2

27.5
339
69.8

2008

52.0
8.4

199

57.4
66.3

85.0
32.7

43.3
60.0
84.8

2009 2010 2011*
49.8 49.6 49.1
9.8 10.0 9.8

206 209 20.6

509 496 487
614 623 61.6

78.2 784 777
324 319 319

30.1 298 295
394 377 374
77.1 76.9 76.6

2009 2010 2011*

48.7 486 482
10.8 11.2 11.0

21.2 21.2 209

47.2 46.1 454
58.3 59.1 58.5

75.9 76.1 755
31.7 316 316

27.7 27.3 27.0
33.7 32.6 32.2
70.4 70.3 70.0
2009 2010 2011*
51.5 51.0 50.5

85 85 84

19.8 20.5 20.2

55.5 53.9 52.7
65.6  66.7 65.9

84.3 846 838
334 323 32.3

42.7 42.7 42.1
59.0 55.0 55.1
8.0 847 845

* 2011 are preliminary estimates.

Source: ILO, Trends econometric models, October 2011; 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 2005
1379.7 14842
48.2 47.4
378 349
4315 440.1
1580 1653
4143 4715
745 79.6
13.9 16.7
19.8 23.1
181.6  205.6
2000 2005
801.3 861.2
28.5 289
21.2 199
2155 2213
859 910
2869 3225
459 480
10.7 125
14.0 158
926 1014
2000 2005
5784 623.0
19.8 185
16.6 15.0
216.0 2188
72.1 744
127.4 1490
286 316
3.2 4.2
59 7.2
89.0 104.2

2006
14994
47.0

34.0

443.6
167.9

477.4
79.1

17.0

22.8

210.7
2006
870.3
28.7

19.3

223.2
92.4

327.3
47.4

12.8
154
103.8

2006

629.0
183

14.7

220.4
754

150.1
31.7

4.2
74
106.9

2007

47.0

32.7

442.5
171.2

480.9
79.5

17.2

23.8

214.7
2007
877.7
28.7

184

222.9
93.2

332.8
47.2

129

15.7
105.8
2007
631.7

18.3

14.3

219.6
78.0

148.1
32.3

4.2
8.1

2008 2009 2010
1509.4 14939 1493.2 1505.6
46.2 45.5 46.3
32.7 326 337
423.6 4140 4074
1742 1750 1814
4775 4763 4805
80.1 822 831
17.0 17.7 18.2
24.1 24.3 23.8
2185 2255 2312
2008 2009 2010
8740 8775 8898
283 27.6 284
18.4 18.5 18.8
2152 2113 208.7
954 958 993
333.1 3351 3415
473 482 49.1
13.0 13.7 139
158 16.1 159
1075 111.2 1141
2008 2009 2010
6199 6157 6158
179 17.9 17.9
14.3 14.1 14.8
2085 2027 198.7
788 792 82.1
1444 1412 1390
328 340 340
39 4.0 4.2
8.2 8.2 7.9
1111 1144 1171

108.9

2011*
15159
46.1

338

402.9
182.7

486.5
84.6

185
23.8
236.9

2011*

896.6
283

19.0

207.3
100.1

345.4
49.7

142
15.8
116.9
2011*
619.2
17.8

14.8

195.6
82.7

141.1
35.0

4.4
7.9
120.0

* 2011 are preliminary estimates.

Source: ILO, Trends econometric models, October 2011; 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 Number of people (millions) Share in total employment (%)

2000 2007 2010 2011* 2000 2007 2010 2011*

World 689.2 4935 459.1 4558 264 16.7 15.1 14.8
Central and South-Eastern 6.8 29 2.2 2.0 4.6 1.8 14 1.3
Europe (non-EU) and CIS

East Asia 222.6 87.9 66.9 643 299 109 8.1 7.8
South-East Asia and the Pacific 754 39.7 331 329 311 14.5 11.4 11.1
South Asia 2389 2269 2258 2250 467 37.8 36.8 35.9
Latin America and the Caribbean 14.5 10.3 9.0 8.8 7.0 4.2 35 3.3
Middle East 0.7 09 0.7 0.8 1.6 1.6 1.1 1.2
North Africa 7.0 4.7 4.1 43 150 8.0 6.5 6.7
Sub-Saharan Africa 123.3 1202 1174 1177 548 434 39.1 38.1

* 2011 are preliminary estimates.
Note: Totals may differ due to rounding.

Source: ILO, Trends econometric models, October 2011; see also source of table A2.

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

Both sexes Numbers of people (millions) Share in total employment (%)

2000 2007 2010* 2011* 2000 2007 2010  2011*

World 11976 9783 9166 9115 459 33.1 30.2 29.5
Central and South-Eastern 19.3 8.8 7.7 74 130 5.5 4.8 4.5
Europe (non-EU) and CIS

East Asia 396.0 206.7 157.1 1489 532 25.6 19.1 18.0
South-East Asia and the Pacific 1465 105.3 96.1 957 605 38.3 33.0 323
South Asia 4155 4255 421.1 4216 812 70.8 68.7 67.3
Latin America and the Caribbean 313 255 23.7 233 151 10.4 9.1 8.8
Middle East 34 4.4 4.1 4.4 83 8.0 6.8 7.0
North Africa 154 16.7 16.8 173 327 284 26.5 27.2
Sub-Saharan Africa 170.2 1853 1899 1930 757 67.0 63.2 62.4

* 2011 are preliminary estimates.
Note: Totals may differ due to rounding.

Source: ILO, Trends econometric models, October 2011; see also source of table A2.
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Annex 3. Regional figures”

World

Total unemployment (million)

Unemployment rate (%)

Total employment (million) Employment-to-population ratio (%)

q ~ 8.0 3400 — -
3200 - 61.2
200 - 6.5
3000 — B | - 60.4
180 - 5.0
2800 —| - 59.6
160 — 3.5
2600 | - 58.8
140 - 2.0 2400 - 58.0
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total unemployment Total unemployment (projections) . Total employment Total employment (projections)
—— Unemployment rate === Unemployment rate (projections) —— Employment-to- === Employment-to-population
population ratio ratio (projections)
Share in total employment (%) Vulnerable employment (million) Share of vulnerable employment (%)
50 1600 56
40 . ———
\ 1500 - 54
30
1400 — - 52
20
1300 — - 50
10 -
0 1200 - - 48
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
== Agriculture === |ndustry Services . Vulnerable employment Vulnerable employment (projection)
— Share of vulnerable ==~ Share of vulnerable
employment employment (projections)
Working poor Working poor as a share Working poor Working poor as a share
(million) — US$1.25/day of total employment (%) (million) — US$2/day of total employment (%)
800 ~ 30.0 1300 ~ 55
- 45
600 - 22.5 1100
- 35
400 ~—= 150 900
LR
200 - 75 700 -
- 15
0 - ~-0 500 - =0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Working poor
US$1.25/day

Working poor as a share
of total employment

Working poor
US$1.25/day (projection)

_ Working poor as a share
of total employment (projection)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Working poor
Us$2/day

Working poor as a share
of total employment

Working poor
US$2/day (projection)

_ Working poor as a share
of total employment (projection)

17 The following figures present selected labour market indicators by region, followed by the regional groupings of econ-
omies used in this report. The source of all figures is ILO, Trends econometric models, October 2011 (see also source of

table A2 and Annex 5).
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Developed Economies and European Union

Total unemployment (million) Unemployment rate (%) Total employment (million) Employment-to-population ratio (%)
50 - 10 490 — - 58
40 ~S - 8 470 — - 56
30 4 -6 450 - 54
20 -4 430 | - 52
jop-l == = = W e e 12 40 == EE O A A N e e e o  Ln
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total unemployment . Total unemployment (projections) . Total employment . Total employment (projections)
—— Unemployment rate === Unemployment rate (projections) —— Employment-to- === Employment-to-population
population ratio ratio (projections)
Share in total employment (%) Vulnerable employment (million) Share of vulnerable employment (%)
80 50 - 12
e
/
60 48 11
40 4 46 L - 10
e —————

20 44 - -9
0 42 - -9
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
== Agriculture === |ndustry === Services . Vulnerable employment . Vulnerable employment (projection)

— Share of vulnerable === Share of vulnerable
employment employment (projection)
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Central and South-Eastern Europe (non-EU) and CIS

Total unemployment (million)

Unemployment rate (%)

20 - 14
18 - 12
16 - 10
\
\s _____________
14 4 -8
12 L6
10 - 4
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total unemployment Total unemployment (projections)
—— Unemployment rate === Unemployment rate (projections)
Share in total employment (%)
80
60
40
e -
20 4 —_—
0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
== Agriculture === |ndustry Services
Working poor Working poor as a share
(million) — US$1.25/day of total employment (%)
8 ~ 6.0
6 -
- 4.5
5
- 3.0
3
- 15
2 ~~F
0 - ~-0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

. Working poor
US$1.25/day

Working poor as a share
of total employment

Working poor
US$1.25/day (projection)

_ _ Working poor as a share

of total employment (projection)

Total employment (million)

Employment-to-population ratio (%)

- — 56.0
163 - 2 ERRE L 545
||
/)
/
155 - 53.0
148 - 515
140 - 50.0
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total employment Total employment (projections)
—— Employment-to- === Employment-to-population
population ratio ratio (projections)
Vulnerable employment (million) Share of vulnerable employment (%)
40 - ~ 30
37 - 24
34 4 - 22
31 - 18
28 - 14
I e LU
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
. Vulnerable employment Vulnerable employment (projection)
— Share of vulnerable === Share of vulnerable
employment employment (projection)
Working poor Working poor as a share
(million) — US$2/day of total employment (%)
20 15
16 - 12
12 4 -9
8 -6
4 -3
0- -0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

. Working poor
Us$2/day

Working poor as a share
of total employment

Working poor
US$2/day (projection)

_ _ Working poor as a share
of total employment (projection)
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Latin America and the Caribbean

Total unemployment (million) Unemployment rate (%)

Total employment (million)

Employment-to-population ratio (%)

24 - ~ 10.0 305 — — 63.5
22 4 F9.0 280 — o_--= I 62.0
20 8.0 255 - 60.5
18 TER 70 230 - - 59.0
16 -6.0 205 I I I - 57.5
14 - 50 180 - 56.0
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total unemployment Total unemployment (projections) . Total employment Total employment (projections)
—— Unemployment rate === Unemployment rate (projections) —— Employment-to- === Employment-to-population
population ratio ratio (projections)
Share in total employment (%) Vulnerable employment (million) Share of vulnerable employment (%)
80 90 ~ 38
60 4 83 - 36
40 75 - - 34
I ——— 68 - 32
0 60 - - 30
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
= Agriculture === |ndustry Services . Vulnerable employment Vulnerable employment (projection)
— Share of vulnerable ==~ Share of vulnerable
employment employment (projection)
Working poor Working poor as a share Working poor Working poor as a share
(million) — US$1.25/day of total employment (%) (million) — US$2/day of total employment (%)
16 5 -8 35 ~ 20
14 4
-6 30 - 15
12
-4 25 - - 10
10 4 s B
-2 20 -5
8 4
6 - -0 15 - -0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Working poor

| US$1.25/day

Working poor as a share
of total employment

Working poor
US$1.25/day (projection)

_ _ Working poor as a share
of total employment (projection)
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2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Working poor
US$2/day (projection)

_ _ Working poor as a share
of total employment (projection)

Working poor
Us$2/day

Working poor as a share
of total employment



East Asia

Total unemployment (million) Unemployment rate (%)

38 -6

36 5

34 -4

32 I -3

30 - I 2
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total unemployment Total unemployment (projections)
—— Unemployment rate === Unemployment rate (projections)
Share in total employment (%)

80

60

40 \

20

0

e Agriculture

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

e |ndustry

Working poor
(million) — US$1.25/day

Services

Working poor as a share
of total employment (%)

250 — 40
200

- 30
150 +

- 20
100

- 10
50 ~—

0 - ~-0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Working poor
US$1.25/day

Working poor as a share

of total employment

Working poor
US$1.25/day (projection)

_ Working poor as a share
of total employment (projection)

870

825

780

735 <

690 -~

Total employment (million) Employment-to-population ratio (%)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

. Total employment

—— Employment-to-

460

440 —

420

400 —

population ratio

Vulnerable employment (million)

380 -

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

. Vulnerable employment

— Share of vulnerable

450 —

350

250

150 H

employment

Working poor
(million) — US$2/day

50 -

— 74
=72
7 = N - 70
o
S~
S~
- 68
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South-East Asia and the Pacific
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South Asia
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Middle East
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North Africa

Total unemployment (million) Unemployment rate (%)

94 16
8 - 14
74 - 12
B W I B-=-
/ =
6 4 - 10
5 -8
4 6
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
. Total unemployment Total unemployment (projections)
—— Unemployment rate === Unemployment rate (projections)
Share in total employment (%)
80
60
40
20
0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
= Agriculture === |ndustry Services
Working poor Working poor as a share
(million) — US$1.25/day of total employment (%)
8 16
6 - 12
4 4 -8
2 -4
0 0

Working poor as a share

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Working poor
US$1.25/day

Working poor
US$1.25/day (projection)

_ Working poor as a share
of total employment (projection)

of total employment

78 —

70 —

63

55 —

48

Total employment (million) Employment-to-population ratio (%)

-
i -
S —————

40 -

—— Employment-to-

26 —

24

22

20

18

16

14 -

—— Share of vulnerable

18

17

16

15

14

 49.0

- 46.5

- 44.0

415

- 39.0

36.5

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

. Total employment

=== Employment-to-population

population ratio ratio (projections)

Vulnerable employment (million) Share of vulnerable employment (%)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

. Vulnerable employment
=== Share of vulnerable

employment employment (projection)

Working poor
(million) — US$2/day

Working poor as a share
of total employment (%)

Total employment (projections)

50

- 45

- 40

- 35

=30

Vulnerable employment (projection)

40

35

- 30

- 25

- 20

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Working poor
US$2/day

Working poor as a share

Working poor
US$2/day (projection)
_ Working poor as a share

of total employment of total employment (projection)

Annexes

- 15

13



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 2011. The ILO Employment Trends
Unit has designed and actively maintains econometric models which are used to produce esti-
mates 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
estimates 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.c. 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 files such as GDP.

® The third criterion is that the age groups covered by the observed data must be sufhiciently
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.
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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.

® ILO Economically Active Population, Estimates and Projections (6th edition) 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 September 2011
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/downturn 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 unemployment 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;

(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

' 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 exports (ex-
ports <20 per cent of GDP).
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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 variables
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 sufhicient data, the
country-level regressions as well.

Refinement of the global and regional projections

In Q4 2011, at the time of production of the Global Employment Trends 2012 report, 67 out
of a total sample of 178 countries had released monthly or quarterly unemployment estimates
for a portion of 2011. In seven countries, estimates were available through March (Ql); in
21 countries, estimates were available through June (Q2); in five countries, estimates were
available through July; in 29 countries, estimates were available through August; and in five
countries, estimates were available through September (Q3). These monthly/quarterly data are
utilized in order to generate an estimate of the 2011 annual unemployment rate. The 2011
projection for the rest of the sample (countries without any data for 2011), as well as pro-
jections for 2012 onwards are produced by the extension of the GET Model using the rela-
tionship between economic growth and unemployment during countries” previous recovery
periods, as described above.

In generating the 2011 point estimate for the 67 countries for which 2011 data are avail-
able, the first step is to take an unweighted average of the (seasonally adjusted) unemployment
rate over the available months or quarters of 2011, which is defined as the point estimate.
Around this point estimate a confidence interval is generated, based on the standard devia-
tion of the monthly or quarterly unemployment rate since the beginning of 2008, multiplied
by the ratio of the remaining months or quarters to 12 (for monthly estimates) or 4 (for quar-
terly estimates).”® Thus, all else being equal, the more months of data that are available 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,

¢ ifboth trendsare 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 2011, and the
above point estimate is recalculated as an unweighted average over the 12 months or four
quarters of 2011.

The underlying assumption is that in cases where there is a clear upward (downward) trend
over two consecutive periods, the tendency will be for somewhat higher (lower) unemployment

* 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 from 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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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 information available. The final 2011
unemployment rate estimate for these 67 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 2011 (43 out of 67 countries). The
projections for the unemployment rate of the rest of the sub-components for 2011 onwards
are produced with the extension of the GET Model, using separately for each sub-compo-
nent the same model specifications as for the total unemployment rate. The nominal un-
employment for the various sub-components estimated with the extension of the GET Model
is aggregated to produce a nominal total unemployment, which may differ from what the
above procedure estimates 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 67 countries for which 2011 data are available, the confidence interval remains
as described above. For the rest of the countries and for the projections for 2012 onwards,
the confidence intervals around the projections are generated with progressively smaller
(more restrictive) significance levels the longer the projection period is, in order to reflect an
increasing level of uncertainty with respect to labour market conditions over time. Specifi-
cally, countries are divided into three groups based on the ratio of the standard deviation of
their unemployment rate during the period from 1998 to 2008 to their 2011 unemployment
rate estimate. A lower significance level (and therefore a wider confidence interval) is ascribed
to countries with lower ratios to reflect the higher uncertainty associated with labour market
conditions in these countries. Countries with ratios less than 0.06 are given a significance level
of 20 per cent in 2011, decreasing progressively to 5 per cent by 2016 (15 per cent in 2012);
countries with ratios between 0.06 and 0.20 inclusively are assigned a significance level of
50 per cent in 2011, decreasing progressively to 35 per cent in 2016 (45 per cent in 2012); and
countries with the highest ratios (historical standard deviation greater than 20 per cent of
the 2011 unemployment rate) are given an 80 per cent significance level in 2011, decreasing
progressively to 65 per cent in 2016 (75 per cent in 2012).

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 estimates of the total unemployment rate.

Downside and upside scenarios

In its latest World Economic Outlook (WEO),*® the International Monetary Fund (IMF)
finds that downside risks to economic activity have increased substantially since mid-2011,
stating that “the probability of global growth below 2 per cent is appreciably higher than
in the April 2011 World Economic Outlook”. The ILO has produced downside and upside
scenarios for global unemployment based on GDP growth estimates from the IMF down-
side scenario. This scenario is based on a six-region version of the Global Economy Model
(GEM) calibrated to represent the United States, Japan, the euro area, emerging Asia, Latin

* 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.

26 See IMF: World Economic Outlook: Slowing growth, rising risks (Washington, DC, September 2011); http://www.imf.
org/external/pubs/ft/weo/2011/02/pdf/text.pdf
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America, and the rest of the world. The downside scenario assumes negative shocks in the euro
area (primarily through bank capital reflecting losses on holdings of public debt and other
losses on loans arising from the macroeconomic fallout), the United States (through slower
potential output growth and increasing loan losses on mortgage portfolios) and emerging
Asia (through loan losses on non-performing loans). The scenario has further knock-on effects
in other regions, for instance through a sharp decline in commodity prices, which adversely
impacts commodity exporters.

This scenario is implemented 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. In order to adjust the country-level GDP growth rates according to the
downside scenario, an index is calculated which equals 100 for 2011. For example, for the euro
area, the WEO GDP growth rate projection for 2012 is 1.1 per cent, for 2013 it is 1.5 per
cent and for 2014 until 2016 it is 1.7 per cent. Based on these WEO projections, the index
is extrapolated up to 2016. According to the scenario’s projections, the euro area would fall
back into recession, with output in 2012 more than 3 per cent below WEO projections. For
2013, the downside scenario projects GDP more than 3 per cent lower than the WEO, while
for 2014 and 2015, it projects GDP lower than the WEO by less than 3 per cent and for
2016, the projected GDP is less than 2 per cent lower than the WEO projection. Therefore,
using the above index and based on these projections, a downsized GDP index is projected
for the euro area. Using the latter index, the resulting downsized GDP growth rate for the
euro area in 2012 is —2.6 per cent, for 2013 it is 1.9 per cent, for 2014 it is 2.3 per cent and for
both 2015 and 2016 it is 2.2 per cent. Hence, for the countries into the euro area, the WEO
GDP growth rate used in the GET Model is reduced by 3.6 percentage points for 2012, and
it is increased by 0.3 percentage points for 2013, by 0.6 percentage points for 2014 and by
0.4 percentage points for 2015 and 2016. The same rationale is applied for the other regions
and countries presented in figure 1.16 of the WEO. In addition, for the rest of the countries
in the same regions the GDP growth rates change by half of the change which occurred in
the region. For example, for the rest of European economies outside of the euro area, the 2012
GDP growth rate is reduced by 1.8 percentage points. The exceptions are Canada, for which
the same adjustment as for the United States is applied, and Middle East, North Africa,
Sub-Saharan Africa and Israel, for which the GDP growth rate for 2012 is shocked by 1 per-
centage point and the 2013 growth rate is revised upwards by 0.5 percentage points in order
to roughly represent 50 per cent of the shock to GDP growth observed during the economic
downturn in 2009.

The upside scenario assumes GDP growth rates from 2012 to 2016 based on the IMF’s
April 2011 WEO, which represents the macroeconomic picture prior to the deterioration that
took place later in the year. Hence, the upside scenarios for unemployment and employment
are derived by the extension of the GET Model, as described above, keeping all else equal and
replacing the country level GDP growth rates with the growth rates based on the IMF’s April
2011 WEO for the projection period.
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